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PREFACE

On August 27, 1993, on its own motion and pursuant to section 332(b) of the Tariff Act of 1930
(19 U.S.C. 1332(b)), the U.S. International Trade Commission (USITC or the Commission) instituted
investigation No. 332-345, Annual Reports on U.S Trade Shifts in Selected Industries, for the purpose of
preparing annual trade shifts reports. The current report format was devel oped 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 separate
reports annually: Shiftsin U.S. Merchandise Trade and 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 significant amount of the work contained in this recurring report is basic research required to
maintain a proficient level of trade expertise that the Commission has found essentia in its statutory
investigations and in apprising its varied customer base of global industry trends and competition issues.
The information compiled in this report, such asimport, export, trade balance, and industry profile data
(domestic consumption, production, employment, and import penetration) for nearly 300 major
industry/commaodity groups, is not replicated elsewhere in the U.S. Government.

The current report briefly summarizes and analyzes the major trade shifts that occurred in 1998 in
terms of both industries’commodities and of the leading U.S. trade partners. It also discusses certain other
noteworthy trade developments, provides summary trade statistics, and profiles basic statistics of
industry/commodity groups.

The information and analysisin this report are for the purpose of thisreport 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 moreinformation
about
the agency and to download this and other reports

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

The international trade analysts of the U.S. International Trade Commission’s (USITC or the
Commission) Office of Industries routinely monitor trade developmentsin all agricultural and
manufacturing industries, and in the services sector. Trade monitoring at the industry/commodity sector
and subsector levels (referred to as industry/commodity groups in this report) is afacet of the research and
analysis undertaken by the Office of Industries as part of its responsihility to provide advice and technical
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 a
bilatera basis, and at the industry/commodity-group level.? This seriesis part of the Commission’s
recurring reports that facilitate the development of core competencies and expertise, and enable the
Commission to provide objective and in-depth analysis to the Congress, the public, and other Federal
agencies, related to emerging and complex international trade and economic issues.

For trade-monitoring purposes, U.S. Harmonized Tariff Schedule (HTS) headings/subheadings,
and the corresponding Schedule B export categories, are assigned to industry/commaodity groups by the
USITC. These groups are aggregated into sectors. Appendix A shows the industry/commodity sectors, the
industry/commodity groups in the sector, and HTS coverage by chapter, for each sector.

U.S. trade shifts in services are the subject of a separate USITC annual report.® Thus, throughout
this report, unless otherwise specified, references to trade balances represent U.S. merchandise trade only.
However, in assessing the U.S. merchandise trade deficit in 1998, it is important to note that the United
States recorded a trade surplus in services of $78.9 billion,* which, when added to the $272.9 hillion
merchandise trade deficit, reduced the combined trade deficit to $194.0 hillion.

Chapter 1 of the report is the general introduction. Chapter 2 summarizes U.S. merchandise trade
for 1998, in comparison with such trade for 1997. Coverage of the individua merchandise sectorsinclude
data showing U.S. import, export, and trade balance shifts by industry/commaodity groups and sectors’ and

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

2 This report analyzes changes in U.S. merchandise trade on avalue basis. A principal reason isthat aggregate
trade data by quantity are generally not available. Consequently, it is possible (if prices change significantly) for
the value of trade to change considerably, but the quantity of trade to remain the same. Where possible, this report
also provides trade data on a quantity basis.

3See USITC, Recent Trendsin U.S. Services Trade, investigation No. 332-345, USITC publication 3198, May
1999.

4 Official statistics of the U.S. Department of Commerce (USDOC), revised estimate for Jan.-Dec., reported in
USDOC, Bureau of Economic Statistics, Survey of Current Business, Table F.1., U.S. International Transactionsin
Goods and Services, Apr. 1999, p. D-51.

5 See ch. 3 of the 1993 annua 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.
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shiftsin trade with U.S. trading partners. In addition, the report aso discusses the significance of
international trade in the gross domestic product of the United States compared with its major trading
partners.

TRADE DATA NOTE

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

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

» Figures are not seasonally adjusted; the values of other reported figures may be so
adjusted.

» Figures are not adjusted on a balance of payments (BOP) basis; the values of other
reported figures may be so adjusted in line with the concepts and definitions used to
prepare national and international accounts.

 Imports are on an imports-for-consumption/customs value basis; other reported import
figures may be on a general imports/customs value basis.

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

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

» Figuresin thisreport 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
originaly released by Commerce. Other reported figures may adjust import/export
trade for carryover.

 Theindustry/commodity groups contained in this report are developed by the USITC
and may differ from those used by other sources.

Chapter 3 anayzes noteworthy economic and trade devel opments in 1998 involving specific
countries or country groups. For thisyear's report, analysis considers the financial crises affecting
East/Southeast Asia, Russia, and Brazil, and the implications for U.S. trade. Anaysisof shiftsin U.S.
bilateral trade chiefly considers the top five U.S. trade partners--Canada, China, the European Union,
Japan, and Mexico. Summary tables detail the important shiftsin U.S. bilateral trade and highlight leading
changes in industry/commodity groups for each of the five mgjor trading partners.

Chapter 4 analyzes factors affecting trends in selected industries/’commodities that have been
subject to specific monitoring requirements, recent bilateral agreements, or trade-remedy action. This
chapter also describes the new 5-year (sunset) review process for outstanding antidumping (AD) and
countervailing duty (CVD) orders.



Chapters 5 through 14 address specific industry/commodity sectors, with each chapter providing a
general sector overview and identifying significant shifts in merchandise trade within the sector.® In most
cases, these chapters identify significant shifts in specific industry/commodity groups, and in thisyear's
report, the review has been focused on the trade flows (exports, imports, or trade balance) exhibiting a shift
of over $850 million. Finally, a statistical summary table of industry/commodity groups, showing absolute
and percentage changes in a year-to-year comparison (1997-98), concludes each sector analysis chapter.

The report has six appendixes. Appendix A lists the specific industry/commodity sectors and
groups that the Commission monitors. Appendix B provides official and estimated data (1994-98) for
domestic 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 ranks the
industry/commodity groups exhibiting the most significant growth and declinein U.S. exports, imports, and
trade balances for 1997 and 1998. Appendix D lists the political entities included in the country groups
shown in this report. Appendix E lists the current status of existing AD and CVD ordersin the sunset
review process. Finaly, appendix F discusses the effect of exchange rate shifts on trade flows, summarizes
the magjor changes in exchange rates that occurred during 1994-98; and highlights exchange rate
arrangements, recent exchange rate crises, and possible impacts on the value of the dollar from the
inauguration of the euro.

® The textiles and apparel, and footwear, sectors are presented in separate sections of ch. 9.
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CHAPTER 2
U.S. Merchandise Trade Performance

Karl Tsuji
(202) 205-3434
tsuji@usitc.gov

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

Highlights of U.S. merchandise trade performance in 1998 come first in this chapter, along with a
survey of wider macroeconomic conditions. Then this chapter gives analyses of key trade shiftsin
industry/commodity groups and sectors, and among bilateral and multilateral trade partners. Material in
this chapter is compiled from more detailed analyses presented in subsequent chapters, including important
bilatera trade and multilateral economic developments (chapter 3), and product-specific developmentsin
the industry/commodity sectors (chapters 4-14) affecting U.S. merchandise trade.

During 1997-98, U.S. total merchandise trade (exports plus imports) grew by $36.7 billion (2
percent) to over $1.5 trillion, representing 77 percent of total U.S. combined trade (merchandise plus
services) and 18 percent of U.S. gross domestic product (GDP). However, the U.S. merchandise trade
deficit widened by $53.7 billion (25 percent) to $272.9 billion in 1998, up from the $219.2 billion deficit
recorded the previous year (table 2-1). This increase in the merchandise trade deficit resulted from changes
both in exports, which declined by $8.5 billion (1 percent) to $634.7 billion, and in imports, which
increased by $45.2 billion (5 percent) to $907.6 billion.

Variousinterna and external macroeconomic conditions influenced U.S. merchandise trade
performance in 1998.> Continued strength of the U.S. economy encouraged both consumer and business
confidence and spending, which, in turn, spurred U.S. demand for both domestic and imported goods,
likewise, sustained spending by consumers and businesses was further encouraged by the continued risein
real disposable personal incomes and corporate returns, relatively low interest rates, and ready access to
credit. In addition, continued appreciation of the U.S. dollar against the currencies of its mgjor trading
partners tended to |essen the competitiveness of U.S. merchandise in both domestic and foreign markets.®
Macroeconomic influences that would tend to narrow atrade deficit, including the shift fromaU.S.
Government budget deficit in mid-late 1997 to a surplusin 1998, had less influence on trade flows and the
merchandise trade balance in 1998. External economic factors such as differing growth rates among

! Total U.S. combined trade grew by $45.2 hillion (2 percent) during 1997-98 to $2.0 trillion.

2 Information on the macroeconomic background for U.S. merchandise trade performance in 1998 was
principally derived from Council of Economic Advisors, Economic Report of the President, together with the
Annual Report of the Council of Economic Advisers, “The Year in Review,” Feb. 1999, pp. 45-54; and U.S.
Department of Commerce, Survey of Current Business, “The Year 1998,” Apr. 1999, pp. 26-46.

3 See app. F for amore detailed discussion about how exchange rate shifts and other macroeconomic factors
affect trade flows.



Table 2-1

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

industry/commodity sectors, 1997 and 1998*

Change, 1998 from

1997
Item 1997 1998 Absolute  Percentage
Million dollars
U.S. exports of domestic merchandise:
Agricultural products . ... ... 65,295 59,383 -5,912 -9.1
Forest products . .............oiiiiieeniin.., 25,964 23,901 -2,063 -7.9
Chemicals and related products .................... 78,279 78,105 -174 -0.2
Ene{Py-reIated products . .......... ... ... ... ... ... 15,165 12,346 -2,819 -18.6
Textilesand apparel .......... ... ... ... ... ... .... 18,609 18,533 -76 -0.4
Footwear . ... ... ... 802 720 -82 -10.2
Mineralsandmetals . .......... ... ... ... . ..., 43,103 41,061 -2,042 -4.7
Machinery ...... e 70,863 67,168 -3,695 -5.2
Transportation equipment . . .. ........ ... ... .. ... .. 134,949 147,337 12,388 9.2
Electronic products . . . ......... . . 155,955 151,678 -4.277 2.7
Miscellaneous manufactures . ..................... 15,658 15,452 -206 -1.3
Special provisions . ....... ... 18,580 19,021 441 2.4
Total ... 643,222 634,705 -8,517 -1.3
U.S. imports for consumption:
Agricultural products .. ... ... 45,839 47,326 1,487 3.2
Forest products . ......... ..., 30,456 31,998 1,542 51
Chemicals and related products .................... 66,065 70,717 4,652 7.0
Energy-related products . ............... .. ........ 74,017 56,254 -17,763 -24.0
Textilesand apparel .......... ... ... ... ... ... .... 60,794 67,089 6,295 10.4
Footwear . ... ... ... 13,951 13,879 -72 -0.5
Mineralsandmetals . .......... ... ... ... . ... ... 73,209 81,058 7,849 10.7
Machinery ...... e 69,884 75,014 5,131 7.3
Transportation equipment . . . . ........... ... .. ... .. 155,836 173,712 17,876 11.5
Electronic products . . .. ... . 194,546 201,067 6,520 34
Miscellaneous manufactures . ..................... 48,954 54,620 5,666 11.6
Special provisions . ....... ... 28,874 34,913 6,039 20.9
Total ... e 862,426 907,647 45,221 5.2
U.S. merchandise trade balance:
Agricultural products . ... ... 19,455 12,056 -7,399 -38.0
Forest products . ......... ..., -4,492 -8,097 -3,605 -80.2
Chemicals and related products . ................... 12,214 7,388 -4,826 -39.5
Energy-related products . ............... ... ....... -58,852 -43,908 14,944 25.4
Textilesandapparel ......... ... ... ... ... ... ..... -42,186 -48,556 -6,370 -15.1
Footwear . ... ... ... -13,149 -13,159 - -0.1
Mineralsandmetals . .......... ... ... ... . ... -30,106 -39,997 -9,890 -32.9
Machinery ...... e e 979 -7,847 -8,826 (2
Transportation equipment . . . ............ ... ... .... -20,887 -26,375 -5,488 -26.
Electronic products . . .. ........ . -38,591 -49,389 -10,798 -28.0
Miscellaneous manufactures . ..................... -33,296 -39,168 -5,872 -17.6
Special provisions . ....... ... -10,294 -15,892 -5,598 -54.4
Total ... e -219,204 -272,942 -53,738 -24.5

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

2 Not meaningful for purposes of comparison.

Note.--Calculations based on unrounded data.

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



global economies, structural impediments to trade in key foreign markets, and low prices for certain widely
traded commodities and products, likely had a greater direct influence on trade shiftsin particular
industry/commodity sectors, as well as on U.S. bilateral trade flows with particular partners. Effects of the
mid-1997 to early-1998 Asian financial crisis and continuing Japanese recession were especially apparent
in 1998, as firms in these nations experienced weakened domestic demand and sought markets outside of
the region for their output.*

U.S. TRADE BY INDUSTRY/COMMODITY GROUPSAND SECTORS
U.S. Trade Balance

The wider U.S. merchandise trade deficit during 1997-98 primarily reflected significant shiftsin
key industry/commodity groups shown in tables C-1 through C-6 in appendix C. Substantial growth
occurred in the value of imports (table C-3) of automobiles, trucks, buses, and bodies and chassis of the
foregoing (motor vehicles, MT038°), and to a lesser extent, medicina chemicals (pharmaceuticals,
CHO026); aircraft, spacecraft, and related equipment (aircraft, MT042); and steel mill products (MM025).
Likewise, decreased exports (table C-2) of automatic data processing machines (computer hardware,
ST018), oilseeds (AG032), motor vehicles (MT038), and petroleum products (CHOO5) contributed to
growth of the trade deficit. In contrast, further expansion of the trade deficit was dampened somewhat by
sharp declinesin the value of imports (table C-4) of crude petroleum (CHO004), and to a lesser extent,
petroleum products (CH005) and diodes, transistors, integrated circuits, and similar semiconductor solid-
state devices (semiconductors, ST016). Increased exports (table C-1) of aircraft (MT042), and to alesser
extent, pharmaceuticals (CH026), and aircraft engines and gas turbines (aircraft engines, MT001) also
moderated growth of the deficit during this period.

Overal, the predominant industry/commodity groups contributing to the 1998 deficit continued to
be motor vehicles (MTO038, table C-6), computer hardware (ST018, table C-6), and crude petroleum
(CHOO04, table C-5). Trade deficitsin these three groups together accounted for $135.5 billion, almost
exactly the same combined deficit registered in 1997 (tables C-5 and C-6). These three groups accounted
for one-half of the U.S. merchandise trade deficit in 1998, a significant decrease from 1997 when they
accounted for 63 percent of the merchandise trade deficit. Aircraft (MT042) again recorded the largest
surplus, at $37.5 billion (table C-5). These four groups were not only alarge component of the 1998 U.S.
trade position, but also exhibited significant shiftsin exports, imports, or both, during 1997-98.

All mgjor industry/commaodity sectors, with the exceptions of agricultural products and chemicals
and related products, continued to register trade deficitsin 1998 (table 2-1).° However, the trade surplusin
agricultural products shrank by $7.4 billion (38 percent) to $12.1 billion, and the surplus in chemicals and
related products shrank by $4.8 billion (40 percent) to $7.4 billion. The machinery sector experienced an
$8.8 billion trade shift from a surplus of $979 million in 1997 to a deficit of $7.8 billionin 1998. This
shift was largely due to effects of the Asian financia crisis, as the significant decline in exports to that
region, $4.9 hillion (24 percent), combined with an $815 million (3-percent) growth in imports.

* See ch. 3 for adiscussion about the financial conditions of the affected countries of East and Southeast Asia
during the years 1997-98.

5 Codes such as MT038 are used by the USITC to identify industry/commodity groups of U.S. Harmonized
Tariff Schedule (HTS) headings/subheadings and their corresponding export categories for trade-monitoring
purposes. See app. A for alisting and title of each of these groups.

® Discussion of U.S. merchandise trade by industry/commodity sectors excludes products covered by specia
provisions of the HTS in chs. 98-99.



Furthermore, with the exception of energy-related products, al major product sectors experienced erosions
of their trade balances in 1998. The deficit in energy-related products was reduced by $14.9 billion (25
percent) to $43.9 billion, largely due to the drop in the value of crude petroleum imports. The largest
erosion of asectoral trade balance during 1997-98 occurred in electronic products, in which the deficit
widened by $10.8 billion (28 percent) to $49.4 hillion, following a narrowing of the deficit in the previous
year. The other sector exhibiting significant widening of its deficit was minerals and metals, which grew by
$9.9 billion (33 percent) to $40.0 billion in 1998.

U.S. Imports

U.S. merchandise imports rose in 1998 for every industry/commodity sector, with the exceptions of
energy-related products and footwear (table 2-1). Imports of energy-related products declined by $17.8
billion (24 percent) to $56.3 hillion. However, the impact of this sector’s decline on U.S. merchandise
imports was concomitant with increased imports of transportation equipment, the leading growth sector in
1998, which were up by $17.9 billion (11 percent) to $173.7 billion. A substantial portion of the $45.2
billion net increase in merchandise imports was accounted for by higher imports in five other sectors (in
descending order of shifts):

Change, 1998 from 1997 1998 import level
Import sector (billion dollars) (percentage) (billion dollars)
Mingralsandmetals ............ 7.8 11 81.1
Electronicproducts ............. 6.5 3 2011
Textilesand apparel .. .......... 6.3 10 67.1
Miscellaneous manufactures . . .. .. 57 12 54.6
Chemicals and related products . . . . 47 7 70.7

Together, these five sectors accounted for $31.0 billion (69 percent) of the net increase in merchandise
imports. U.S. imports of products in these sectors plus transportation products accounted for $648.3
billion (71 percent) of merchandise importsin 1998. Reasons for these shifts are highlighted below:

Energy-related products--The substantial drop in imports was primarily attributable to the
decreased value of crude petroleum, despite a dight increase in terms of volume. Crude oil prices
continued to fall during 1998 by an average of $6 per barrel as aresult of continued global output but
reduced demand in Asia

Transportation eguipment’--The substantial rise in imports was led by motor vehicles, aircraft,
aircraft engines, and internal combustion piston engines. Import growth for motor vehicles and internal
combustion piston engines, primarily from North American Free Trade Agreement (NAFTA) partners and
Japan, reflected continued strong domestic demand for passenger vehicles, sustained popularity of certain
Japanese models, increased integration of North American motor vehicle industries, and continued weak
demand in Japan and the Asia-Pacific region for Japanese-produced passenger vehicles. Increased imports
of aircraft were aresult of the domestic airline industry striving to modernize its air fleet and meet robust
demand for regional jet service. A record year for U.S. shipments of large civil aircraft contributed to
increased imports of aircraft engines.

" Transportation equipment was the second-largest import sector in 1998, accounting for 19 percent of all U.S.
merchandise imports.



Minerals and metals-U.S. import growth in 1998 was led by significantly higher imports of steel
mill products and primary iron products; producers, largely from Japan and Korea, focused on markets
outside of Asia due to the Japanese recession and the Asian financid crisis, and to take advantage of the
relative strength of the U.S. dollar. Increased imports of precious metals and related articles, and natural
and synthetic gemstones, reflected the lack of sufficient production in the United States to meet domestic
demand, coupled with increased real disposable personal income and sustained consumer confidence that
fueled strong jewelry demand, investment demand for gold, and automotive catalyst demand for platinum-
group metals.

Electronic products®--The most significant import shifts occurred in two industry/commodity
groups whose import values together accounted for 53 percent of sector imports--semiconductors and
computer hardware. Semiconductor imports declined, largely reflecting the continuing price declines of
major products such as dynamic random access memories (DRAMSs) brought about by excess production
capacity and inventories. Computer hardware imports increased, reflecting continued strong U.S. demand,
spurred by intense domestic competition and declining unit prices. U.S. import patterns for computer
hardware have also shifted somewhat from established East Asian producers, as production has shifted
towards lower cost Southeast Asian countries and China

Textiles and apparel --Increased U.S. imports reflected ongoing growth in imports from countries
with preferential market access (NAFTA partners and Caribbean Basin Economic Recovery Act (CBERA)
beneficiaries), a second consecutive year of import growth from Asia, and a pickup in consumer spending
on apparel, coupled with a fourth consecutive year of declining domestic apparel production. Apparel
accounted for 80 percent of sector importsin 1998, and imports supplied just over one-haf of the U.S.
apparel market. Growth of imports in this sector is likely to continue as U.S. quotas are gradually phased
out by the beginning of 2005 under the Uruguay Round Agreement on Textiles and Clothing, which went
into effect as part of the World Trade Organization agreements.

Miscellaneous manufactures--The largest shift among U.S. imports was in furniture and selected
furnishings. Producersin China and other East Asian countries either ship fully assembled furniture to the
United States or establish U.S.-based assembly operations in order to reduce transportation costs. In
response, U.S. manufacturers aso are beginning to assemble components made in Asia, as well asimport
finished articles, to supplement their U.S.-made lines.

Chemicals and related products--The main product category fueling increased U.S. imports was
pharmaceuticals. The following factors al contributed to an increase in both global trade and U.S. imports
of pharmaceuticalsin 1998: the elimination of duties on most pharmaceuticals under the Uruguay Round
Agreement, and the substantia intracompany trade throughout the industry, continued outsourcing of
production of bulk active ingredients and chemical intermediates, and the introduction of several new and
innovative medicines.

U.S. Exports

U.S. merchandise exports declined in 1998 for all industry/commodity sectors, except
transportation equipment (table 2-1). Exports of transportation equipment recorded an increase of $12.4
billion (9 percent) to $147.3 billion. A substantia portion of the $8.5 billion decrease in merchandise
exports was due to significant export declinesin six other sectors (in descending order of shifts):

8 Electronic products were the largest import sector in 1998, accounting for 22 percent of all U.S. merchandise
imports.



Change, 1998 from 1997 1998 export level

Export sector (billion dollars) (percentage)  (billion dollars)
Agricultural products ........... -5.9 -9 59.4
Electronicproducts ............. -4.3 -3 151.7
Machinery .................... -3.7 -5 67.2
Energy-related products . . .. ... ... -2.8 -19 12.3
Forestproducts ................ -2.1 -8 239
Minerasandmetals ............ -2.0 -5 41.1

Together, these six sectors recorded export declines totaling $20.8 billion. Exports of products in these
sectors plus transportation equipment accounted for $502.9 billion (79 percent) of merchandise exportsin
1998. Reasons for these shifts are highlighted below:

Transportation equipment®--The substantial export increase was primarily attributable to robust
global demand for aircraft and aircraft parts as foreign airlines sought U.S.-made aircraft to replace aging
fleets, meet noise and pollution regulations, and provide for increased passenger demand for air-transport
service.

Agricultural products--Over three-fifths of the 1998 U.S. export decline was accounted for by
ceredls (mainly wheat and corn) and oilseeds (mainly soybeans). Record or near-record harvests
worldwide, significantly increased inventories, cutbacks of purchases by key importing nations with
subsequent downturns in grain and soybean prices from the high levels of the previous year, and heightened
competition from third-country suppliers, all contributed to the decline in U.S. exports of these
commodities. However, on atonnage basis, export volumes of cereals were essentially flat. In contrast,
oilseed exports dropped in terms of both volume and value during 1997-98.

Electronic products™®--Significant export downturns occurred in two key sector products--computer
hardware, and radio transmission and reception apparatus (radio apparatus). Reduced exports of computer
hardware to major markets in Canada, the United Kingdom, and Japan, reflected continued global price
competition and economic downturns, especially in Japan. The decline in exports of radio apparatus
resulted from low Asian demand and establishment of domestic production facilities in Brazil.

Machinery--Over one-half of the declinein U.S. exports of machinery was accounted for by
miscellaneous machinery and nonmetalworking machine tools. Substantial decreases were also recorded
for exports of centrifuges, and filtering and purifying equipment; certain industrial thermal-processing
equipment; boilers, turbines, and related machinery; and farm and garden machinery and equipment.
However, the sector export decline was lessened by export increases for high-technology machinery,
encompassing semiconductor manufacturing equipment and industrial robots.

Energy-related products--The United States is only aminor exporter of energy-related products.
The export decline was led by petroleum products, consisting mostly of petroleum coke for petrochemicals
production and distillate fuel oils for heating and bunker fuels.

® Transportation equipment was the second-largest export sector in 1998, accounting for 23 percent of all U.S.
merchandise exports.

10 Electronic products were the largest export sector in 1998, accounting for 24 percent of all U.S. merchandise
exports.



Forest products--Reduced U.S. exports, especialy of wood and wood products, and most
categories of pulp, paper, and paper products, reflected the economic downturn in Asiaand declining price
competitiveness due, in part, to the strength of the dollar. Reduced exports of sector products to Japan, one
of the top markets for U.S. wood and wood products, reflected the depressed residential housing
construction sector.

Minerals and metals-U.S. exports declined with significant developments in markets for key
products in 1998. Iron and steel waste and scrap exports fell with the sharp decline in scrap prices and
weakened demand in principal markets, as steelmakers in these nations experienced production slowdowns
or declines. Exports of copper ores and concentrates, and of copper metal and related articles, fell
primarily due to weaker copper prices (as much as 40 percent from the peak levels of June 1997), weak
demand in East Asia, and diversion of amajor domestic producer’ s mine production from export markets
to its newly opened U.S. smelter.

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

Growth of the U.S. merchandise trade deficit during 1997-98 a so reflected significant shifts with
certain key trade partners. Table 2-2 shows U.S. bilateral merchandise trade with its 10 largest partners
(ranked by total trade) and U.S. multilateral merchandise trade with selected country groups™ during 1997-
98. The U.S. trade deficit widened by at least $1.0 billion with each of its five major partners--Canada,
China, the European Union (EU), Japan, and Mexico.”? Reasons for widening of U.S. trade deficits with
these partners are highlighted below:

Canada--As the second-largest U.S. trade partner, after the EU in 1998, total U.S.-Canadatrade
reached $312.5 billion. However, the U.S. deficit with Canada widened by $3.8 billion (12 percent) to
$36.9 billion, as imports grew by $6.8 billion, more than double the export growth of $3.0 billion.
Although U.S.-Canada trade was moderated by reduced Canadian private-sector spending and lower prices
for Canada s primary-commodity exports, it was enhanced by increased bilateral trade in transportation
equipment, reflecting strong North American sector demand in, and extensive integration within, the motor
vehicle, railway equipment, and aircraft industries.

China--The deficit with China, with whom the United States recorded its second-largest bilateral
trade deficit, widened by $7.4 billion (15 percent) during 1997-98 to $56.9 billion, as import growth of
$8.8 hillion continued to significantly outpace export growth of $1.4 billion. U.S.-China trade continued to
be most prominent in manufactures. Certain consumer electronic products, miscellaneous manufactures,
and footwear led U.S. import growth, reflecting the strong U.S. economy and lower demand for Chinese
manufactures in other Asian countries. Increased U.S. exports were led by aircraft and computer
hardware. Factors enhancing growth in U.S. exports, particularly of capital goods, were

! See app. D for alist of countries/political entities included in selected country groupings of table 2-2.

2 In recent years, these consistently appeared as the top five U.S. partners in terms of total trade. The 15
member countries of the EU are considered together as a single U.S. trade partner, for no individual EU country
was consistently ranked among the top five U.S. trade partners from year to year. Further analyses of the
underlying factors and the leading products responsible for trade shifts for each of these five major partners are
provided in ch. 3. That chapter also examines three regions undergoing economic devel opments with important
implications for U.S. trade flows.
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Table 2-2
All merchandise sectors: U.S. exports of domestic merchandise, imports for consumption, and
merchandise trade balance, by selected countries and country groups, 1997 and 1998*

Change, 1998 from
1997

Item 1997 1998 Absolute  Percentage

Million dollars

U.S. exports of domestic merchandise:

Canada . .. ... 134,794 137,768 2,974 2.2
JAPAN . 62,091 54,846 -7,246 -11.7
MEXICO . .ot 68,393 75,369 6,976 10.2
China ... 12,533 13,908 1,375 11.0
GeIMANY . . ittt e 23,136 25,026 1,890 8.2
United Kingdom . ........ ... i 33,987 36,714 2,727 8.0
TaWAN . 18,883 16,923 -1,960 -10.4
France . ... .. . 15,122 16,676 1,555 10.3
Korea ... 24,287 15,979 -8,309 -34.2
SINQAPOIE . o .t ittt 15,697 14,218 -1,479 9.4
AlLOther ... 234,298 227,277 -7,021 -3.0
Total . .o 643,222 634,705 -8,517 -1.3
Selected country groups:
EU-15 131,751 140,217 8,466 6.4
OPEC 24,826 24,212 -614 -2.5
Latin America . .. ... 128,815 135,852 7,038 55
CBERA 17,808 19,200 1,392 7.8
AsianPacific Rim ......... ... ... ... ... 190,428 163,675 -26,754 -14.0
ASEAN 45,244 36,968 -8,276 -18.3
Central and Eastern Europe . ...t 3,043 2,787 -256 -8.4
U.S. imports for consumption:
Canada . .. ... 167,881 174,685 6,804 4.1
JAPAN . 120,480 121,313 833 0.7
MEXICO .ot 85,005 93,017 8,013 9.4
China ... 61,996 70,815 8,819 14.2
GeIMANY . . ittt e 42,793 49,796 7,003 16.4
United Kingdom . ........ ... i 32,412 34,617 2,206 6.8
TaWAN . 32,474 32,985 510 1.6
France . ... ... 20,126 23,371 3,246 16.1
Korea ... 22,939 23,701 762 3.3
SINQAPOIE . . ittt 19,982 18,216 -1,766 -8.8
AlLOther ... 256,339 265,130 8,791 34
Total . .o 862,426 907,647 45,221 5.2
Selected country groups:
EU-15 155,890 174,881 18,991 12.2
OPEC . 42,197 34,336 -7,861 -18.6
Latin America . .. ... 137,260 142,351 5,091 3.7
CBERA . 16,572 17,124 552 3.3
AsianPacific Rim ......... ... ... .. ... . 325,618 340,064 14,446 4.4
ASEAN 70,567 72,832 2,264 3.2
Central and Eastern Europe . ... 3,649 4,368 719 19.7
U.S. merchandise trade balance:
Canada . . ... -33,087 -36,918 -3,830 -11.6
JAPAN . -58,389 -66,467 -8,079 -13.8
MEXICO . .ot -16,612 -17,648 -1,036 -6.2
China .. -49,462 -56,907 -7,444 -15.0
GeIMANY . . ittt e -19,657 -24,770 -5,113 -26.0
United Kingdom . ........ ... 1,575 2,097 522 33.1
TaWAN . -13,591 -16,061 -2,470 -18.2
France . ... .. -5,004 -6,695 -1,691 -33.8
Korea ... 1,348 -7,722 -9,071 ®
SINGAPOIE . o ittt -4,284 -3,997 287 6.7
AlLOther ... -22,041 -37,853 -15,813 -71.7
Total . .o -219,204 -272,942 -53,738 -24.5
Selected country groups:
EU-15 . -24,139 -34,664 -10,525 -43.6
OPEC -17,372 -10,124 7,248 41.7
Latin America . .. ... -8,445 -6,499 1,946 23.0
CBERA . 1,235 2,076 840 68.0
AsianPacific Rim ......... .. .. ... .. ... . -135,189 -176,389 -41,200 -30.5
ASEAN . -25,323 -35,864 -10,541 -41.6
Central and Eastern Europe . ... -606 -1,580 -975 -160.9

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

Note.--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 1998.



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



China s economic growth and itsintroduction of fiscal and monetary stimulus packagesin early 1998.
However, significant barriers still impede the entry of foreign products into Chinese markets.

The Eurapean Union--The U.S. trade deficit with the EU countries widened during 1997-98 by
$10.5 billion (44 percent) to $34.7 billion, primarily reflecting increased bilateral trade flows driven by
strong demand in both the United States and the EU as both economies and major markets continued to
expand. The overal risein U.S. imports from the EU countries by $19.0 billion (12 percent) to $174.9
billion was enhanced by depreciation of major European currencies against the U.S. dollar. Germany was
the leading source of U.S. imports from the EU, followed by the United Kingdom. Growth in import
demand was principally concentrated in motor vehicles, especialy German passenger vehicles; aircraft and
aircraft engines, due to growing EU salesinto the U.S. market; and pharmaceuticals, reflecting the
tendency of U.S. pharmaceutical firms to outsource chemical raw materials from certain EU countries.
U.S. exports grew by $8.5 billion (6 percent) to $140.2 hillion, led by the United Kingdom, followed by
Germany. Leading export sectors included aircraft and aircraft engines, as airlines added to their fleets and
replaced aging aircraft to meet increased demand for air-transport services, and pharmaceuticals, as U.S.
pharmaceutical companies benefitted from higher average drug prices, newly approved products, and
increasing demand by aging Western European populations.

Japan--The trade deficit with Japan, the largest among all U.S. trade partners, continued to
deteriorate, rising by $8.1 billion (14 percent) to $66.5 billion, reflecting the prolonged recession in Japan,
the world' s second-largest economy. U.S. exports to Japan were down sharply by $7.2 billion (12 percent)
to $54.8 billion, despite a 23-percent increase in exports of aircraft to fill previoudy placed orders. Low
commodity prices, reduced Japanese livestock production, and increased competition with third-country
suppliers contributed to decreased exports of corn; whereas motor vehicle exports declined due to weaker
Japanese consumer demand and discounted prices of domestically produced Japanese automobiles.
However, the most pronounced drop in bilateral trade was in computer hardware, reflecting decreased unit
prices. Imports rose dightly by $833 million (less than 1 percent) to $121.3 billion, led by certain stedl
mill products, reflecting strong U.S. domestic demand combined with weaker conditions in the Japanese
domestic and its other major overseas markets;, motor vehicles, due to strong U.S. consumer demand; and
construction equipment, as Japanese manufacturers focused on the growing U.S. construction market.

Mexico--Five years after the implementation of the NAFTA, total U.S. trade with Mexico
continued to expand, as total U.S.-Mexico trade reached $168.4 hillion in 1998, athough the U.S. deficit
with Mexico grew by $1.0 billion (6 percent) to $17.6 billion. U.S. imports from Mexico rose by $8.0
billion (9 percent) to $93.0 billion, led by finished motor vehicles and electronic equipment. Thisincrease
largely reflects continued U.S., European, and Asian investments in assembly operations in Mexico, the
shift of some production for the North American market from Asiato Mexico, and increased import
demand driven by expansion of the U.S. economy. U.S. exports to Mexico increased by $7.0 billion (10
percent) to arecord $75.4 billion, despite slower economic growth in Mexico after 2 successive years of
rapid economic expansion (partly due to lower world prices for crude petroleum, Mexico’'s major export).
Exports were led by intermediate and finished transportation and electronics sector goods, production
machinery, and cereds, primarily reflecting reduction or elimination of Mexican tariffs under NAFTA,
combined with continued growth of the maquilladoraindustry, and a drought in the central and northern
parts of the country.

In addition, among other top 10 partners, the United States experienced notable deterioration of its
trade position with Korea and Taiwan, but a slightly improved position with Singapore (table 2-2). Shifts
in U.S. trade positions with these and major trade partners were also reflected in shiftsin its positions with
regional groups of countries (table 2-2). Reasons for shiftsin the U.S. trade balances with country groups,
that exceeded $1.0 billion, are highlighted below:
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OPEC--Crude petroleum price declines drove down the U.S. trade deficit with the Organization of
Petroleum Exporting Countries (OPEC) by $7.2 billion (42 percent) to $10.1 billion in 1998. An export
decline of $614 million was overshadowed by the $7.9 billion decline in imports.

Latin America--Despite widening of the deficit with Mexico and deterioration of the surplus with
Brazil, the U.S. trade deficit with Latin America (including Mexico) continued to narrow by $1.9 billion
(23 percent) to $6.5 billion in 1998. Exports to and imports from the region were up by $7.1 billion and
$5.1 billion, respectively. The trade surplus with Brazil deteriorated by $1.2 billion (21 percent) to $4.3
billion, as Brazil adopted an austerity program and various other measuresto addressiits fiscal and
monetary problems. However, the trade deficit with Venezuelaimproved by $3.6 billion (58 percent ) to
$2.6 billion, primarily due to reduced prices for petroleum products and crude petroleum, Venezuela s main
export products to the United States.

Asan Pecific Rim--Expansion of U.S. trade deficits with mgjor partners China and Japan also
contributed to a $41.2 billion (30-percent) rise in the deficit with the Asian Pecific Rim countries, which
reached $176.4 billion in 1998. Trade with Korea represented the largest decline in the U.S. bilateral trade
position with any single top 10 partner in 1998, as the trade balance shifted from a $1.3 billion surplusin
the previous year to a$7.7 billion deficit. The financid crisis in Korea reduced demand for U.S. exports,
especialy aircraft, electronic products, and machinery.

ASEAN--Although the U.S. trade position with Singapore improved, its deficit with all countries
of the Association of South East Asian Nations (ASEAN) increased by $10.5 billion (42 percent) to $35.9
billion. The financial crisesin certain ASEAN countries, as with the crisisin Korea, also reduced demand
for U.S. exports of aircraft, el ectronic products, and machinery. U.S. import increases from these
countries were led by apparel and shellfish.

Significance of International Tradein the Gross Domestic Product

To provide perspective about the significance of international trade in the U.S. economy, trade
values are compared with macroeconomic measures. For the United States and its five mgjor trade
partners, the relative sizes of their economies, U.S. bilatera trade flows, and the ratios of U.S. bilatera
trade balances to U.S. GDP are compared in table 2-3. The U.S. merchandise trade deficit with al
worldwide trade partners combined, amounted to 3.2 percent of the nominal U.S. GDP in 1998,
significantly higher than the ratio of 2.7 percent in 1997. 1n 1998, the U.S. merchandise trade deficit with
its five major trade partners amounted to 2.5 percent of nominal U.S. GDP. Over the period 1994-98, U.S.
merchandise trade flows became a larger component of the U.S. economy, with the exception of exports as
ashare of GDP during 1998 (table 2-4). Merchandise imports grew by $249.7 billion (38 percent) during
1994-98 to $907.6 billion and exports increased by 32 percent ($152.8 billion) to $634.7 billion, whereas
nominal U.S. GDP rose 23 percent ($1.6 trillion) to $8.5 trillion over the same period.

However, comparing U.S. globa merchandise imports and exports as shares of GDP with similar
ratios for its mgjor trade partners (table 2-5, with Germany in place of the EU, due to data availability)
indicates that, during 1994-98, global merchandise trade accounted for a smaller portion of GDP for the
United States and Japan (the two largest economies in the world), than for China, Canada, Mexico, or
Germany. Whereas the ratio of merchandise imports to GDP was dightly higher for the United States than
for Japan in 1998 (11 percent compared with 7 percent), it was roughly one-third of the comparable ratio
for Canada (33 percent) and Mexico (30 percent) and one-half the ratio for Germany (22 percent).

Table 2-3
U.S. bilateral merchandise trade balances with major partners, in dollars and as a ratio to nominal U.S.
gross domestic product (GDP), 1998
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Ratio of the

u.s. merchandise
Nominal u.s. u.s. merchandise trade balance
Partner GDP imports exports trade balance to U.S. GDP
Billion
dollars —— Million dollars — Percentage
European Union .. ........ 8,336 174,881 140,217 -34,664 -0.41
Japan ................. 3,785 121,313 54,846 -66,467 -0.78
China.................. 965 70,815 13,908 -56,907 -0.67
Canada ................ 601 174,685 137,768 -36,918 -0.43
Mexico . ................ 415 93,017 75,369 -17,648 -0.21
United States . .. ......... 8,511 907,647 634,705 -272,942 -3.21

Note.--Calculations based on unrounded data.

Source: U.S. trade data compiled from official statistics of the U.S. Department of Commerce (USDOC). GDP
data for the United States are from USDOC, Bureau of Economic Analysis, Survey of Current Business, “Table 1.1,
Gross Domestic Product,” Apr. 1999, p. D-2. Estimated GDP data for Canada, Japan, Mexico, EU, and China are
from U.S. Department of State, Country Reports on Economic Policy and Trade Practices, 1998, found at Internet
address http://lwww.state.gov/www/issues/economic/trade_reports/, retrieved Apr. 22 and 26, 1999.

Table 2-4
Components of U.S. gross domestic product (GDP) and trade as a share of GDP, 1994-98

Component 1994 1995 1996 1997 1998

Personal consumption expenditures ~ meeeemememeemeeeee Value (billion current dollars) -----------=-=------
GOoOdS ... 2,007.0 2,084.3 2,169.2 2,273.6 2,387.1
SEIVICES . ..t 2,709.1 2.873.4 3,038.4 3,220.1 3,420.8

Gross private domestic investment .......... 1,007.9 1,038.2 1,116.5 1,256.0 1,367.1

EXPOMtsS ... 721.2 818.4 870.9 920.3 912.9
GOoOdS ... 481.9 546.5 582.1 643.2 634.7
SEIVICES . .. 239.3 271.9 288.8 2771 278.2

IMpPorts (=) « v oo -812.1 -904.5 -965.7 -1,032.8 -1,085.4
GOoOdS (5) + v -657.9 -740.0 -790.5 -862.4 -907.6
Services () ... -154.2 -164.5 -175.2 -170.4 -177.8

Government consumption expenditures
and gross investment . ................. 1,313.0 1,355.5 1,406.7 1,454.6 1,487.1

Gross Domestic Product . ................ 6,947.0 7,265.4 7,636.0 8,110.9 8,511.0

Percentage

Exports as a share of GDP 104 11.3 114 11.3 10.7
GoOdS ... 6.9 7.5 7.6 7.9 7.5
SEIVICES . .. 34 3.7 3.8 34 3.3

Imports (-) asashare of GDP .............. -11.7 -12.4 -12.6 -12.7 -12.8
GOoOdS (5) « v -9.5 -10.2 -10.4 -10.6 -10.7
Services () ... -2.2 -2.3 -2.3 2.1 2.1

Note.--Calculations based on unrounded data.

Source: Merchandise trade data are compiled from official statistics of the U.S. Department of Commerce
(USDOC). All other data (balance-of-payments basis) are from USDOC, Bureau of Economic Analysis, Survey of

Current Business, “Table 1.1, Gross Domestic Product,” Apr. 1999, p. D-2.

In terms of exports as a share of GDP, the United States (8 percent) lagged significantly behind Canada (35
percent), Germany (26 percent), and Mexico (28 percent). These U.S. trade partners benefitted from
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sustained growth in the U.S. economy that provided a strong market for their exportsin recent years.
Cumulative percentage-point growth in the share of each country’s global merchandise import and export
trade to its nominal GDP during 1994-98 (table 2-5) indicates that, with exception of China,™ the
economies of leading trade partners are becoming increasingly more reliant on international merchandise
trade than is that of the United States.

Table 2-5
Merchandise trade as a share of gross domestic product (GDP) for the United States and major trading
partners, 1994-98

(Percentage)

Percentage-point
Country 1994 1995 1996 1997 1998 Increase 1994-98

Merchandise imports as a share of GDP:
United States .. ... 9.5 10.2 104 10.6 10.7 1.2
Japan ........... 5.9 6.5 7.6 8.1 7.4 15
China ........... 21.1 18.8 17.0 15.8 14.8 -6.4
Canada.......... 27.2 29.8 29.0 324 33.3 6.1
Mexico .......... 18.4 25.3 26.7 27.5 30.1 11.7
Germany ........ 18.8 19.2 19.6 21.3 22.0 3.2

Merchandise exports as a share of GDP:
United States .. ... 6.9 7.5 7.6 7.9 7.5 0.5
Japan ........... 8.5 8.6 8.9 10.0 10.1 1.6
China ........... 22.0 21.2 18.5 20.2 19.7 -2.4
Canada.......... 29.2 34.1 34.1 35.2 35.3 6.1
Mexico .......... 14.1 27.8 28.7 27.7 28.3 14.2
Germany ........ 20.9 21.7 22.4 24.5 25.8 4.9

Note.--Calculations based on unrounded data.

Source: U.S. trade data compiled from official statistics of the U.S. Department of Commerce (USDOC). GDP
data for the United States are from USDOC, Bureau of Economic Analysis, Survey of Current Business, “Table 1.1,
Gross Domestic Product,” Apr. 1999, p. D-2. Estimated trade and GDP data for Japan, China, Canada, Mexico,
and Germany are from U.S. Department of State, Country Reports on Economic Policy and Trade Practices, 1998,
found at Internet address http://www.state.gov/www/issues/economic/trade_reports/, retrieved Apr. 22 and 26,
1999.

2 The observed percentage-point decline in China s merchandise trade as a share of its GDP during 1994-98
reflects the relatively high growth of its developing economy that outpaced the growth of its merchandise trade
flows.
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CHAPTER 3
Significant Global Trade Developments
and Shiftswith Leading Partners

This chapter examines certain noteworthy economic and trade developments during 1998 among
severa U.S. trade partners. Trade patterns throughout the world have been affected by financial crisesin
various countries. The focus of the following section will be on certain countries in Asia, Eastern Europe,
and Latin America, and the implications for U.S. trade. U.S. trade flows with these countries are presented
in terms of the significant industry/commodity groups or U.S. Harmonized Trade Schedule (HTS)
headings, whichever provides the best explanation of the trade shifts.

GLOBAL FINANCIAL CRISESAND TRADE DEVELOPMENTS
East/Southeast Asia

Last year's Shiftsin U.S Merchandise Trade in 1997 reported on the economic performance and
U.S. bilateral trade of five countries affected by the Asian financial crisis during 1997-98--Indonesia,
Korea, Malaysia, the Philippines, and Thailand (East/Southeast Asia)--which are updated in this report.
Sharply lower rates of economic growth, weakened exchange rates against the U.S. dollar, and increased
unemployment in East/Southeast Asia significantly reduced demand for U.S. products and contributed to a
doubling of the U.S. trade deficit with these countries during 1997-98. The trade deficit rose by $19.2
billion (99 percent) to $38.7 billion (table 3-1). This deficit accounted for 14 percent of the U.S. global
trade deficit in 1998. Declinesin rea gross domestic product (GDP) in each of these East/Southeast Asia
countries in 1998, ranging from 0.5 percent in the Philippines to 13.7 percent in Indonesia, contrast sharply
with the growth that each country (except Thailand) had experienced in 1997. The annual rate of changein
real GDP is shown in the following tabulation:*

Annual rate of change
in real GDP (percentage)

Country 1997 1998
Indonesia 4.6 -13.7
Korea 55 -55
Maaysia 7.7 -6.8
Philippines 5.2 -0.5
Thailand -04 -8.0

! International Monetary Fund (IMF), World Economic Outlook, October 1998 (Washington, DC: IMF, Apr.
1999), pp. 10 and 17.
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Table 3-1
East/Southeast Asia: U.S. exports of domestic merchandise, imports for consumption, and merchandise
trade balance, 1997 and 1998*

Change, 1998 from 1997

Item 1997 1998 Absolute Percentage
U.S. exports of domestic merchandise: ~ ceeeeeeeeeeeeee Million dollars-----------------
Indonesia .. ........ ... 4,430 2,225 -2,205 -50
Korea . ... 24,287 15,979 -8,309 -34
Malaysia ........... ... .. . . . 10,331 8,526 -1,805 -18
Philippines . ....... ... ... . . 7,137 6,537 -600 -8
Thailand . . ... . 7,160 5,029 -2,131 -30
Total ... 53,345 38,296 -15,049 -28
U.S. imports for consumption:
Indonesia .. ........ ... 9,055 9,262 207 2
KOr@a . . vt et e 22,939 23,701 762 3
Malaysia ............. ... . . . 17,888 18,817 928 5
Philippines . ....... ... ... ... . 10,419 11,875 1,456 14
Thailand . . ... . 12,546 13,366 821 6
Total ... 72,847 77,021 4,174 6
U.S. merchandise trade balance:
Indonesia .. ........ ... -4,625 -7,037 -2,412 -52
KOrea . . o oo 1,348 -7,722 -9,071 @)
Malaysia ............. .. . . . . -7,558 -10,290 -2,733 -36
Philippines . ....... ... ... .. . -3,282 -5,337 -2,056 -63
Thailand . . ... . -5.386 -8.337 -2.952 -55
Total ... -19,502 -38,725 -19,223 -99

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

Note.--Calculations based on unrounded data.

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

U.S. imports

U.S. imports from East/Southeast Asia during 1997-98, increased by $4.2 billion (6 percent) to
$77.0 billion (table 3-1), led by imports of automatic data processing machines (computer hardware) which
rose by $2.4 billion (18 percent) to $15.4 billion (table 3-2). Malaysia and the Philippines accounted for
most of the increase in computer hardware imports, while those from Korea were down sharply (table 3-3).
More than one-third of the increase in U.S. imports of all merchandise from East/Southeast Asia was from
the Philippines, up by $1.5 billion (14 percent) to $11.9 billion (table 3-1). U.S. imports from Kores,
Malaysia, and Thailand each accounted for roughly one-fifth of the increase. Imports from Indonesia
increased by only $207 million (2 percent) to $9.3 hillion because, according to the Indonesian
Government, foreign buyers were concerned about disruptions to supplies following social disturbances and
political change.?

Table 3-2

2 IMF, Indonesia--Second Supplementary Memorandum of Economic and Financial Policies, June 24, 1998,
found at Internet address http://www.imf.org/external/np/10i/062498.htm, retrieved Apr. 29, 1999.
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Leading changes in U.S. imports from, and U.S. exports to, Indonesia, Korea, Malaysia, the Philippines, and

Thailand, 1997-98

Change, 1998 from 1997

Sector/commodity 1997 1998 Absolute Percentage
U.S. IMPORTS Million dollars
Increases:
Automatic data processing machines (ST018) ........ 12,971 15,369 2,398 18
Steel mill products, all grades (MM025) ............. 718 1,403 686 96
Shirts and blouses (CH064) . ..................... 2,222 2,475 252 11
Shellfish (AG009) . ... ..o 1,254 1,474 219 17
Decreases:
Electronic products:
Diodes, transistors, integrated circuits, and similar
semiconductor solid-state devices (ST016) . ........ 15,740 14,622 -1,118 -7
Tape recorders, tape players, VCRs, turntables,
and CD players (ST004) . . .......... ... ... 2,413 2,165 -248 -10
Footwear and footwear parts (CHO79) .............. 1,808 1,355 -453 -25
Natural rubber (CHO47) . ........ ... ... ... ... .... 1,155 914 -241 -21
Automobiles, trucks, buses, and bodies
and chassis of the foregoing (MT038) .............. 1,901 1,694 -207 -11
Allother ... . 32,666 35,552 2,885 9
TOTALUS.IMPORTS . ... ... e, 72,847 77,021 4,174 6
U.S. EXPORTS
Increases:
Diodes, transistors, integrated circuits, and similar
semiconductor solid-state devices (ST016) .......... 10,840 11,226 386 4
Arms and ammunition (MMO67) ................... 92 253 161 175
Decreases:
Aircraft, spacecraft, and related equipment (MT042) . . .. 5,326 3,979 -1,348 -25
Electronic products:
Automatic data processing machines (ST018) ....... 2,670 1,695 -974 -36
Radio transmission and reception apparatus (ST007) . . 906 306 -601 -66
Telephone and telegraph apparatus (ST002) ........ 966 395 -571 -59
Measuring, testing, controlling, and
analyzing instruments (ST030) .. ................ 1,358 859 -499 -37
Unrecorded magnetic tapes, discs,
and other media (STO05) ...................... 706 407 -299 -42
Machinery:
Semiconductor manufacturing equipment
and robotics (MT023) .. ......... ... ... ... 1,441 1,113 -328 -23
Miscellaneous machinery (MT045) . ............... 645 340 -305 -47
Other:
Miscellaneous organic chemicals (CH012) .......... 738 373 -364 -49
Iron and steel waste and scrap (MM023) ........... 562 223 -340 -60
Hides, skins, and leather (AG044) ................ 741 424 -317 -43
Oilseeds (AG032) . . . ..o e 932 615 -317 -34
Allother ... . 25,422 16,089 -9,332 -37
TOTALU.S.EXPORTS .. ... ... i 53,345 38,296 -15,049 -28

Note.--Calculations based on unrounded data.

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



Table 3-3

Countries accounting for most of the leading changes by value in sector/commodity groups for U.S.
imports from, and U.S. exports to, Indonesia, Korea, Malaysia, the Philippines, and Thailand, 1997-98

Sector/commodity

Country/countries accounting for most of change
during 1997-98

U.S. IMPORTS

Increases:
Automatic data processing machines (ST018)
Steel mill products, all grades (MMO025)
Shirts and blouses (CH064)

Decreases:
Electronic products:
Diodes, transistors, integrated circuits, and similar
semiconductor solid-state devices (ST016)
Tape recorders, tape players, VCRs, turntables,
and CD players (ST004)
Footwear and footwear parts (CH079)
Natural rubber (CH047)
Automobiles, trucks, buses, and bodies
and chassis of the foregoing (MT038)
U.S. EXPORTS
Increases:
Diodes, transistors, integrated circuits, and similar
semiconductor solid-state devices (ST016)
Arms and ammunition (MMO067)
Decreases:

Aircraft, spacecraft, and related equipment (MT042) . ...

Electronic products:
Automatic data processing machines (ST018)
Radio transmission and reception apparatus (ST007)

Telephone and telegraph apparatus (ST002) ........

Measuring, testing, controlling, and

analyzing instruments (ST030) . ... ..............

Unrecorded magnetic tapes, discs,

and other media (ST005)
Machinery:

Semiconductor manufacturing equipment

Shellfish (AGO09) . . ..o eeee oo

and robotics (MT023) . . .. ....... ... ... ... ...
Miscellaneous machinery (MT045) . ................
Other:
Miscellaneous organic chemicals (CH012)
Iron and steel waste and scrap (MM023) ............
Hides, skins, and leather (AG044) .................

Oilseeds (AG032)

Malaysia and the Philippines?!
Korea and Indonesia

Korea and the Philippines
Thailand

Malaysia and Korea?
Thailand and Malaysia
Indonesia

Indonesia

Korea

Korea and the Philippines
Korea

Korea and Thailand
Korea and Malaysia

Korea, the Philippines, and Indonesia
Indonesia and Korea

Korea

!Korea had a large decrease.
2The Philippines had a large increase.

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



Stedl mill products (mostly from Korea and Indonesia), shirts and blouses (Korea and the
Philippines), and shellfish (Thailand) were among other product groups that recorded large import
increases. Steel mill products increased at the fastest rate, up by $686 million (96 percent) to $1.4 billion.
In contrast, decreases in U.S. imports occurred in diodes, transistors, integrated circuits, and similar
semiconductor solid-state devices (semiconductors), mostly from Malaysia and Korea;® tape recorders, tape
players, video cassette recorders, turntables, and compact disc (CD) players (audio and video equipment)
from Thailand and Malaysia; footwear and footwear parts from Indonesia; natural rubber, also from
Indonesia; and automobiles, trucks, buses, and bodies and chassis of the foregoing (motor vehicles) from
Korea.

U.S. exports

The sharp drop in U.S. exports to East/Southeast Asia during 1997-98, down by $15.0 billion (28
percent) to $38.3 billion, accounted for most of the trade deficit increase with these countries (table 3-1).
Korea accounted for dightly more than one-half of the decreasein U.S. exports ($8.3 billion); the largest
percentage drop in U.S. exports (50 percent) was to Indonesia. Because the real GDP of the Philippines
decreased much less than the significant declines in the other four countries, the Philippines was the only
partner among these countries for which the increase in U.S. imports was greater than the declinein U.S.
exports.

Consistent with the dowdown in domestic demand and industrial production in East/Southeast
Asia, aircraft, spacecraft, and related equipment (aircraft), certain electronic products, and certain
machinery* were among the leading products of which U.S. exports decreased significantly in 1998 (table
3-2). Koreawas amost always the country accounting for most of the drop in U.S. exports of those
products that experienced the largest declines in exports to these countries (table 3-3). The only products
for which U.S. exports to these countries increased notably in 1998 were semiconductors (mostly to Korea
and the Philippines) and arms and ammunition (to Korea). U.S.-made semiconductors are used extensively
in the assembly of computers in Korea, while the assembly of semiconductors from U.S.-made partsisa
growing industry in the Philippines.

Agreementswith the International Monetary Fund

Indonesia, Korea, the Philippines, and Thailand entered into financia assistance agreements with
the International Monetary Fund (IMF) during 1998 and early 1999 that contained many economic reform
provisions affecting international trade. Specific provisions are listed for Indonesia (table 3-4), Korea
(table 3-5), the Philippines (table 3-6), and Thailand (table 3-7).

3 U.S. imports of semiconductors from the Philippines increased as a result of co-production operations between
the Philippines and the United States, whereby devices fabricated in the United States are shipped to the
Philippines for final assembly and testing and then returned to the U.S. market.

“ See chs. 11-13 for further assessments of the effects of the regional financia crisis on exports of these products
to East/Southeast Asia
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Rather than submit to IMF conditions in exchange for financial and other assistance, Malaysia
banned trading of Malaysian stocks outside the country on August 31, 1998; imposed currency and stock
market controls on September 1, 1998; and fixed the exchange rate at 3.80 ringgit to the U.S. dollar on
September 2, 1998.°

Carl F. Seastrum
(202) 205-3493
seastrum@usitc.gov

® These actions were implemented by a variety of measures, according to various sources. The Government of
Malaysia required parties seeking to convert the ringgit into foreign exchange to first gain approval from the
central bank. Local Malaysian banks were not allowed to provide ringgits to foreign banks. All ringgitsin
circulation outside Malaysia had to be repatriated by the end of the month, after which they would have no value
outside Malaysia. All Malaysian exports and imports had to be settled in foreign currencies. Limits were placed
on how much money Malaysians could take out of the country. Nonresidents could not cross Maaysia's border
with more than 1,000 ringgits. Foreigners who sold portfolio investment shares held less than a year would be
barred from exporting the proceeds for ayear. This ban was replaced by a graduated exit tax in February 1999 to
attract foreign investment. Malaysiatook these measures to insulate its economy from foreign currency and stock
speculators after the value of the ringgit had fallen almost 40 percent against the U.S. dollar since mid-1997. The
Government hoped it would be able to lower interest rates and take measures to stimulate the economy without
having to worry about keeping interest rates high to defend the value of the ringgit. Sandra Sugawara, “Malaysia
Movesto Shield Itself From Speculators,” Washington Post, Sept. 2, 1998, p. A28; “Malaysia Imposes Controls on
Trading in Its Currency,” New York Times, reporting Bloomberg News, Sept. 2, 1998, p. C2; Steve H. Hanke, “The
World Moves Backward,” Forbes, Oct. 5, 1998, p. 56; “Market Intervention: Fashionable,” Economist, Sept. 5,
1998, p. 67; and “Maaysia The Road Less Traveled (sic),” Economist, May 1, 1999, p. 73.
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Table 3-4
Economic reform provisions: Commitments made by Indonesia to the International Monetary Fund
(IMF), 1998-99

Tariff reductions:

.

.

Iltems with tariffs between 15 percent and 25 percent had a reduction of 5 percentage points in early 1998.
Tariffs on nonfood agricultural products, chemical products, steel, and metal products were reduced by 5
percentage points in early 1998.

Nonfood agricultural product tariffs are to be reduced by a maximum of 10 percentage points by 2003.
Tariffs on chemicals, steel, metal, and fishery products are to be reduced to between 5 percent and 10
percent by 2003.

Exchange-rate policy:

.

A commitment was made to a free, market-determined foreign-exchange system without surrender or
repatriation requirements or capital controls. The IMF is providing technical assistance to improve the
foreign exchange transactions monitoring system to improve transparency and to assess the short-term
exposure of the corporate and banking sectors.

Firms obtained exchange rate risk guarantees from the Indonesian Debt Restructuring Agency until June
1999.

Trade financing and export credit guarantees to revive the economy:

.

An agreement was reached with the Steering Committee of Indonesia’s foreign creditor banks in Frankfurt,
Germany, in June 1998 to help maintain credit to facilitate international trade.

The Japan Export-Import Bank and the World Bank assisted in alleviating problems with access to trade and
working capital financing faced by importers and exporters. The Bank of Indonesia established a temporary
export credit guarantee program in July 1998 because of the great difficulty exporters were having obtaining
letter of credit financing for both imports needed for production and for subsequent exports caused by the
banking crisis. The program was open to exporters holding export letters of credit and was financed out of
the Government budget, with the outstanding guarantees not to exceed $500 million.

Foreign-investment liberalization:

A list published on July 2, 1998, reduced the number of activities closed to foreign investors.

Restrictions on foreign direct investment (FDI) in retail trade were eliminated in early 1998.

Restrictions on FDI in wholesale trade were to be lifted.

New environmental guidelines clarified foreign and domestic investment in palm oil plantations.
Streamlined legal and administrative procedures and approval requirements for FDI were being developed.

Privatization of public enterprises:

.

.

.

A Masterplan was published in Nov. 1998 to divest nearly 150 state enterprises (once totaling 164).

Firms scheduled for privatization are to be subjected to international accounting standards prior to sale.

A commitment was made to follow international standards in contract design and bidding procedures and to
maintain complete transparency during the privatization process.

Indonesia allowed majority foreign equity ownership except where strategic or national security interests are
involved. “Strategic foreign investors” may gain management control even where foreign ownership is
limited to 49 percent.

Shares were sold in two state companies in 1998, a cement producer and a food processing firm.

At least two additional state enterprises were to be divested by Mar. 31, 1999.

Plans have been made to sell majority shares in a Jakarta container terminal concession company; minority
shares in the Jakarta airport concession company and the largest palm plantation company; and further
shares in mining and domestic and international telecommunication companies.

Privatization during 1999-2001 would focus on companies in the hotel, trading, construction, mining, civil
engineering, and fertilizer sectors.

Bank of Indonesia credits were being reduced and phased out to public-sector agencies and enterprises.
These firms will undergo restructuring prior to sale, including phased elimination of preferential access to all
bank credit.

The national airline will be restructured for later privatization.

The President signed a new forestry regulation on Jan. 27, 1999, reforming the auction of forestry
concessions and transfer of concessions by sale.

Table 3-4--Continued.
Economic reform provisions: Commitments made by Indonesia to the International Monetary Fund
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(IMF), 1998-99

Elimination of subsidies:

¢ Import subsidies on sugar, wheat, wheat floor, corn, soybeans, soybean meal, and fish meal were ended.
* Fertilizer and aviation fuel subsidies were eliminated.

¢ Elimination of untargeted subsidies received high priority in the 1999-2000 budget.

Price policies:

¢ Atemporary ban was imposed, effective from July 26, 1998, on exports of rice, wheat, wheat flour,
soybeans, sugar, kerosene, and fish meal, all subsidized commaodities for which international prices were
much higher than domestic prices. The ban was to be replaced by export taxes, which were to be phased
down as price differentials between domestic and world prices were reduced.

¢ Along-term commitment was made to minimize the differentials between certain administered prices and
world market prices, including food, fuel, and electricity, by establishing a regular-adjustment mechanism.

¢ Excise taxes on alcohol and tobacco were raised, and a second increase to reflect exchange rate and price
developments was under review.

« A forest resource rent tax was introduced in 1998 to ensure efficient use.

¢ Additional resource rent taxes were to be phased in and reviewed and adjusted regularly to reflect world
prices on logs, sawn timber, rattan, and minerals to promote more efficient economic use.

Export and rent taxes:
¢ Export taxes imposed by provincial and local governments were prohibited in early 1998.
¢ Export taxes on logs, sawn timber, rattan, and minerals were to be reduced in 4 steps to a maximum of
10 percent by Dec. 31, 2000.
¢ Export taxes on logs and sawn timber were reduced to 20 percent.
¢« A commitment was made to remove the ban on palm oil exports and to replace it with an export tax of
40 percent (raised to a maximum of 60 percent in July 1998) to be reviewed regularly for possible reduction
to 10 percent by mid-Dec. 1999.
¢ Palm oil export taxes between 35 percent and 60 percent decreased to between 15 percent and 40 percent.
¢ Other remaining export taxes and levies were to be replaced by rent taxes, as appropriate.

All other nontariff barriers to trade:

¢« A commitment was made to eliminate all other export restrictions.

¢ The IMF is providing technical assistance to improve import processing procedures.

¢ Action was taken to eliminate the state monopoly and allow free competition in (1) importation of wheat,
wheat flour, soybeans, and garlic; (2) sale or distribution of flour; and (3) importation and marketing of
sugar.

¢ Cigarette manufacturers may now purchase supplies from any source.

¢ The import target for rice during fiscal year 1998-99 increased from 2.85 million tons to 3.1 million tons.

¢ Other rice policy initiatives included eliminating the exchange rate subsidy on imports, implementing a public
procurement floor price aimed at making domestic prices equal world prices, allowing unhindered, private-
sector imports, introducing a subsidized rice scheme to support 7.5 million very poor families, expanding the
general subsidized rice scheme, and increasing monthly allocations to 20 kilograms per family.

¢ Local content regulations on dairy products were abolished in early 1998.

¢ Import restrictions on all new and used ships were abolished in early 1998.

¢ The power sector will be restructured to improve efficiency, and a legal and regulatory framework will be
established to create a competitive electricity market.

¢ Parliament passed a law prohibiting monopoly practices and unhealthy competition, including price fixing
cartels and agreements among companies to divide product ranges and marketing territories.

¢« A commitment has been made to phase out remaining quantitative import restrictions and nontariff barriers.

Source: Indonesian letters of intent and memoranda of economic and financial policies to the IMF, dated
Apr. 10, 1998, June 24, 1998, July 29, 1998, Sept. 11, 1998, Oct. 19, 1998, Nov. 13, 1998, and Mar. 16, 1999,
found at Internet address http://www.imf.org/external/np/loi/mempub.htm, retrieved Apr. 20, 1999.

3-8




Table 3-5
Economic reform provisions: Commitments made by Korea to the International Monetary Fund (IMF),
1998-99

Exchange-rate policy:

¢ The Bank of Korea (BOK) sought foreign-market currency stability and intervened for fluctuation smoothing.

¢ Strengthened compliance with existing guidelines required commercial banks to limit foreign-exchange
maturity mismatches. Banks had to have certain percentages of similar maturity assets to cover short- and
long-term foreign borrowing. Similar guidelines were phased in for merchant banks.

¢ The Government took steps to require commercial and merchant banks to publicly disclose foreign-currency
liquidity and to introduce internal monitoring systems. It also required these banks to limit their repayment
exposure when borrowing foreign exchange and would closely monitored it.

¢ Alaw was enacted in Sept. 1998 to accelerate liberalization of foreign-exchange transactions.

Trade financing to revive the economy:

¢ The Government of Korea, with $1.0 billion from the World Bank, was to provide up to $3.3 billion of trade
financing on commercial terms for one year to viable small- and medium-sized enterprises (SMEs) and to
larger enterprises not affiliated with the top five chaebols, during a credit crunch, including that needed for
the purchase of import inputs for exported articles.

* Repayment by SMEs was deferred for one year on $1.0 billion of commercial bank’s long-term foreign
currency loans financed by the BOK.

Foreign-investment liberalization:

¢ Corporate restructuring policies, including those for the top-five chaebols, were worked out in consultation
with the World Bank and supported by a Bank loan, aimed at encouraging foreign direct investment.

¢ The aggregate ceiling on foreign investment in Korean equities was to be eliminated.

¢ Foreign equity investment in firms not listed on the stock exchange was to be allowed.

« Allowable foreign equity ownership of Korean telephone service providers was to be increased from 33
percent to 49 percent; of publishing of newspapers up to 33 percent; and of periodicals up to 50 percent.

¢ Legislation was to be submitted to abolish restrictions on foreign ownership of land and real estate.

¢ Legislation was to be submitted to liberalize the rules on foreign takeovers of nonstrategic corporations.

Privatization of public enterprises:

¢ The Government announced the privatization by the end of 1998, or soon thereafter, of 5 state-owned
enterprises and their 21 subsidiaries, and gradual privatization of 10 other state-owned enterprises by 2003.
Namhae Chemical Corp. (the largest fertilizer producer in Korea), National Textbook Co., and Korea
Technology Banking Corp., had been sold by Mar. 1999.

Nontariff barriers to trade:

¢ Foreign banks and brokerage houses were allowed to establish subsidiaries on Mar. 31, 1998.

¢ The August Supplementary Budget reduced by 30 percent the special consumption tax rates on consumer
durables and automobiles, effective July 10, 1998, and it increased excise taxes on gasoline and diesel fuel.

¢ The Import Diversification Program was to be phased out by June 1999.

¢ Foreigners were to be permitted to engage in deep-sea foreign freight transport, securities dealings,
insurance, leasing, and other property-related businesses.

Source: Korean letters of intent and memoranda of economic and financial policies to the IMF, dated
May 2, 1998, July 24, 1998, Nov. 13, 1998, and Mar. 10, 1999, found at Internet address
http://www.imf.org/external/np/loi/mempub.htm, retrieved Apr. 20, 1999.
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Table 3-6
Economic reform provisions: Commitments made by the Philippines to the International Monetary Fund
(IMF), 1998-99

Tariff policy:

¢ The average nominal tariff rate was lowered to 10.7 percent in 1998, and was to be lowered to 9.5 percent in
1999 and 9.1 percent in 2000.

¢ The maximum tariff rate, which applies to some agricultural products, was to be reduced from 80 percent in
1998 to 65 percent in 1999.

¢ Certain tariff exemptions were adopted for agricultural and fisheries enterprises.

¢ Duty-free shopping facilities were sharply curtailed to reduce tax losses and improve customs
administration.

¢ Legislation had been submitted, as of Jan. 20, 1999, to tighten new granting of duty-free importation of
capital goods for nonexport industries.

e Tariff protection on corn may gradually be reduced.

¢ The Government plans to review the administration of Customs to increase tax revenues.

Exchange-rate policy:

¢ The Government pledged to continue floating exchange rates introduced during the 1997 financial crisis.
Intervention in foreign exchange markets will be limited to what is necessary to meet IMF targets for net
international foreign exchange reserves, to minor “smoothing” operations, and to maintain orderly markets
during volatile periods. The volatility band established by the Bankers’ Association of the Philippines was to
be eliminated by the end of 1998.

¢ Steps were planned with assistance from the World Bank to limit the future buildup by corporations of
excessive short-term debt and foreign currency exposure.

Foreign-investment liberalization:

¢ Efforts were being made to simplify and liberalize foreign investment registration requirements.

¢ Legislation was being considered to allow 100-percent foreign ownership of banks in financial difficulties, but
those banks would be required to increase Philippine ownership participation to 30 percent over 10 years.

¢ Legislation was being drafted to liberalize foreign direct investment (FDI) in the retail sector.

¢ Allowable foreign equity participation in investment houses was increased from 49 percent to 60 percent.

Privatization of public enterprises:
¢ The Government committed itself to further privatization of government-owned enterprises.

Nontariff barriers to trade:

¢ The oil sector was deregulated during 1998, with prices allowed to find market rates. The price increases for
such socially sensitive products as liquefied petroleum gas, kerosene, and regular gasoline were phased in
by means of Government subsidies.

¢ The Government tightened the tax-exemption approval process of on imports of capital equipment, including
consigned equipment.

¢ ltincreased the transparency of quota allocations under Minimum Access Volume arrangements.

¢ The Government made a commitment to the WTO to review by 2004 the restriction on rice imports.
Because of a food safety-net program for the poor, private-sector imports of rice were to be allowed in 1999.

¢ The Government plans to convert the quantitative restriction on rice imports to an over-quota tariff rate.

¢ The excise tax on passenger motor vehicles was broadened.

Source: Philippine letters of intent and memoranda of economic and financial policies to the IMF, dated
Mar. 11, 1998, and Jan. 20, 1999, found at Internet address http://www.imf.org/external/np/loi/mempub.htm,
retrieved Apr. 20, 1999.
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Table 3-7
Economic reform provisions: Commitments made by Thailand to the International Monetary Fund (IMF),
1998-99

Exchange-rate policy:

¢ The two-tier foreign exchange market was effectively abolished, with clear priority given to quickly stabilizing
the exchange rate and maintaining stability, particularly in monetary policy.

¢ Capital controls on foreign exchange were abolished in Feb. 1998.

Refinancing, incentives, and/or tax policies to exporters, small businesses, and agricultural producers

to revive the economy:

¢ Owing to lack of credit availability, steps were taken to ensure adequate availability for the priority nonbank
corporate sector, especially the export sector, and for the purchase of imported inputs needed to produce
export articles. Trade financing of $1.6 billion was to be provided by the Japan Export-Import Bank and
Asian Development Bank. The Bank of Thailand provided increased refinancing (up to 60 percent) of
commercial bank loans to exporters at “concessional” interest rates.

¢ To enable four “specialized” banks to lend at market rates to exporters and other borrowers, they were to be
recapitalized with proceeds from an international-market sovereign-bond issue.

¢ Some subsidized credit to agricultural producers and small businesses was prolonged using existing
facilities.

¢« Among other measures taken to revive the economy, the Government expedited tax refunds due to exporters
and corporations and temporarily postponed the payment of corporate income taxes.

Foreign-investment liberalization:

¢ The Government of Thailand prepared to amend the Alien Business Law to make it a “new and more liberal
Foreign Investment Law” to attract foreign investment and international expertise. The principle of freedom
of business activities by foreigners would be established except in cases restricted under two existing lists.

¢ The Condominiums Act was amended to liberalize foreign ownership of property. Similar liberalization of the
Land Code was pending in Parliament. Of particular importance to business and commercial activity,
selected real estate property would be leasable for 50 years under a new Lease Act rather than the current
30 years, and would be renewable for another 50 years.

¢ Such sectors as brokerage services, wholesale and retail trade, construction, nonsilk textile, garment,
footwear, hotel, beverage production, and auction business would be subject to further liberalization.

¢ Initiatives were taken to attract foreign capital to the financial and nonfinancial sectors. Foreign investment
in recapitalization of banks was reportedly “welcome without restrictions.”

Privatization of public enterprises:

¢ Restructured state banks would eventually be privatized. Radhanasin Bank was to be sold in May 1999.

¢ The Government approved a Master Plan for State Enterprise Reform in Sept. 1998 and adopted targets for
privatization of public enterprises. Steps were taken to begin to establish a legal (a new Corporatization Law
was pending in Apr. 1999) and regulatory framework to implement the plan. In the near-term, top-priority
sectors included transportation (privatization of Thai Airways International was planned for mid-1999),
energy (including oil), water utilities, and telecommunications. The railways and ports would be medium-
term targets because of expected efficiency gains.

¢ Utilities were to be privatized to generate funds to assist distressed workers and to reduce the public debt.

¢ The Cabinet passed a resolution to sell or liquidate the Textile Organization, Battery Organization, Preserved
Food Organization, and Cold Storage Organization.

¢ A study is underway to outline strategic options for the Tobacco Monopoly.

¢ The Government began a study of the water sector to prepare for increased private sector participation.

Source: Thai letters of intent and memoranda of economic and financial policies to the IMF, dated Feb. 24, 998,
May 26, 1998, Aug. 25, 1998, Dec. 1, 1998, and Mar. 23, 1999, found at Internet address
http://www.imf.org/external/np/loi/mempub.htm, retrieved Apr. 20, 1999.
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Russia

In 1997, Russia, the largest single economy within the Commonwealth of Independent States
(CI1S),® experienced economic growth for the first timein 8 years. However, this economic growth started
to deteriorate in early 1998, as the Asian financial crisis and lower world energy prices precipitated a
financial crisisin Russia. In response, the Russian Government devalued the ruble and imposed a
moratorium on private-sector foreign currency obligationsin 1998. The financia crisis contributed to
economic difficultiesin Russia and the entire CIS, particularly in those countries with the most extensive
financial and trading ties with Russia

The CISregion is arelatively small trading partner for the United States, accounting for less than 1
percent of both U.S. imports and exportsin 1998. However, the United States is an important and growing
market for CIS products. U.S. imports from the region increased $1.7 billion (34 percent) to $6.7 billion
during 1997-98, mostly as aresult of increased imports from Russia reflecting Russid s need for hard
currency and strong demand for more competitively priced inputs by U.S. consuming industries (table 3-8).
Further, Russiais an important U.S. and world supplier of certain products such as platinum-group metals,
for which there are few other suppliers.” Minera and metal commodities (stedl, platinum, aluminum,
titanium, nickel, and diamonds) accounted for 62 percent of U.S. imports from Russiain 1998, and
platinum specifically accounted for over 42 percent of the increase in imports during 1997-98 (table 3-9).2

Table 3-8

% CIS members include Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgystan, Moldova, Russia,
Tajikistan, Turkmenistan, Ukraine, and Uzbekistan. The goals of this loose confederation are mutual efforts
toward political stability aswell as the promotion of social and economic development for the region as awhole.

" Uncertainty about Russian supply of palladium caused the world price of this meta to increase from $198 per
troy ounce to $417 per troy ounce during 1998. The price subsequently fell to under $300 per troy ounce after
Russian shipments resumed. See, U.S. Department of the Interior, U.S. Geological Survey, “Platinum-Group
Metals,” Mineral Commodity Summaries 1999, found at Internet address
http://mineral s.usgs.gov/mineral s/pubs/commodity/platinum, retrieved June 17, 1999, p. 2.

8 Steel products, a major export revenue earner for Russia, face quantitative U.S. restrictions due to steel plate
suspension agreements between the U.S. Department of Commerce (USDOC) and Russia and Ukraine.

See, USDOC, Fact Sheet: Seel Plate Suspension Agreements found at Internet address
http://www.ita.doc.gov/media/_steelf.htm, retrieved May 6, 1999. On February 22, 1999, the U.S. Department of
Commerce and Ministry of Trade of the Russian Federation initialed two other suspension agreements concerning
the export of steel products into the United States from Russia. See USDOC, Fact Sheet: Agreement Suspending
the Antidumping Investigation on Imports of Hot-Rolled Steel Products from the Russian Federation found at
Internet address http://www.ita.doc.gov/media/agrus222.htm, retrieved May 6, 1999; and USDOC, Fact Sheet:
Comprehensive Agreement on Steel Imports from the Russian Federation found at Internet address
http://www.ita.doc.gov/media/cmrus222.htm, retrieved May 6, 1999.
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Commonwealth of Independent States: U.S. exports of domestic merchandise, imports for consumption,
and merchandise trade balance, 1997 and 1998*

Change, 1998 from 1997

Item 1997 1998 Absolute  Percentage

Million dollars

U.S. exports of domestic merchandise:

AMMENIA . . . 62 51 -11 -17.1
Azerbaijan . ... ... 62 122 60 97.6
Belarus . . ... ... 39 29 -10 -26.0
GEOIGIA .« vttt 139 135 -4 -2.7
Kazakhstan ......... ... . ... . . . . 256 101 -155 -60.5
Kyrgystan . ...... ... 28 21 -8 -27.5
oldova . ...... . ... 20 20 1 4.0
RUSSIA . .t 3,205 3,543 338 10.5
Tajikistan . ... ... .. 19 12 -6 -34.7
Turkmenistan . .......... . . 118 28 -90 -76.3
UKFaiNg . ...t e 397 360 -37 -9.3
Uzbekistan . ...... ... ... . . 234 147 -87 -37.1
Total ... 4,578 4,569 -9 -0.2
U.S. imports for consumption:
ArMENIA . . . e 6 17 11 182.0
Azerbaijan . ... ... 6 5 -1 -13.1
Belarus . . . ... 66 105 39 59.5
GEOIGIA . . v v 9 14 5 50.1
Kazakhstan ......... ... .. ... . . . . . 116 168 52 44.8
'\K/?/rg SEAN . .. 2 Q -2 -88.4
OldoVA . .. 51 1 60 116.9
RUSSIA . .t 4,291 5,675 1,385 32.3
Tajikistan . ... .. 9 33 24 281.7
Turkmenistan . .......... . . . 2 3 1 30.1
UKraiNg . ...t e 413 529 116 28.1
Uzbekistan . ......... ... . 39 33 -6 -16.3
Total .. 5,010 6,693 1,683 33.6
U.S. merchandise trade balance:
AMMENIA . . . 56 35 -21 -38.0
Azerbaijan .. ... ... 56 117 61 108.8
Belarus . . ... ... -27 -76 -49 -184.9
GEOIGIA . . v v 129 121 -8 -6.5
Kazakhstan .................. ... i . 140 -67 -207 (2
'\K/?/rg StAN . . 26 20 -6 -21.
oldova . ...... .. ... -32 -91 -59 -187.0
RUSSIA . . . -1,086 -2,133 -1,047 -96.4
Tajikistan .. ... 10 -20 -31 (33
Turkmenistan . .......... . . . 116 25 -90 -78.
UKraing . ...t -16 -169 -153 -960.4
Uzbekistan . ......... ... ., 194 114 -80 -41.3
Total .. -432 -2,124 -1,691 -391.2

Import values are based on Customs value; export values are based on f.a.s. value, U.S. port of export.
2Less than $500,000.
3Not 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 3-9
Leading U.S. imports from, and U.S. exports to, Russia, 1997-98

Change, 1998 from 1997

Sector/commodity 1997 1998 Absolute  Percentage
U.S. IMPORTS —— Million dollars —
Iron and steel (HTS 7201, 7207, 7208, and 7209) ....... 876 1,233 357 41
Platinum (HTS 7110) . .. ..o e e 486 1,079 593 122
Aluminum (HTS 7601) ... ... 675 903 228 34
Radioactive chemical mixtures (HTS 2844) ............ 150 441 290 193
Fish, fresh and processed (HTS 0306 and 0304) ........ 199 224 25 13
Petroleum and bituminous mineral oils (HTS 2710) ...... 80 182 102 127
Titanium and titanium articles (HTS 8108) ............. 166 121 -46 -28
Nickel, unwrought (HTS 7502) ...................... 178 115 -63 -35
Plywood and laminated wood (HTS 4412) ............. 42 61 18 43
Diamonds, whether or not worked (HTS 7102) .......... 45 60 15 34
Alcohol beverages (HTS2208) . .. ........ccoiuunnn. 58 55 -2 -4
All other ... .. 1,334 1,202 -133 -10
TOTALU.S.IMPORTS ... ... . . i 4,291 5,675 1,385 32
U.S. EXPORTS
Aircraft, spacecraft, and spacecraft launch
vehicles (HTS8802) ..............iiiiiiian. . 7 1,036 1,029 A
Meats, other than fish (HTS 0203, 0206, 0207,
1601, and 1602) . ... ... 981 696 -285 -29
Earthmoving equipment and associated parts
(HTS 8431 and 8429) ....... ... ..o 180 183 3 2
Cigars and similar tobacco products (HTS 2402) ........ 233 163 -70 -30
Passenger and freight vehicles (HTS 8703 and 8704) . ... 87 62 -24 -28
Computers and related peripherals (HTS 8471) ......... 79 53 -25 -32
Medical instruments and appliances (HTS 9018) ........ 60 47 -12 -21
Wired telecommunications equipment (HTS 8517) ....... 50 45 -5 -11
Medicines (HTS 3004) . ..., 8 38 30 371
Artificial corundum (HTS 2818) ..................... 21 34 13 61
Farm equipment and machinery (HTS 8433) ........... 4 33 29 792
Vegetables, processed (HTS2005) .................. 6 30 24 399
Office paper products (HTS4907) ................... Q) 27 26 A
Petroleum and bituminous mineral oils (HTS 2710) ...... 28 27 -1 -4
All other ... .. 1,460 1,067 -393 -27
TOTALU.S.EXPORTS .. ... .. i 3,205 3,543 338 11

! Percentage change more than 1,000 points.
2 Less than $500,000.

Note.--Calculations based on unrounded data.

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

Depressed CIS demand contributed to a decrease in U.S. exports to the region. These exports
dropped by about $9 million (less than 1 percent) to $4.6 billion during 1997-98. Exportsto Russia
actually increased by $338 million (11 percent) to $3.5 billion; however, these exports would aso have
declined were it not for an anomalous $1 billion shipment of aircraft, spacecraft, and spacecraft launch
vehiclesin 1998 (table 3-9). Although reflecting mostly export downturnsin 1998, the traditional leading
U.S. products shipped to Russia remained meat (other than fish), earthmoving equipment, and cigars and
similar tobacco products which together accounted for $1.0 billion (29 percent) of U.S. exportsto Russia
in 1998, a decrease from $1.4 billion (43 percent) the previous year.
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Thefinancial crissand response

Russia has struggled with its transition from a centrally planned to a market-based economy during
the 1990s. This conversion included the transfer of large state-owned enterprises to the private sector.
However, signs of success had begun to appear in recent years. By 1997, Russia s private sector generated
about 70 percent of the country’s GDP,® the ruble was convertible, and its exchange value was relatively
stable. The annual rate of inflation had been significantly reduced, from 48 percent in 1996 to 15 percent
in 1997, and the economy grew for the first time by an estimated 0.9 percent after 8 years of decreasing
GDP (table 3-10).

Table 3-10
Real GDP and consumer prices for CIS countries, 1996-98
(Annual percentage change)

Real GDP Consumer Prices
CIS Countries 1996 1997 1998 1996 1997 1998
Armenia 5.8 3.1 5.5 19 14 10
Azerbaijan 1.3 5.8 7.0 20 4 5
Belarus 2.8 10.4 7.0 53 64 53
Georgia 10.5 11.0 10.0 39 7 6
Kazakhstan 0.5 2.0 15 39 17 10
Kyrgyz Republic 7.1 6.5 6.0 30 26 12
Moldova -7.8 1.3 3.0 24 12 8
Russia -5.0 0.9 -6.0 48 15 48
Tajikistan -4.4 1.7 3.4 418 88 64
Turkmenistan -7.7 -25.9 20.0 992 84 18
Ukraine -10.0 -3.2 -0.1 80 16 14
Uzbekistan 1.6 2.4 2.0 64 o10] 40

Source: International Monetary Fund (IMF), World Economic Outlook, October 1998 (Washington, DC: IMF, Apr.
1999), p. 32.

However, Russia s exports fell both in quantity and in value principally for two reasons. (1)
economic and financial difficultiesin Asia, a primary destination; and (2) the decline in world energy
prices, which affected a key source of export earnings (oil and gas together accounted for nearly half of
Russia' s export revenue in 1997).° Russia's fragile economic stabilization program began to fail.
Russia’'s export earnings declined by 26 percent for the first 9 months of 1998 compared with the same
period of 1997." Such developments raised concerns anew about Russia's ability to serviceits
international and domestic debt requirements, particularly short term debt.> The Russian Central Bank

9 U.S. Department of State, “Russia,” 1998 Country Reports on Economic Policy and Trade Practices, found at
Internet address http://www.state.gov/www/issues/ed...ade_reports/europed8/russiad8.html, retrieved May 28,
1999, p. 3.

10U.S. Department of State, “Russia,” Country Commercial Guides: FY 1999, July 1998 found at Internet
address http://www.state.gov/about_sta...m_guides/1999/europe/russiad9.html, retrieved April 6, 1999, p. 1.

' U.S. Department of State telegram No. 026123, “Russia Discusses Trade Policy at OECD,” prepared by U.S.
Embassy, Paris, Dec. 1, 1998.

2 IMF, World Economic Outlook, October 1998, p. 54.
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intervened to support the ruble and raised interest rates,™ but these measures did not halt capital flight or
aleviate concerns of foreign investors. The ruble became increasingly less convertible. Grossforeign
currency reserves fell from $24.9 billion in June 1997 to $14.6 hillion in May 1998 and the ruble was
devalued from 6.1 rubles per dollar®® to 20 rubles per dollar over the year.’®

Domestic political uncertainties and lack of consensus over the structural reforms needed to create
an effective market economy contributed to economic problems.*” Discussion regarding reforms included
such topics as better laws regarding competition and bankruptcy, protection of shareholder rights, and
additional privatization of state-controlled industries, but were inconclusive. In June 1998, a newly
appointed government announced an ambitious reform package, but the Duma (the lower house of the
Russian legidature) rejected certain key measures. In an effort to hold public confidence, the government
announced a series of emergency measures on August 17, 1998, including devaluation of the foreign
exchange rate, a 90-day moratorium on many private-sector foreign currency obligations, changes to the
banking sector, strengthening controls on capital flows, and other measures.*®* Other negative effects of the
financial crisis reportedly included reduced domestic purchasing power, reduced availability of trade
finance, and payment/clearance problems, which together made it more difficult to import crucial
subsistence items.™

By the end of 1998, further measures were taken by the Russian Government to address the
country’ s economic problems. Many of these measures created or maintained import barriers, but were
implemented to raise revenue for the Government and correct balance of payments problems:?

» Raised tariffs and imposed excise taxes and value-added taxes on imports. However, certain
measures were rescinded for food products when shortages occurred.

»  Imposed licensing fees and tightened distribution of alcoholic beverages.

* Maintained protectionist measures to support domestic automobile and aircraft manufacturing
industries.”®

3 Interest rates rose from the benchmark rate of 28 percent in December 1997 to 150 percent in May 1998.
See, U.S. Department of State, “Russia,” 1998 Country Reports on Economic Policy and Trade Practices, p. 2.

¥ hid.

5 Exchange rate of 6.1 rubles per dollar is an average for the first half of 1998. See IMF, World Economic
Outlook, October 1998, p. 54.

16 U.S. Department of State, “Russia,” 1998 Country Reports on Economic Policy and Trade Practices, p. 2.

¥ United Nations, “Economic Survey of Europe, 1998,” vol. 2, prepared by the Secretariat of the Economic
Commission for Europe, Geneva, July 1998, p. 23.

8 IMF, World Economic Outlook, October 1998, p. 53.

¥ U.S. Department of State, “Russia,” 1998 Country Reports on Economic Policy and Trade Practices, p. 4.

2 [bid.

2 Office of the U.S. Trade Representative (USTR), “Russia,” 1999 National Trade Estimate Report on Foreign
Trade Barriers, p. 365.

2 |bid., p. 366.

3 Effective January 14, 1998, the Russian Government passed the “ Russian Federal Law on State Regulation of
the Development of Aviation.” However, U.S. industry sources believe that this law will have a negative affect by
stifling much needed foreign capital and expertise because it sets a 25-percent cap on the share of foreign capital in
aviation enterprises and requires that board members and senior management staff be Russian citizens. Ibid.
Because the law does not apply to investment arrangements finalized before Jan. 14, 1998, two important U.S.
investment projectsin Russia s aircraft industry are not affected: Pratt & Whitney’ s investment in Perm Motors,

(continued...)
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»  Adopted an import licensing regime* and enacted new codes for antidumping (AD) and
countervailing duty (CVD) orders to conform with WTO standards.®

The effect of Russia’ sfinancial crisison other CIS markets

The effects of Russia sfinancial crisis have been felt most strongly in Ukraine (the second-largest
economy in the CIS), which has close financial and trade tieswith Russa. The IMF projected adeclinein
real GDP by 0.1 percent for Ukraine for 1998, as well as a 14-percent increase in consumer prices for that
year (table 3-10). Ukraine had similar structural and fiscal problems as Russia, including poor revenue
collection, inadequate controls on government expenditures, and delayed implementation of structural
reforms. These problems have not engendered investor confidence. In May 1998, increases of Russia’'s
officia interest rates led to higher ratesin Ukraine. However, Ukraine' s foreign exchange rate weakened
despite increased interest rates and significant levels of government intervention in the foreign-exchange
market. In September, the Government of Ukraine announced, as a part of an agreement with the IMF, a
policy package that included a devaluation of the foreign exchange rate, implementation of tighter fiscal
policies, and an arrangement to swap part of its short-term domestic debt for longer maturities. However,
according to the IMF, Ukrainian short-term debt and equity market conditions remained unsettled as the
currency experienced further downward pressure and investors waited for assurances that the September 4
policy initiatives would be fully implemented.?®

CIS countries that have had stronger trade ties and financial markets more integrated with Russia
experienced downward pressures on their exchange rates, upward pressure on domestic interest rates, and a
decrease in exportsto Russia as aresult of the latter’ s financial crisis. For example, Moldova, a mgjor
producer of agricultural products, traditionally shipped one-half of its exports to Russia®’ By September
1998, Moldova s exports dropped by 50 percent, as compared with July of that year.® Consequently,
Moldova's agricultural industry has not been able to meet salary payments for several months.*® The more
significant and immediate fallout from Russia s financial crisis are social problems, such as unemployment,
salary and pension arrears, shortages of energy supplies, and reduced access to medical and other socid
services. Other CIS countries identified by the European Union Commission as being serioudy affected by
Russia sfinancial crisis are Armenia, Belarus, Georgia, Kyrgyzstan, Tgjikistan, and Ukraine. These social
problems are considered likely to worsen aready widespread poverty levels and could lead to political
instability in these countries.®

3 (...continued)
and General Electric’sinvestment in Rybinsk Motors. See USITC, The Changing Sructure of the Global Large
Civil Aircraft Industry and Market: Implications for the Competitiveness of the U.S Industry, USITC publication
3143, Nov. 1998, p. 4-10.

2 USTR, “Russia,” p. 366.

% U.S. Department of State, “ Russia,” 1998 Country Reports on Economic Policy and Trade Practices, p. 5.

% IMF, World Economic Outlook, October 1998, pp. 56-57.

2 U.S. Department of State telegram No. 000448, “EU Aid for NIS Affected by Russian Crisis,” prepared by
USEU Brussels, Jan. 22, 1999.

% U.S. Department of State telegram No 003045, “Moldovan Economic Trends, October 1998, prepared by
U.S. Embassy, Chistinau, Dec. 8, 1998.

2 U.S. Department of State, “EU Aid for NIS Affected by Russian Crisis.”

% [bid.
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Outlook

Most of the structural problems in the CIS economies remain in 1999, indicating an ongoing need
for the governments of these countries to develop and implement the necessary economic and structural
reforms.® Immediate measures for consideration include tax reform with improved collection systems,
bank restructuring that incorporates transparency for outside scrutiny, improved protection of shareholder
rights, and a case-by-case industry privatization program.® Through economic and financial stabilization,
the CIS countries can rebuild investment and economic confidence that would bring a greater willingness to
conduct business with and in these countries.

However, such reform prospects are not considered to be promising in the near term,® particularly
for Russia and for those countries that have close financial ties with Russia. In April 1999, the IMF
reportedly agreed in principle to lend Russia another $4.5 billion; however no funds have been transferred
asyet.* To date, Russiais estimated to owe $100 billion of debt from the Soviet era and another $50
billion (including $19 billion to the IMF) of new debt; depreciation of the ruble makes repayment even
more difficult.®* Any real economic effect of additional IMF loans in the near term is under question by
some sources familiar with the internal workings of the Russian Government. They report that little
progress is likely to be made toward hard economic decisions before parliamentary elections this December
and presidential elections in the summer of 2000.%

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

% U.S. Department of State, “ Russia,” 1998 Country Reports on Economic Policy and Trade Practices, p. 3.

# Ibid.

% Ibid.

% “Global Finance - Tensions Under the Table,” Economist, May 1, 1999, p. 72.

% Andrew Balls, “Survey - Russia: Reforms on Hold Until After the Election: THE ECONOMY,” Financial
Times, Apr. 30, 1999, found at Internet address http://www.globalarchive.ft.com/search/FTJSPController.htm,
retrieved May 5, 1999.

% [bid.

3-18



Brazil

Brazilian officials began 1998 cautioudy optimistic that the economy would be able to withstand
the spread of the so-called “Asian flu” (and later the Russian financia crisis). Several shiftsin domestic
policy were implemented throughout 1998, in reaction to both long-term domestic issues and to current
international financial pressures. Such shifts reverberated throughout the Mercosur economies, as the
economic situation in Brazil had an impact on the economic conditions of the other member states, with
subsequent effects on U.S. trade flows with each member of Mercosur. By the end of the year, the
weaknesses of the Brazilian economy became apparent and the Government was finally forced to devalue
Brazil’s currency, the real, in January 1999.

Mercosur is a customs union whose founding members are Argentina, Brazil, Paraguay, and
Uruguay. Chile and Bolivia are associate members.®” The charter members of Mercosur took various
steps to emulate the Chilean economic reforms, which included unilateral tariff reductions, privatization of
publicly owned industries and services, and openness to foreign investment. Mercosur’ s implementation of
aregiona customs union on January 1, 1995, provided alarge market for its members, thereby providing
an incentive for regional development and allowing firms in the region to realize economies of scale. Inthe
past several years, the charter members experienced significant economic growth. Trade expanded with
both members and nonmembers.®®

Brazil accounted for 72 percent of U.S. trade with Mercosur. The U.S. trade surplus with Brazil
declined by $1.2 billion (21 percent) to $4.3 billion in 1998 (table 3-11), as Brazil attempted to Slow
imports from al sources. Although the United States enjoys a trade surplus with all four full Mercosur
members, Brazil isthe most significant U.S. trade partner within the bloc; thus any policy initiatives of the
Government of Brazil may affect U.S. trade relations with all four countries. For example, any devaluation
of the real causes Brazilian exports to be cheaper within Mercosur markets where they already have
preferential tariff treatment and may displace U.S. products which compete in these markets. Total U.S.
merchandise trade (exports plus imports) with Mercosur declined by $204 million (less than 1 percent)
during 1997-98 to $33.7 billion (2 percent of total U.S. global trade).

%7 Chile and Bolivia participate in a free-trade agreement with Mercosur, but are not subject to the Common
External Tariff. Chile maintains an 11-percent tariff on virtually all imports originating in countries with which
Chile does not have a free-trade agreement.

% For more information, see USITC, Market Developments in Mercosur Countries Affecting Leading U.S.
Exporters, Staff 1ssue Paper, USITC publication 3117, July 1998.
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Table 3-11
Mercosur: U.S. exports of domestic merchandise, imports for consumption, and merchandise trade
balance, 1997 and 1998*

Change, 1998 from 1997
Iltem 1997 1998  Absolute Percentage
Million dollars

U.S. exports of domestic merchandise:

Argentina . ... ... 5,553 5,608 56 1.0
Brazil .. ... . 15,001 14,293 -708 -4.7
Paraguay . ....... ... ... 856 760 -96 -11.2
UrUQUAY . . ottt e e e e e e e e e 514 551 38 7.3
Total .. 21,923 21,212 -711 -3.2
U.S. imports for consumption:
Argentina . .. ... 2,195 2,240 45 2.0
Brazil . ... .. 9,510 9,953 443 4.7
Paraguay . ....... ... 40 33 -7 -16.9
UNUQUAY . . o et et e e e e e e e e e 229 254 25 111
Total .. 11,974 12,481 506 4.2
U.S. merchandise trade balance:
Argentina . ... ... 3,357 3,368 11 0.3
Brazil .. ... . 5,491 4,340 -1,151 -21.0
Paraguay . ........ ... 815 726 -89 -10.9
UrUQUAY . . oot et e e e e e e e e e 285 297 12 4.3
Total .. 9,949 8,731 -1,217 -12.2

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.

Measurestaken by Brazil in 1998

Although Brazil has long acknowledged the need for domestic fiscal reform in areas such as taxes,
pension system, and civil service, it was not until the events of late 1998 that the Brazilian Government was
forced to address these issues. The year began amidst the Asian financial crisis that caused international
investors to flee emerging markets worldwide. However, Brazil, and the rest of Latin America, seemed
well positioned to cope with the crisis, having already weathered the Mexican peso devaluation of 1994-95.
At that time, Brazil adopted a pegged exchange rate, under which the real was devalued by 7.5 percent a
year againgt the U.S. dollar.®* Unfortunately, this gradual approach to reform till left the real overvalued
by the beginning of 1998, and failed to address the consequences of loose fiscal policy combined with tight
money supply, which resulted in a large public-sector debt and current account deficit.*°

The Brazilian Government’ sinitial response to the Asian financid crisis was to nearly double
interest rates in October 1997, and to adopt a fiscal austerity program aimed at saving $18.0 hillion in
1998. Financial markets responded favorably to these preliminary measures, and reserves returned to pre-
crisslevels. However, by August 1998, Russia defaulted on itsloans. This put tremendous pressure on
the Brazilian currency, reportedly forcing the Government to raise interest rates to stem capital outflows,
which were once again causing aloss of foreign exchange reserves needed to service Brazil’ s merchandise
trade deficit. Asthe real was widely believed to be overvalued, Brazilian exports were relatively more

% The Real Plan was introduced in 1994 to provide stability after years of economic stagnation and
hyperinflation. Initially, its value was equal to 1 U.S. dollar.
““Survey Brazil: The Devaluing of a Presidency,” Economist, Mar. 27, 1999, pp. 4-5.

3-20



expensive while imports were lower priced. Brazil’s trade deficit increased from $5.6 billion in 1996 to
$8.4 hillion in 1997, then somewhat improved to a deficit of $6.4 billion in 1998.4

Trade liberalization throughout the 1990s has produced significant changes in Brazil’ s trade
profile. Imports increased in response to lower tariffs and generally freer markets and are now diversified
by industrial, agricultural, and consumer goods.”> The Mercosur common external tariff (CET) went into
effect on January 1, 1995, and rates currently range from O to 23 percent. However, each country
maintains alist of products exempt from the CET.*® Furthermore, tariffs between Brazil and Argentina
were eliminated, except for autos and sugar, on January 1, 1999. Paraguay and Uruguay are to follow in
2000.

Degpite trade liberalization efforts of the past severd years, the Government of Brazil initiated
several new measures to control the flow of imports, beginning in late 1997 and continuing into early 1999.
Effective in 1998, Mercosur members increased the CET from 20 percent to 23 percent for most products.
Theincrease is scheduled to expire in 2000. The Government’s Communicado 37 changed the licensing
requirements for over 400 products. These products, previoudy digible for automatic import licenses, now
require additional processing time and approval by the appropriate government agency prior to shipment.
Such products include metal products, textiles, and machinery.** Further changes to the import licensing
regime were made in September 1998, whereby all imports are required to be filed with Brazil’ s automated
import license system, after which the Government of Brazil will determine whether a product is eligible for
alicense and which type of license.®®

Brazil introduced a customs valuation system in March 1998 to identify instances of inaccurate
and low invoicing. Imports are often undervalued and mislabeled to avoid high tariffs, taxes, or other
restrictions. The new customs valuation code lists a band of prices for each item. Inaccurate- and low-
invoiced products enter Brazil by ship through the ports of Rio de Janeiro and Santos, as well as across
land from Paraguay. Further attempts to slow the flow of imports include health and safety restrictions,
quality certification stamps,*® and government or industry initiation of AD and CVD actions.

The growth in Brazil’ sfiscal deficit was due to a combination of a deficit in the pension system,
pre-electoral spending on public works by the Federal and State Governments,*’ and higher interest rates on
public debt. Although the Government of Brazil recognized the need for reform, and even tried to
implement some measures in 1997, the urgency of the crisis brought the matter to the forefront. In

“ U.S. Department of State, Country Reports on Economic Policy and Trade Practices, Jan. 31, 1999, found at
Internet address http://www.state.gov/www/issues/economic/trade-reports/whad8/brazil 98.html, retrieved May 4,
1999.

“2USDOC, ITA, “Brazil: Economic Trends and Outlook,” Country Commercial Guides, found at Internet
address http://www.stat-usa.gov:80/ccg.nsf. . . 1c6a9852566ff0075f64e?OpenDocument, retrieved Feb. 1, 1999.

“ The CET currently covers approximately 85 percent of 9,500 tariff items; most of the remaining 15 percent
will be covered by 2001, and all will be covered by 2006. Products included on Brazil’s national list of exceptions
include shoes, automobiles, and consumer electronics.

“ U.S. Department of State telegram No. 00657, “Brazil’s Efforts to ‘ Control’ Imports,” prepared by U.S.
Embassy, Brasilia, Feb. 18, 1998.

% U.S. Department of State telegram No. 03604, “Brazil Rules Out Tariff Hikes But Will Tighten Import
Restrictions,” prepared by U.S. Embassy, Brasilia, Sept. 22, 1998.

“ Products included on the list are agricultural products (including seeds and fertilizers), beverages and foods,
pharmaceutical and veterinary products, medical equipment, toys, tires, and cosmetics. See “Brazil’s Import
Bureaucrats: More Controls, Stamps, Licenses. . .,” World Trade, Feb. 1999 found at Internet address
http://www.proquest.umi.com, retrieved Apr. 7, 1999.

471998 was an election year for Brazil.
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September 1998, President Cardoso called for the deficit to be trimmed by 3 percent of GDPin 1 year,
rather than 3 years. However, the elections postponed any significant action by the administration until the
end of the year, when the reforms were rejected by the Brazilian Congress.®

The IMF loan package of November 1998 acknowledged both the internal and external pressures
on Brazil’s economy. The package was designed to work with fiscal reforms already proposed by the
Government that called for $80.0 billion in spending cuts and tax increases over 3 years. The IMF,
together with the World Bank, the Inter-American Development Bank, the U.S. Government, and 19 other
countries pledged financial support totaling $41.5 billion. At the time, the package was intended to
reassure international financial markets and curb the capital outflows that had plagued Brazil since the
Russian default in September. However, the package reportedly was not enough to prevent the January
1999 devaluation, at which time the IMF encouraged a free float rather than a controlled devaluation.*
The IMF has detailed the fiscal accomplishments of the Government of Brazil, in light of Brazil’s current
crisis, including measures concerning pension contributions from active and retired civil servants, an
increase in the financial transaction tax, and the approval of the 1999 budget.*

These events highlight the difficulties faced by the Government of Brazil and contributed
significantly to the currency devaluation, coupled with the announcement by the new governor of the State
of Minas Gerais that he was imposing a moratorium on debt payments owed to the Federal Government.>
The announcement created concern that other Brazilian states would follow Minas Gerais, and further
exacerbated the debt problems faced by Brazil. The devaluation put additional pressure on Brazil to
reform its fiscal policies, as most of the fiscal deficit is reportedly interest payments on public sector debt.>
In order to satisfy the IMF and international investors, President Cardoso’ s reform package, previously
rejected in December, has since been agreed to by Brazil’s Congress.®®

TheMercosur partners

Brazil dominates the Mercosur region in terms of economic activity (68 percent of bloc GDP in
1998) and trade volume (table 3-12). Consequently, Brazilian economic policies influence the pace of
Mercosur’s overall trade liberalization program. Asinternal tariffs and other trade barriers have declined,
the importance of Brazil as both an export market and source of imports for the other members has grown.
Brazil’s decision to float the real in January 1999 put pressure on Mercosur’ s institutional and legal
framework. Facing the prospect of a major shift in intra-Mercosur trade flows, Argentina pushed for
measures to protect its firms from an anticipated surge of imports from Brazil.>* Argentina, Paraguay, and
Uruguay all face diminished demand from Brazil, their primary export market.

“ “The Americas: Can Cardoso Use Financial Chaos to Reform Brazil?" Economist, Sept. 26, 1998, found at
Internet address http://proquest.umi.com, retrieved Apr. 7, 1999.

“ David E. Sanger, “U.S. and IMF Warn Brazil on Propping Up Its Currency,” New York Times, Jan. 15, 1999,
found at Internet address http://search.nytimes.com, retrieved Feb. 4, 1999.

% IMF, “Brazil Memorandum of Economic Policies,” Mar. 8, 1999, found at
http://imf.org/external/np/l0i/1999/030899.htm, retrieved Apr. 21, 1999.

* Itamar Franco, Governor of the State of Minas Gerais, was President of Brazil when Fernando Henrique
Cardoso was the Finance Minister. Mr. Cardoso’s Real Plan iswidely credited for bringing economic stability to
Brazil. Mr. Cardoso was elected President of Brazil in 1994 and won reelection in October 1998.

2 “International Economy: Latin America,” Barclays Economic Review, First Quarter 1999, found at Internet
address http://proquest.umi.com, retrieved Apr. 7, 1999.

% Anthony Faiola, “ Brazilian House Adopts Reform Bill, Washington Post, Jan. 21, 1999, p. A19.

% U.S. Department of State telegram No. 01071, “Argentina Economic Trends, March 1999,” prepared by U.S.
Embassy, Buenos Aires, Mar. 5, 1999.
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Table 3-12
Key economic indicators: Argentina, Brazil, Paraguay, and Uruguay, 1998

Argentina Brazil Paraguay Uruguay
Nominal GDP (billions of U.S. dollars) ............ 339.0 775.0 9.6 20.7
Real GDP growth (percent) .................... 5.0 0.7 -0.5 3.0
Labor force (millions) ... ...................... 14.3 77.1 ® 1.4
Total exports (billions of U.S. dollars) . .. .......... 26.5 51.1 3.4 2.9
Total imports (billions of U.S. dollars) ............ 325 57.6 3.7 3.9
Trade balance (billions of U.S. dollars) . . .......... -6.0 -6.4 -0.3 -1.0

! Not available.
Note.—Calculations based on unrounded numbers.

Source: U.S. Department of State, Country Reports on Economic Policy and Trade Practices, Jan. 31, 1999.

Argentina

Although exports account for only 8 percent of Argentina s GDP, approximately 30 percent of
those exports are destined for Brazil. The slowing Brazilian economy during 1998 significantly affected
various sectors of the Argentine economy. For example, Ford, Renault, and Fiat announced production
cutbacks in Argentina due to afall in exports to Brazil and asmall drop in Argentine domestic demand.>
Because Mercosur offers many advantages to both U.S. and foreign firms seeking to do businessin Latin
America, foreign investors, including car manufacturers and food processors, access Mercosur markets
through operations in Argentina® Additionally, Argentine officials expressed concern that the devaluation
of the real would result in a significant increase of imports from Brazil.

The Government of Argentina responded to the January devaluation of the real with acut in
employers welfare contributions and lower tariffs on imported capital goods. The Government aso
reportedly considered the possibility of adopting the U.S. dollar asthe Argentine currency.>” However, the
Government of Argentina, recognizing the important political and economic benefits of regional integration,
was reportedly determined to avoid taking actions that would threaten Mercosur’s ingtitutional integrity.>®

Paraguay

The decline of informal cross-border trade with Brazil, coupled with rising inflation, contributed to
the devaluation of Paraguay’s currency, the guarani, which fell by 35 percent in 1998, against the U.S.
dollar.®® Paraguayan importers use deficienciesin local customs and tariff enforcement to import goods
such as unlicenced copies of CDS, video games, software, cellular telephone batteries, and designer items,

% U.S. Department of State telegram No. 04852, “Argentina: Market Volatility Continues in September,”
prepared by U.S. Embassy, Buenos Aires, Sept. 18, 1998.

% [bid.

5 “The Americas: Cool Menem,” Economist, Jan. 30, 1999, found at Internet address http://proquest.umi.com,
retrieved Apr. 7, 1999.

% U.S. Department of State telegram No. 01071, “Argentina Economic Trends, March 1999,” prepared by U.S.
Embassy, Buenos Aires, Mar. 5, 1999.

% U.S. Department of State, “Paraguay,” Country Reports on Economic Policy and Trade Practices, Jan. 31,
1999, found at Internet address http://www.state.gov/www/issues/economic/trade-reports/wha98.html, retrieved
May 4, 1999.
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among others, into Paraguay for transhipment to Brazil and Argentina® Brazil is a significant re-export
market for many products entering Paraguay. This trade provides an important contribution to the
Paraguayan economy, and is aso a substantial source of revenue from import duties and taxes. In 1995,
Brazil opened up trade in certain consumer goods such as consumer electronics, clothing, perfume, and
liquor, to combat informal re-export trade, contributing to the onset of arecession in Paraguay in 1996.%
Paraguay increased tariff ratesin 1995, to comply with the Mercosur tariff regime. This reportedly has
served to decrease profit margins of the transhipment of some legitimate products.

Paraguay continued to run a budget deficit in 1998. The Government was unable to address
economic issues because of political constraints such as the 1998 elections.®? With growing political and
economic uncertainty, demand for U.S. dollarsincreased. However, as Paraguay’ s re-export trade with
Brazil declined, so did Paraguay’s source of dollars. Increased retention of dollars as a hedge against the
country’ s uncertain political situation further hindered dollar circulation. All these factors contributed to
the devaluation of the guarani.

Uruguay

The most likely impact of the Brazilian devaluation on Uruguay will be a reduction in growth due
to decreased exports to both Brazil and Argentina,® which had accounted for aimost one-half of Uruguay’s
total exportsin 1998. Argentina, Brazil, and Paraguay provided 43 percent of Uruguay’s importsin 1998.
The devaluation of the real is expected to expand Uruguay’ s trade deficit with its Mercosur partnersin
1999 after Uruguay had reportedly decreased its Mercosur trade deficit in 1998 by $143 million (55
percent) to $117 million.**

According to the U.S. Department of State, Uruguay seems unlikely to devalue its currency, the
peso, as aresult of Brazil’s actions.®® Accessto international capital markets may be diminished and
interests rates may rise, but the current Government of Uruguay reportedly remains committed to
continuing the economic reforms of the past two administrations. Reduced social security taxes on
employers, an increase in tax rebates for exports, and a reduction in insurance and port fees are among the
responses proposed by some nongovernmental organizations in Uruguay to offset the effects of the
devaluation of the real.%

Outlook for U.S. trade flows

The United States has enjoyed a trade surplus with Brazil and the other Mercosur members for
severa years, but that may changein 1999. The devaluation of the real, together with decreased demand in
Brazilian markets, may shift the trade balance. U.S. products are now more expensive for Brazilian
consumers, while Brazil’ s exports are cheaper. This devaluation also has the potential to displace U.S.

 [bid.

- U.S. Department of State telegram No. 00790, “While All Eyes Are On Politics, the Economy Sinks Further,”
prepared by U.S. Embassy, Asuncion, Apr. 8, 1998.

 [bid.

% U.S. Department of State telegram No. 00104, “ Uruguay’ s Reaction to Brazilian Devaluation,” prepared by
U.S. Embassy, Montevideo, Jan. 14, 1999.

% “Uruguay Reduces Trade Deficit with Mercosur,” Mar. 18, 1999, found at Internet address
http://today.newscast.com, retrieved Mar. 25, 1999.

% U.S. Department of State telegram No. 00104, “ Uruguay’ s Reaction to Brazilian Devaluation,” prepared by
U.S. Embassy, Montevideo, Jan. 14, 1999.

% [bid.
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goods in other Mercosur markets. Fiscal reformsin Brazil will necessitate belt tightening in the form of
increased taxes and changes to the social security system. As Brazil and the other Mercosur members
adjust domestic policies and government spending to regain investor confidence, demand for such key U.S.
exports as aircraft, aircraft engines, motor-vehicle parts, and computers may decline. As domestic
consumption in Mercosur markets falls, production may be reduced, leading to adecline in U.S. exports of
manufacturing equipment and components used in the final assembly of products for regional distribution.

Tracy Quilter

(202) 205-3437
tquilter @usitc.gov
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SIGNIFICANT SHIFTSWITH LEADING PARTNERS

The following summarizes key shiftsin U.S. merchandise trade with its top five trade partnersin
terms of U.S. total trade (exports plusimports). For each partner, U.S. trade flows are discussed for the
relevant industry/commodity groups.

Canada

» Significantly slower growth in Canadian demand for U.S. exports resulted in a $3.8 billion (12-
percent) increase of the U.S. trade deficit with Canada during 1997-98, to $36.9 hillion.
According to Statistics Canada, exports accounted for close to 40 percent of Canadian GDP.%’
Primary commodities represented a 10-percent share of Canadian output in 1998% and accounted
for about 30 to 35 percent of Canada’s merchandise exports.®®

+ Canada sreal GDP expanded by nearly 4 percent in 1997 and less than 3 percent in 1998.7
Canadian private sector spending sharply declined in response to sluggish world economic growth
and falling commodity prices.”" Consumer spending in Canada dropped in response to a modest
0.4-percent increase in persona income.” Consumer spending was also weakened by the General
Motors strike, and labor disputesin the construction industry and education sector in Ontario.
Disposable income fell dightly because the growth in transfers to government outpaced growth of
personal income.” Canadian farm income plunged due to lower commodity prices.

U.S. imports

* U.S. imports from Canada rose by $6.8 billion (4 percent) during 1997-98 to $174.7 billion.
Highlights of the leading increases and decreases in these U.S. imports are identified in table
3-13.

* Themost significant increase in U.S. imports was transportation equipment, which was led in turn
primarily by motor vehicles and aircraft. Asaresult of strong demand in the North American
market, the Canadian auto industry produced at record levels for a number of years, with
automakers adding shifts and announcing production capacity expansionsin 1998.” U.S. imports
of aircraft from Canada were primarily commuter jets and aircraft parts, including engines.
Bombardier of Canadais aworld leader in the production of commuter jets. In addition, U.S.--
based Boeing has three production facilities in Canada that manufacture airplane wings and
components.

57 Statistics Canada, Canadian Economic Observer, Table 1: Gross Domestic Product, by Income and
Expenditure, July 1998, p. 3.

% The Scotia Bank, Global Economic Outlook, (Nova Scotia, Canada, Jan. 1999) p. 6, found at Internet address
http://www.scotiabank.ca/eccomm.htm, retrieved Mar. 1999.

% Gordon Thiessen, “Global Uncertainties and the Canadian Economy,” The Bank of Canada Review, Autumn
1998, p. 69.

™ The Scotia Bank, Global Economic Outlook, p.13.

™ Asig, including Japan, absorbs between 30 and 35 percent of the world output of certain key primary
materials according to Gordon Thiessen, Governor of the Bank of Canada, “ Global Uncertainties and the Canadian
Economy,” p. 69.

2 Canada, Department of Finance, Economy in Brief, 1999, p. 2.

" bid., p. 3.

™ Jeff Green, “Rolling Steady: Canada Faces Slowdown at Home, Hope Abroad,” Ward' s Auto World,
Dec. 1998, p. 73.
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The strength of the housing market and continued growth in commercia activity in the United
States were responsible for the risein U.S. imports of furniture and selected furnishings (furniture)
from Canada.”

U.S. imports of energy-related products decreased led by sharply lower values of crude petroleum
imports from Canada, athough the quantity actually increased. Imports of refined petroleum
products fell somewhat as aresult of lower heating fuel prices and ardatively mild winter in the
Northeast. Imports of natural gas and components also declined during 1998, because the
wellhead price of natural gas dropped in response to the mild winter.

Given depressed prices for lumber, the value of U.S. imports from Canada fell, athough the
quantity imported actually rose.™

U.S. exports

U.S. exports to Canada rose by $3.0 billion (2 percent) during 1997-98 to $137.8 billion.
Highlights of the leading increases and decreases in these U.S. exports are identified in table
3-13.

U.S. exports of al transportation equipment rose to account for over one-third of the increase of al
U.S. exports to Canada. Strong North American demand for automobiles during 1998 resulted in
anincreasein U.S. exports of internal combustion piston engines, other than for aircraft, to motor
vehicle assembly operationsin Canada. A sizeable share of these exports to Canada typically
return to the United States in the form of fully assembled cars and trucks. Although exports of
engines and other motor-vehicle parts to Canada rose in 1998, exports of completely assembled
motor vehicles to Canada decreased. Sales of passenger cars and light trucks produced outside
North Americaincreased their share of the Canadian market at the expense of those produced
within the North American Free Trade Agreement (NAFTA) region.

U.S.-Canadatrade in rail locomotives and rolling stock rose significantly during 1997-98 in
response to strong North American demand, with exports to Canadarising to $1.0 billion. Intra-
company transfers play an important rolein thistrade. General Motor's Electro-Motive Division
manufactures partsin lllinois and performs final assembly of locomotives in Ontario, many of
which are exported to the United States. In addition, Bombardier of Canada manufactures railroad
cars and equipment at three sitesin Canada and three in the United States, with the assembled
rolling stock incorporating numerous parts and subassemblies from each country.

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

™ For more information see “Furniture and Selected Furnishings’ in ch. 14.
" For more information see “Forest Products” in ch. 6.
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Table 3-13
Leading changes in U.S. imports from and U.S. exports to Canada, 1997-98

Change, 1998 from 1997

Sector/commodity 1997 1998 Absolute Percentage
U.S. IMPORTS —— Million dollars
Increases:

Transportation equipment:
Automobiles, trucks, buses, and bodies

and chassis of the foregoing (MT038) ...... 35,884 37,671 1,787 5
Aircraft, spacecraft and related

equipment (MTO42) . . ..., 2,738 3,473 735 27
Internal combustion piston engines,

other than for aircraft (MT002) ........... 2,755 3,303 548 20
Rail locomotive and rolling stock (MT037) . . .. 890 1,380 491 55
Certain motor-vehicle parts (MT039) ........ 7,335 7,576 241 3
Aircraft engines and gas turbines (MT001) ... 1,159 1,396 237 20

Forest products:

Structural panel products (AG049) ......... 1,264 1,794 532 42
Printing and writing papers (AG058) ........ 2,398 2,661 263 11

Electronic products:
Radio transmission and reception apparatus,

and combinations thereof (STO07) ........ 771 995 224 29
Other:
Furniture and selected furnishings (MM054) . . 3,458 4,026 568 16
Decreases:
Energy-related products:
Crude petroleum (CHO04) . ............... 7,424 5,560 -1,863 -25
Natural gas and components (CH006) . ... .. 6,711 6,004 -707 -11
Petroleum products (CHO05) .. ............ 2,650 1,968 -682 -26
Forest products:
Lumber (AGO47) . ... ... 6,769 6,121 -647 -10
Wood pulp and wastepaper (AG054) ... .. ... 2,232 2,000 -232 -10
Allother . ... .. .. 83,443 88,755 5,312 6
TOTALU.S.IMPORTS ................... 167,881 174,685 6,804 4
U.S. EXPORTS
Increases:

Transportation equipment:
Internal combustion piston engines,

other than for aircraft (MT002) ........... 5,616 6,703 1,087 19
Rail locomotive and rolling stock (MT037) . . .. 711 1,010 299 42
Aircraft, spacecraft, and related
equipment (MTO42) . . .........civnnnn. 1,432 1,667 235 16
Other:
Electric motors, generators, and
related machinery (MT028) ............... 692 954 262 38
Medicinal chemicals (CH026) ............. 1,368 1,598 230 17
Furniture and selected furnishings (MM054) . . 1,680 1,874 194 12
Decreases
Automobiles, trucks, buses, and bodies
and chassis of the foregoing (MT038) ........ 14,213 13,379 -835 -6
Copper and related articles (MM036) ......... 755 577 -179 -24
Steel mill products, all grades (MM025) ....... 2,383 2,226 -156 -7
Allother . ... . .. . 105,944 107,780 1,836 2
TOTALU.S.EXPORTS ................... 134,794 137,768 2,974 2

Note.--Calculations based on unrounded data.

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

* TheU.S. trade deficit with China grew by $7.4 billion (15 percent) during 1997-98 to $56.9
billion, as the growth of U.S. imports from China outpaced that of U.S. exportsto China. Total
U.S. trade with Chinaincreased by $10.2 hillion (14 percent) to $84.7 billion in 1998 and
accounted for 5 percent of total U.S. merchandise trade with al trade partners. The United States
supplied an estimated 10 percent of China s worldwide imports and was the market for an
estimated 38 percent of China s worldwide exportsin 1998.”” U.S.-China bilateral trade continued
to be strongest in the manufacturing sector.

»  Although China's economy grew by 7.8 percent in 1998, based upon preliminary Chinese data,
problems still exist in its economy, such as excessive production capacity in most industries,
economic inefficiency of state-owned enterprises, duggish domestic market sales, and socia
pressure to sustain employment.” During 1997-98, actual (rather than contracted for) foreign
direct investment (FDI) in China rose by $350 million (1 percent) to $45.5 hillion, while actua
U.S. FDI in Chinarose by $670 million (21 percent) to $3.9 hillion.”™

* Inrecent months U.S. and Chinese officials have been actively engaged in discussions regarding
China s entry into the WTO. Although China reportedly is attempting reforms to its trade policies,
the U.S. Department of State indicates that significant barriers still remain that impede entry of
U.S. products into the Chinese market.®* Chinese officials assert that Chinais committed to
expanding trading rights and attracting foreign investment to further develop its economy

U.S. imports
* U.S. imports from Chinaincreased by $8.8 billion (14 percent) during 1997-98 to $70.8 billion.
Highlights of the leading increases and decreases in these U.S. imports are identified in table
3-14.

» Electronic products (particularly computer hardware, radio transmission and reception apparatus,
and audio and video equipment), toys and models, footwear and footwear parts, and furniture
accounted for nearly half of the increase in U.S. imports from China. The strong U.S. economy
and lower demand in other Asian countries contributed to this growth in U.S. imports from China.

U.S. exports

" U.S. Department of State, “People’ s Republic of China,” Country Reports on Economic Policy and Trade
Practices, Jan. 31, 1999, found at Internet address http://www.state.gov/www/issues/economic/trade-
reports’wha98.html, retrieved Apr. 22, 1999.

8 State Statistics Bureau, People's Republic of China, “ Statistical Commique of the People's Republic of China
on the 1998 National Economic and Social Development,” undated, found at Internet address
http://www.cei.gov.cn/si cnet/si ccew/esta.annua/8aad00.htm, retrieved June 15, 1999.

™ Compiled by the United States-China Business Council from official statistics of China's Ministry of Foreign
Trade and Economic Cooperation, found at Internet address http://www.uschina.org/press/investmarch99.thml,
retrieved June 15, 1999.

8 U.S. Department of State telegram No. 184849, “1998 Trade Act Report for People's Republic of China,”
prepared by U.S. Embassy, Beijing, Dec. 1998.

8 Current Situation and Tasks of China's Foreign Trade and Economic Cooperation,” China News, Mar. 1999,
found at Internet address http://www.chinanews.org, retrieved Mar. 16, 1999.
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* U.S. exportsto Chinaincreased by $1.4 billion (11 percent) during 1997-98 to $13.9 billion.
Highlights of the leading increases and decreases in these U.S. exports are identified in table
3-14.

* Export growth was led by aircraft and computer hardware. Factors promoting U.S. exports,
particularly of capital goods, include China’s steady economic growth and the introduction of a
fiscal and monetary stimulus package in early 1998. These measures were intended to increase
domestic demand, step-up the restructuring process of state-owned enterprises, and revitalize
Chinese exports, such as apparel, that had slowed as aresult of the Asian financial crisis.®

»  Exports of cotton, not carded or combed, to China declined as a result of reforms of the cotton
sector initiated in late 1997 to reduce government expenditures on unprocessed cotton.?* Measures
included limiting imports and encouraging consumption of domestic cotton. Imports displaced
Chinese cotton because the international prices for cotton were substantially lower than Chinese
domestic prices®

Harpreet Kaur
David Lundy
(202) 205-3439
lundy@usitc.gov

8 U.S. Department of State, “1998 Trade Act Report for People's Republic of China.”

8 U.S. Department of Agriculture, Foreign Agricultural Service, China: Cotton Sector Reforms, 1997-98,
CHB8062, Dec. 10, 1998, found at Internet address http://www.fas.usda.gov, retrieved Mar. 4, 1999.

8 Ibid.
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Table 3-14
Leading changes in U.S. imports from and U.S. exports to China, 1997-98

Change, 1998 from 1997

Sector/commodity 1997 1998 Absolute Percentage
U.S. IMPORTS Million dollars
Increases:
Automatic data processing machines (ST018) . .. 4,307 5,564 1,257 29
Toys and models (MMO60) ................. 5,364 6,113 749 14
Footwear and footwear parts (CHO79) ......... 7,354 8,016 661 9
Furniture and selected furnishings (MM054) . . . .. 1,546 2,185 639 41
Radio transmission and reception apparatus,
and combination, thereof (STO07) ........... 2,036 2,487 451 22
Tape recorders, tape players, video cassette
recorders, turntables, and compact
disc players (STO04) ..................... 920 1,324 404 44
Miscellaneous articles (MMO65) . ............. 1,713 2,051 339 20
Lamps and lighting fittings (MM056) .......... 1,447 1,761 314 22
Decreases:
Men’s and boys’ coats and jackets (CHO61) . . ... 466 374 -92 -20
Shirts and blouses (CH064) ................. 1,720 1,646 -73 -4
Women'’s and girls’ trousers (CHO66) . ......... 851 788 -63 -7
Broadwoven fabrics (CHO50) ................ 376 317 -59 -16
Crude petroleum (CHO04) .................. 109 60 -49 -45
Allother . ... . .. . 33,787 38,219 4,432 13
TOTALU.S.IMPORTS .................... 61,996 70,815 8,819 14
U.S. EXPORTS
Increases:
Aircraft, spacecraft, and other
related equipment (MT042) ................ 2,032 3,392 1,360 67
Automatic data processing machines (ST018) . .. 312 824 513 165
Diodes, transistors, integrated circuits,
and similar semiconductor
solid-state devices (STO16) ................ 233 443 210 90
Animal or vegetable fats and oils (AG033) ...... 168 319 151 90
Decreases:
Cotton, not carded or combed (AG064) ........ 572 118 -454 -79
Certain motor-vehicle parts (MT039) .......... 239 63 -176 -74
Oilseeds (AG032) ..., 419 279 -139 -33
Allother ... ... . ... 8,558 8,469 -90 -1
TOTALU.S.EXPORTS ......... ... . ..... 12,533 13,908 1,375 11

Note.--Calculations based on unrounded data.

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

A risein U.S. imports during 1997-98, stimulated by sustained U.S. economic growth, was the
principal factor responsible for the $10.5 billion (44 percent) growth to $34.7 billion in the U.S.
trade deficit with the 15 nations of the European Union (EU). This followed a previous $2.4
billion (11-percent) rise in the trade deficit to $24.1 billion in 1997.

Economic growth for the EU was 2.7 percent in 1997 and 2.9 percent in 1998, with GDP
expanding by more than 3 percent for more than one-half of the member countries® Merchandise
exports represented a major factor in the revival of EU economiesin those 2 years. Investment and
private consumption in the EU increased by an estimated 4.7 percent and 2.6 percent, respectively,
in 1998.%

U.S. imports

U.S. imports from EU nations rose by $19.0 billion (12 percent) during 1997-98 to $174.9 billion.
Highlights of the leading increases and decreases in these U.S. imports are identified in table 3-15.

Germany was the leading EU supplier of U.S. importsin 1998, accounting for 28 percent of
imports from the EU, followed by the United Kingdom, with 20 percent.

EU export growth was driven by strong increases in demand for EU goods as a result of a buoyant
U.S. economy and a depreciation of magjor European currencies against the U.S. dollar during this
period.t’

The transportation sector accounted for 36 percent of the increase of U.S. imports from EU nations
in 1998, led by motor vehicles, aircraft, and aircraft engines and gas turbines (aircraft engines).
The significant rise in imports of motor vehicles reflected large increases in imports from Germany
as U.S. sales of new German passenger carsincreased by between 5 and 58 percent in 1998.%
Imports of aircraft grew as aresult of increased sales by Airbus Industrie into the U.S. market.®

U.S. imports of medicinal chemicals (pharmaceuticals) rose due to the increasing tendency of U.S.
pharmaceutical firms to outsource chemical raw materials from Ireland, Germany, and the United
Kingdom due to the large number of prominent multinational pharmaceutical companies and the
highly trained workforce in these nations.®

& “European Economy,” European Commission, Supplement A, Oct. 1998.

% [bid.

8 Nigel Pain, Florence Hubert, Dirk te Velde, Dawn Holland, Veronique Genre, “ The World Economy: Section
[11, Prospects for Europe,” National Institute Economic Review, London, Oct. 1998, found at Internet address
http://proquest.umi.com/pgdweb?T S=...4& Sid=2& | dx=4& Déli, retrieved Mar. 25, 1999.

8 Economist Intelligence Unit, “The Short-Term Outlook for the Light-Vehicle Markets of the US: Downturn
Threatens,” ch. 3 in Motor Business International, Jan. 1999, p. 43.

8 For more information see “ Aircraft, Spacecraft, and Related Equipment” and “Aircraft Engines, Other Gas
Turbines, and Parts Thereof” in ch. 12.

% Sean Milmo, “Europe in Contract Mode,” Chemical Market Reporter, Jan. 18, 1999, p. FR11.
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U.S. exports

* U.S. exportsto EU nations grew by $8.5 billion (6 percent) during 1997-98 to $140.2 billion.
Highlights of the leading increases and decreasesin these U.S. exports are identified in table
3-15.

* Theleading EU export market for U.S. manufacturers was the United Kingdom, accounting for 26
percent of exports to the EU nations, followed by Germany, with 18 percent.

+ Leading export sectors in 1998 included aircraft™ and aircraft engines. U.S. exports of aircraft
and aircraft engines continued the pattern of significant growth that began in 1996 as airlines
added to their airline fleet, following increased demand for air-transport services by the genera
public, and continued to replace aging aircraft.

* Increased exports of pharmaceuticalsto the EU reflected the combination of higher average drug
prices, U.S. exporting companies benefitting from the release of a large number of newly approved
products, and rising pharmaceutical demand by aging Western European popul ations.

* Incontrast, U.S. exports of oilseeds declined as worldwide overproduction and record world stocks
of oilseedsin 1997-98 led to a 15-percent decline in price and the displacement of U.S. exportsto
Europe by exports from Brazil, Argentina, and China

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

* The United States continues to express concern over the possibility that European aircraft certification
standards are being applied in such a manner as to impede delivery of U.S. aircraft to Europe. In particular,
processes and procedures currently employed by the European Joint Aviation Authorities (JAA) appear to be
cumbersome and arbitrary, effectively restricting U.S. salesto Europe. The United States also expresses concern
that since the inception of the European Airbus consortium in 1967, the partner governments (France, Germany,
Spain, and the United Kingdom) have provided massive support to their national company partnersto aid the
development, production, and marketing of large civil aircraft. 1n 1998, the Government of the United Kingdom
approved a long-term loan of up to $212 million toward the design and development of the wing for the Airbus
A340-500/600 aircraft, while the French parliament has budgeted $115 million in funds for the same program.
USTR, “European Union,” 1999 National Trade Estimate Report, pp. 116 and 121.
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Table 3-15

Leading changes in U.S. imports from and U.S. exports to European Union, 1997-98

Change, 1998 from 1997

Sector/commodity 1997 1998 Absolute Percentage
U.S. IMPORTS Million dollars
Increases:
Transportation equipment:
Automobiles, trucks, buses, and bodies
and chassis of the foregoing (MT038) ........ 14,698 18,201 3,503 24
Aircraft, spacecraft, and related
equipment (MT042) ...................... 4,383 6,141 1,757 40
Aircraft engines and gas turbines (MTO01) ... ... 5,937 7,585 1,648 28
Certain motor-vehicle parts (MT039) .......... 2,149 2,391 242 11
Other:
Medicinal chemicals (CH026) . ............... 9,682 13,149 3,467 36
Construction and mining equipment (MT012) . . .. 2,372 2,804 432 18
Medical goods (ST024) . .......... ......... 2,337 2,754 416 18
Furniture and selected furnishings (MM054) . . . .. 1,522 1,832 310 20
Miscellaneous organic chemicals (CH012) ... ... 2,137 2,406 269 13
Decreases:
Petroleum products (CH005) ................. 2,818 2,343 -475 -17
Crude petroleum (CHO04) ... ................ 959 581 -377 -39
Zinc and related articles (MM040) ............. 219 57 -162 -74
Allother . ... ... . 106,677 114,637 7,960 7
TOTALU.S.IMPORTS .................... 155,890 174,881 18,991 12
U.S. EXPORTS
Increases:
Transportation equipment:
Aircraft, spacecraft, and related
equipment (MT042). .. ..... .............. 11,729 15,388 3,659 31
Aircraft engines and gas turbines (MTO01) ... ... 5,015 6,343 1,329 27
Ships, tugs, pleasure boats,
and similar vessels (MT043) ............... 273 646 373 137
Electronic products:
Telephone and telegraph apparatus (ST002) . . .. 1,809 2,332 523 29
Measuring, testing, controlling, and analyzing
instruments (STO30) ..................... 3,381 3,711 330 10
Machinery:
Semiconductor manufacturing equipment
and robotics (MT023) . . . .................. 1,314 1,957 643 49
Other:
Medicinal chemicals (CH026) . ............... 5,286 6,311 1,025 19
Precious metals and related articles (MM020) . .. 2,390 3,261 871 36
Medical goods (ST024) .................... 4,938 5,252 314 6
Decreases:
Oilseeds (AG032) . ... ... i 2,401 1,706 -695 -29
Automatic data processing machines (ST018) .... 14,683 14,184 -499 -3
Animal feeds (AGO13) . ................ .. ... 1,450 1,111 -339 -23
Allother . ... . .. . 77,083 78,016 933 1
TOTALU.S.EXPORTS ................... 131,751 140,217 8,466 6

Note.--Calculations based on unrounded data.

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



Japan

* TheU.S. trade deficit with Japan rose by $8.1 billion (14 percent) during 1997-98 to $66.5 billion,
the highest level since 1987,% as U.S. exports fell sharply but U.S. imports were virtually
unchanged from the year before. The Japan Externa Trade Organization (JETRO) attributed the
recent widening of Japan’s trade surplus more to lower global prices for imported raw materials,
rather than expanded Japanese exports prompted by a weaker yen.*

* Japan's economy (the world's second-largest) is suffering through its worst recession since
postwar reconstruction. Factors behind the fall in Japan’s GDP include decreased investment
spending (down 14 percent over first 3 quarters of 1998%), collapse of asset prices with the
bursting of its “bubble economy” of the late 1980s,* and adverse effects from the Asian financial
crisis. Japan’s GDP is expected to contract by 3 percent for full-year 1998 due to reduced
consumer demand, increased unemployment,®” corporate bankruptcies,® and a banking system
afflicted by bad loans and tight credit.®

U.S. imports

* U.S. imports from Japan grew by $833 million (less than 1 percent) during 1997-98 to $121.3
billion. Highlights of the leading increases and decreases in these U.S. imports are identified in
table 3-16.

» Theloss of important export markets in Southeast Asia coupled with weak domestic demand led
Japanese producers to seek out healthier markets abroad, resulting in increased U.S. imports of
certain products from Japan.

2 “Business This Week - Trade,” Economist, Jan. 30, 1999, p. 5.

% JETRO, “Weaker Yen Hasn't Led to More Japanese Exports,” press release, June 30, 1998, found at Internet
address http://jetro.go.jp/JETROINFO/PRESS/98_06_30.html, retrieved Feb. 25, 1999.

% “International Economy: Japan,” Barclays Economic Review, First Quarter 