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The speech was super! Ignore the bad news bears at the networks and keep going. The
content was strong and the tone was the right one.

An idea for an insertion into “on the road” versions of the speech -- at the point where trade
and competitiveness comes up -- occurred to me as I watched. There’s more to this than reducing
trade barriers, as you well know. Hence, there’s a natural opportunity in speeches around the
country to add a “here’s what you can do” element -- aiming it squarely at the thousands of
manufacturers and intermediaries who are “infrequent exporters”, i.e., they are in the game, but
only export around a quarter of a million a year each. They, perhaps more than big business, have
the potential to significantly increase exports. So for what it’s worth, here are some words.

“We are going to do everything in our power to reduce foreign trade barriers and eliminate
subsidies that limit America’s ability to compete effectively in world markets. But what
government does for trade is the least of it -- our effectiveness in world markets depends
primarily on the foreign sales of American businesses. America’s success in exporting
depends on firms of all sizes -- selling to all sorts of markets -- and taking advantage of the
opportunities for trade we already have.

0 Our biggest single foreign market isn’t Europe or Japan -- it’s Canada -- where we
have already negotiated a free trade agreement that’s full of opportunity.

) -- Every American business that knows it has a good product should be trying
to make a sale in Canada -- and then using what they’ve 1<l:amed about
* exporting to move into other markets.

o In to markets to the South, where special arrangements with the Caribbean already
make that area attractive, and where we are now working toward a free trade
agreement with Mexico.

o To Europe -- where it has been proven, time and again, that consumers want to buy
American products -- and where sales by U.S. firms earned us a major positive
trade balance last year.

-- Those exports sales are more than just numbers -- exports mean jobs.
Every billion dollars in exports means 20,000 jobs for American workers.

o And finally to Asia -- another land of opportunity for Ar\nerica’s exporters. U.S.




firms are already succeeding in Asia -- selling airplanes and telecommunications
equipment to Japan, wheat and fertilizers to China, and electrical machinery and
computers to Singapore. There is room to multiply our exports to Asia many time
over.

Lots of American businesses are already active in the export game. Our best
estimates show that -- between manufacturers, wholesalers, and trading companies --
roughly a hundred thousand U.S. firms are involved in exporting American products. Yet
only a few have more than a toe in the water.

There are tens of thousands of firms -- roughly 75% of our exporters -- for whom -
exporting is a sideline -- a secondary business. Well let me tell you -- if each of these firms
would take that business seriously -- and work themselves up to the point of making a
shipment a week, instead of a shipment a month -- the United States would have a trade
surplus -- rather than a $65 billion trade deficit.

So I'll do all I can to oper more markets for American busiuness. I'll toss that
football -- but you have to run with it. American business has to put our trade
opportunities to work.”

kKK

I
Commerce (probably USFCS) and Census can verify/update figures cited above -- and

they also have the kind of stories -- perhaps on a state-by-state basis -- that make good one-liners
about how Company X has penetrated Market Y with manufactured goods, agricultural
commodities and a range of services from banking to construction. SBA’s another place to check
for export success stories.

Enough. Happy New Year! Say “hi” to Sarah.

o
Molly Hagebodck
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Question:

what basic industries are stronger today than they were 10 years

ago?

Answer:

Summary

Oover the 10 most recent years for which data are
available (1979-1989), most U.S. basic industries
(manufacturing) have expanded.

Overall, the output growth of the U.S. manufacturing
sector has slightly outstripped the growth of the
overall economy.

Within the manufacturing sector, production in some
industries has surged -- particularly those in which
high-technology products are found -- while production
in others has declined.

In many regards, the data reflect the type
restructuring of the manufacturing sector that one
might expect in the case of an advanced industrial
economy like that of the United States. Many
industries characterized by high-tech products have
expanded their share of U.S. manufacturing output while
other manufacturing industries have seen their share
decline.

Despite the strong rate of growth of output,
manufacturing employment fell 7.6 percent over the ten-
year period, due to rapid improvements in manufacturing
productivity.

Employment growth outside the manufacturing sector has
more than taken up the slack with the increases in non-
manufacturing jobs 15 times greater than the loss of
jobs in manufacturing.

Rapid growth of U.S. exports was a principal
contributor to the strong growth of U.S. manufacturing
output.




Trends in Manufacturing Qutput (1979-1989)

Manufacturing output has grown faster in the United States than
in the rest of the world: As Chart 1 shows, according to World
Bank data,® U.S. output of manufactures grew at an average
compound rate of 3.8 percent between 1980 and 1989, while world
manufacturing production grew at the somewhat slower rate of 3.5
percent. (For the sake of comparison, the World Bank reports
that in the earlier period 1965 to 1980, U.S. manufacturing
output grew a slower 2.5 percent average annual rate. The World
Bank does not report comparable figures for world manufacturing
output growth for the 1965-80 period.)

U.S. manufacturing output grew somewhat more rapidly thap the
average gqrowth for non-manufacturing sectors of the U.S., economy:
Between 1979 and 1989¢, the real (constant dollar) output of U.S.
manufacturing increased by 30.4 percent (average rate of 2.7
percent per year.) (See Chart 2.) This rate slightly exceeded
the growth rate for non-manufacturing sectors of the U.S. gross
national product (GNP) which rose 28.6 percent (average annual
rate of 2.5 percent) over this period. As a result, the share of
manufacturing in U.S. constant-dollar GNP rose from 22.3 percent
in 1979 to 22.6 percent in 1989.

Restructuring within the U.S. Manufacturing Sector

While U.S. manufacturing overall has experienced substantjal
growth, changes in output for individual industries in the
manufacturing sector have varied widely: Machinery has been the
fastest growing U.S. manufacturing industry with production more
than doubling in 10 years (Chart 3 and Table 1) . Exceptionally
strong growth was also recorded for petroleum and coal products, -
up 80.3 percent, transportation equipment other than motor
vehicles (air craft inter alia), up 79.2 percent, rubber and
plastic products, up 56.3 percent and electric and electronic

equipment, up 50.8 percent.

At the other end of the spectrum, manufactures of tobacco
declined by slightly more than two-thirds, of leather and
products by 31.0 percent, and of primary metals by 30.0 percent.

Although production of motor vehicles and equipment dropped by
8.3 percent, production for the transportation sector as a whole

grew at a rate (26.1 percent), almost in line with manufacturing
overall. As a result, transportation equipment other than motor
vehicles has grown to exceed the size of the motor vehicle
transportation sector: other transportation rose from roughly 70
percent of the motor vehicle sector in 1979 to 135 percent in
1989.
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Table 2 shows the share of total manufacturing output accounte
for by each manufacturing industry in 1979 and 1989 (as well as
their rank order in each year). The largest single change has
been the rise in share of machjinery from 12 percent of U.S.
manufacturing in 1979 to 18.8 percent in 1989. The largest
single decline in share was for primary metals, down from 7.4
percent of output in 1979 to 4.0 percent in 1989.

Chart 4 shows the change in share of U.S. manufacturing output
between 1979 and 1989 for each of the 21 manufacturing
industries. It is striking that U.S. manufacturing sectors
gaining share tend to be those where one would expect the
production of higher technology products are located: machinery,
electric and electronic equipment, non-automotive transport
equipment (aircraft in particular) and chemicals and allied
products. These four sectors, in fact, increased their
collective share of U.S. manufacturing output from 33.6 percent
of total in 1979 to 43.7 percent in 1989.

In contrast, in many, but not all, cases, the U.S. manufacturing
industries losing share were more traditional in nature and/or
those reflecting the U.S. natural resource endowment. For
example, leather and products, tobacco manufactures, Jumber and
wood oducts, stone lass _and cla roducts, and primary metals
have seen their collective share of U.S. manufacturing decline
from 15.7 percent in 1979 to 9.9 percent in 1989.

Trends in Manufacturing and Overall Employment

Between 1979 and 1989, employment in the United States increased
by 23.4 million (Charts 5 and 6) or an average annual rate of 2.1
percent. The composition of employment, however, changed. Jobs
in manufacturing industries fell 1.6 million to a total of 19.4
million in 1989. Jobs outside of manufacturing increased by 25.0
million to a total of 104.4 million in 1989.

On a composition basis, manufacturing jobs fell from 21.0 percent
of U.S. total employment in 1979 to 15.7 percent in 1989. The
drop in the manufacturing share of U.S. employment stands in
sharp contrast to manufacturing production which grew slightly
faster than total GNP between 1979 and 1989, increasing its share
of GNP, as stated earlier, from 22.3 percent of GNP to 22.6
percent of GNP.

The explanation for declining share of U.S. employment in
manufacturing in face of manufacturing’s rising share of U.S.
production is found in the strong labor productivity growth in
the manufacturing sector. Manufacturing labor productivity rose
some three times faster between 1979 and 1989 than the rate of
labor productivity growth for the overall U.S. economy.




Successful industrialized countries have, like the United States,
generally experienced stronger productivity growth in the
manufacturing than in other sectors and declining shares of
manufacturing in total employment. This pattern has supported
the growth in real U.S. output on a per worker basis (average
annual rate of 1.0 percent, 1979 to 1989) as well as a per capita
basis (annual average rate of 1.7 percent3).

Trends in Exports
Export expansion has ajded the growth of U.S. manufacturing

output: Between 1979 and 1989, U.S. real non-agricultural
exports (90 percent of which are manufactures) rose at an average
annual compound rate of 4.6 percent (Chart 7) compared to a 2.5
percent growth rate in real gross domestic product (GDP)4. As a
result, non-agricultural exports rose of from 5.1 percent of
constant-dollar GNP in 1979 to 6.4 percent in 1989.

Although data for 1990 and 1991 are not currently available for
real manufacturing output, they are available for real exports.
In the last two years non-agricultural exports have increased by
another 17 percent. The ratio of real non-agricultural exports
to GDP ratio from 6.4 percent in 1989 to 7.5 percent in 1991. As
for this year and beyond, practically all major forecasts of the
U.S. economy expect that strong export growth to be a significant
contributor to the U.S. manufacturing growth, as well as to
overall U.S. GDP growth.

1.Data drawn from the World Bank’s world Development Report of
1991

2. The most recently available data in the U.S. National Income
and Product Accounts (NIPA) on constant dollar gross U.S. product
by manufacturing industry appeared in the January and April 1991
issues of the Survey of Current Business. The data are reported
on the basis of constant 1982 dollars through 1989, the most
recent year for which these data are available. The Bureau of
Economic Analysis (BEA) at the Commerce Department is in the
process of revising and rebasing all NIPA tables to constant 1987
dollars. This has been done for many GNP/GDP components. The
latest series for gross product by manufacturing industry,
however, remains on the constant 1982 dollar base. A BEA
spokesperson reports that gross product by manufacturing industry
series, based on constant 1987 dollars and extended to calender
year 1990 will be available in September or October of this year.

The selection of the years 1979 and 1989 as the basis of U.S.




domestic comparisons reflects the ten-year period indicated in
the Member’s question, as well as the absence of data :
availability beyond 1989. It should be noted, however, that 1979
and 1989, being years at or close to similar points in different
business cycles (peaks in economic activity), are particularly
appropriate points of comparison. The much stronger growth in
manufacturing output reported in the World Bank comparison of
1980 to 1989 reflects in part the cyclical downturn for economic
activity from 1979 to 1980. : :

3.Data on per worker and per capita U.S, output have been drawn
are from the Office of Productivity and Technology, Bureau of
Labor Statistics, U.S. Department of Labor.

4. Because of significant changes to the NIPA-based export data
when moving from a 1982 to a 1987 constant-dollar series, the
export and GDP series reported here are on the new constant 1987
dollars basis. When gross product for manufacturing industry in
1987 constant dollars is released in October of this year, it
will be possible to do a closer analyses of exports and the
growth of manufacturing output than current data allow.

USTR/3/31/91
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Growth of U.S. Manufactt
by SIC Category: 1979 to 1989

Source: See Text
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U.S. Employment

Chart 5
Source: See Text . |
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Table 1

1989 1979
Percent Change ($Billions
1979 to 1989 _Constant 1982)
Gross National Product : 29.0% 4,117.7 3,192.4
Non-Manufacturing S 28.6 3,188.7 2,480.C
Manufacturing 30.4 929.0. 712.2
Durable Manufactured Goods 34.8 583.7 433.1
Lumber and Wood Products 18.0 25.6 21.7
Furniture and Fixtures 11.9 12.2 10.9
Stone, Clay and Glass
, Products 0.4 23.6 23.5
Primary Metal Industries - 30.0 : 36.9  52.7
Fabricated Metal Products 17.5 65.8 56.0
Machinery, except Electrical 104.3 . 174.9 85.6
Electric and Electronic .
Equipment 50.8 90.8 60.2
Motor Vehicles and Equlpment - 8.3 47.3 51.6
other Transportation Equipment 79.2 63.8 36.5
Instruments and Related
Products 18.8 26.6 22.4
Miscellaneous Manufacturing ' ‘ ,
Industries . 35.0 16.2 12.0
Nondurable Manufactured Goods 23.4 345.4 279.0
Food and Kindred Products 18.2 70.3 59.5
Tobacco Manufactures ‘ - 68.7 3.1 9.9
Textile Mill Products - 1.8 16.7 17.0
Apparel and other Textile ,
Products 5.2 22.4 21.3
Paper and Allied Products 15.0 ‘33.0 28.7
Printing and Publishing 21.6 45.1 37.1
Chemicals and Allied :

Products ’ 34.2 , 76.1 56.7
Petroleum and Coal Products 80.3 44.9 24.9
Rubber and Miscellaneous

Plastic Products ) 56.3 30.8 19.7

Leather and Leather Products - 31.0 2.9 4.2




Annual Average Change in GDP Components
Constant Dollar Basis: 1979-1989

‘

Source: See Text: ’ Chart 7
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Table 2

Industry Rank ' Industry Rank
in 1989 (and , ' ' in 1979 (and
Share of Total * ' Share of Total
production of Production of
Manufactures | | Manufactures
(100.0%)  ALL MANUFACTURING INDUSTRIES (100.0%)
1. . (18.8%) Machinery, except Electrical 1. (12.0%)
2. ( 9.8%) Electric and Electronic Equipment 2. ( 8.5%)
3. ( 8.2%) Chemicals and Allied Products 4. ( 8.0%)
4. ( 7.6%) Food and Kindred Products 3. ( 8.4%)
5. ( 7.1%) Fabricated Metal Products 5. ( 7.5%)
6. ( 6.9%) Transportation Equipment, except 9. ( 5.8%)
Motor Vehicles
7. ( 5.1%) Motor Vehicies and Equipment 7. ( 7.2%)
8. ( 4.9%) Printing and Publishing - 8. ( 5.2%)
9. ( 4.8%) Petroleum and Coal Products 11. ( 3.5%)
10. ( 4.0%) Primary Metal Industries | 6. ( 7.4%)
11. ( 3.6%) Paper and Allied Products 10. ( 4.0%)
12. ( 3.3%) Rubber and Misc. Plastic Products 16. ( 2.é%)
13. ( 2.9%) Instruments and Related Products 13. ( 3.1%)
14. ( 2.8%) Lumber and Wood Products 14. ( 3.0%)
15. ( 2.5%) Stone, Glass and Clay Products 12. ( 3.3%)
16. ( 2.4%) Apparel and Other Textile Products 15. ( 3.0%)
17. ( 1.8%) Textile Mill Products 17. ( 2.4%)
1 18. ( 1.7%) Misc. Manufacturing Industries 18. ( 1.7%)
19. ( 1.3%) Furniéure and Fixtures - 19. ( 1.5%)
20. ( 0.3%) Tobacco Manufactures 20f ( 1.4%)

21. ( 0.3%) ' Leather and Products 21. ( 0.6%)
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Who Pays the Price

They are known as ~
the Uruguay Round of the
GATT talks, and that alone
can make eyes glaze
over. But the current
stalemate could be costly
for most Americans, and
everyone else.

By J.F.0. MC ALLISTER WASHINGTON

N A RED TILE VILLA OVERLOOKING
Lake Geneva, long-suffering diplo-
mats shuttle in and out of meetings,
their faces betraying anxiety that
the most ambitious overhaul of in-
ternational-trade rules since World War II
is floundering. In Brussels, European
Community officials denounce the hard-
nosed obstinacy of their American coun-
* terparts. In Washington, George Bush
A struggles to convey optimism, dropping

vague references to “new ideas” that
might break the logjam between Washing-
ton and the E.C. In Tokyo, ministers try
quietly to bridge the gap between Europe
and the U.S,, lest there be any interruption
of the trade machine upon which Japan's
now imperiled prosperity depends.

The six-year-old bargaining session
known as the Uruguay Round of caTT, the
107-nation General Agreement on Tariffs
and Trade, is in trouble. Washington and
the E.C. are locked in a quarrel over how
much Europe will be allowed to subsidize
its farmers and thus give them an advan-
tage over everyone from American wheat
growers to Third World farmers trying to
produce cash crops for foreign markets.
There are fears that unless something is
done to break the stalemate, the world will
slip into commercial darkness and politi-
cal tension. Warns arT’s director general
Arthur Dunkel: “There will be major neg-
ative consequences for social stability and
even international peace.”

Perhaps so. But it’s hard for citizens in
the industrialized U.S.—which is relative-

TIME, MAY 11, 1992

ly self-sufficient and historically prone to
protectionist impulses—to get a grip on
GATT, let alone get very alarmeed about its
potential failure. Successive rounds of ne-
gotiations, diligently conducted since
1947, have pushed down tariffs from 40%
to 4% in member countries. Still, people
find it difficult to connect the statistical
aggregates of carT-speak with their lives
and wallets.

But open international commerce is as
vital to American prosperity as it is to any
other nation’s. Last year the U.S. was the
world’s largest exporter, selling a record
$422 billion worth of goods and $145 bil-
lion in services abroad. Each billion dol-
lars of exported merchandise generates
20,000 jobs, and fully one-third of the
country’s economic growth in the past five
years has flowed from the surge in foreign
sales. For example, more than $20 billion
in revenues made by U.S. airplane manu-
facturers comes from sales abroad, money
that then finds its way into the cash regis-
ters of grocery and shoe stores and insur-
ance agencies in the communities where

51
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the workers live. Corn growers bring more
than $6 billion of cash into the country,
scientific-instrument makers more than
$12 billion. Contrary to the protectionist
_shibboleths, imports benefit the country

as well: from cars to vcrs, the American’

consumer saves money because of cheap-
er products shipped from overseas.

Since the U.S. market is fairly open, a
GATT accord is expected to spur new ex-
ports for American firms while adding lit-
tle in the way of foreign competition that
U.S. products do not already face. Carla
Hills, U.S. Trade Representative, esti-
mates that a successful Uruguay Round
(so named for the talks’ original venue)
would generate an additional $5 trillion
in world -output over the next decade, of
which the American share would be a
hefty $1.1 trillion. It's “like writing a
check,” explains Hills, “to every Ameri-
can family of four for $17,000, payable
over 10 years.”

No one should wait by the mailbox. But
American industries and individuals do
stand to gain materially from a successful
Uruguay Round. The pact, as it stands,
contemplates a one-third drop in average
tariffs and safeguards against hidden ex-
port subsidies. It would also provide a
stronger forum for settling trade disputes
amicably than unilateral reprisals, such as
the $1 billion in new tariffs on European
goods that the U.S. threatened last week
in retaliation for E.C. subsidies on oilseeds
like soybeans.

The Uruguay Round is especially in-
teresting to American business because it
tackles whole new areas of commerce,
perhaps one-third of the world economy,
previously left outside GaTT controls: ser-
vices like banking, insurance and telecom-
munications; intellectual property such as
patents, software and video recordings;
and agriculture. These are all areas where
US. firms could strenuously compete
if foreign governments treated them
no worse than homegrown firms. For
example:

» Arthur Andersen, the accounting giant,
cannot penetrate the carefully designed
thicket of regulations that keeps its audi-
tors from practicing in Turkey.

»U.S. banks are denied access to auto-
mated-teller networks in some Asian
countries.

»IBM estimates that software duplica-
tion, especially in countries with weak
antipiracy laws, causes the company to
lose more than $1 billion in sales each
year.

»The foreign equivalent of “Buy Ameri-
can” laws have barred General Electric
from selling a single steam turbine to gen-
erate electricity in Europe since 1947.

But getting from here to garr will re-
quire a slog through the farmyards of the
world. “The key to the whole ATT equa-
tion is agriculture,” says a senior U.S. offi-
cial. “For the Latin Americans and the
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Asians to make commitments in services
and intellectual property, they have to get
access to agricultural markets.”

Precisely the problem, say farmers in
Europe. They like the quotas and tariffs

.provided by their governments to bolster

their incomes. And they fear the monetary
loss the Uruguay Round would bring
about in order to give foreign products a
fair shake. The E.C. doled out $45 billion in
subsidies last year, $4,100 a farmer, even
though farming generated a tiny 3.5% of
European output. Despite seeking their
own, albeit smaller, subsidies from Wash-
ington, American farmers resent the
E.C.’s largesse and threaten to fight any
GATT treaty that fails to curb it. But the
E.C. has dug in.

Washington, despite its free-market
rhetoric, spends about $8 billion a year to
underwrite American farmers. Trade bar-

The people who

will gain jobs in
computers and other
‘'services because

of GATT don’t know
who they are yet.

riers further boost farm income. Quotas
keep cheaper foreign sugar, for example,
out of U.S. supermarkets, which cost
American consumers $1.9 billion in 1987.
But these programs would continue al-
most untouched by the Dunkel proposal,
which gives credit for existing U.S. eﬁ"orts
to scale back subsidies.

While Americans may sneer at the far
more expensive addiction of Europe’s
farmers to subsidies and trade barriers,
some of Uncle Sam’s industries cannot
live without a stiff fix from Washington.

U.S. shipyards enjoy the protection of a-

50% tax imposed on nonemergency re-
pairs of U.S.-owned ships in foreign yards.
Another boost to maritime interests is a
law that prohibits foreign-built vessels
from carrying goods from one American
port to another. In Geneva, U.S. negotia-
tors say they want to exempt shipping al-
together from the new GaTr regime. Ex-
tensive textile quotas, which the Uruguay
Round proposes to bring under carr for
the first time, raise the bills of every
American family almost $500 a year, ac-
cording to a 1987 study. But the beneficia-
ries of such protection—politically well
organized textile manufacturers and

TIME, MAY 11, 1992

unions—can exert political leverage, while
those who pay for it are widely dispersed.

“The people who will gain jobs in com-
puters and services because of catr don’t
know who they are yet,” says a congres-
sional aide. “The people who will lose
their jobs in textiles know damn well who
they are.” The Bush Administration wel-
comes the Uruguay Round precisely be-
cause it will strengthen Washington’s
band in just saying no to inefficient firms
looking for a bailout. “This is a form of de-
regulation at home ” observes a senior
official.

If such pocketbook arguments for lib-
eralized trade aren’t convincing enough, .
there are some compelling political ones.

The countries in Latin America, Eastern

Europe and the former Soviet Union now
groping toward economic liberalism covet
GATT membership as a way to reinforce
market-oriented reforms and to win for-
eign investment. It would be unfortunate
for garr to wither and die just as these
countries are joining up.

Moreover, many experts predlct thata
collapse of the Uruguay Round would
shove the world economy into a protec-
tionist spiral, leading to serious political
frictions between the U.S. and its major
trading partners reminiscent of the Great
Depression. “With the collapse of com-
munism,” says a White House official,
“we're finding that our relations with
countries around the world are focused
more on economics and that the irritation
points are economic too.” If these irrita-
tions accumulate, huge regional trading
blocs under construction in Europe and
the Americas could be joined by one in
Asia, all of them bristling with trade
barriers. - .

Other analysts doubt that the after-
shocks of a garr failure would be so cata-
clysmic, and they point out that carr rules
were unable to solve America’s trade prob-
lems with Japan in the-1980s. Some envi- -
ronmentalists argue that a strong free-

trade regime will block individual

countries from banning ecologically sus-
pect products or sub51d1zmg conservation,
and they dislike caTT’s relentless quest for
economic growth. -

What's next? Washington is promot-
ing the July 6 summit of the leaders of the
seven industrialized nations, known as
the G-7, as the logical deadline for resolv-
ing its impasse with Europe over farm
subsidies. “These are very difficult prob-
lems,” says a senior Administration offi-
cial, “but at some point everybody has to
hold hands and jump into the water.” The
diplomats in Geneva may find their job
easier if they recognize that any lengthy
negotiation reaches a point where the
best becomes the enemy of the good. But
they will also be aided by a broader con-
stituency aware of what it all means for
them. ~  —Withreporting by
Adam Zagorin/Brussels
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THE SECRETARY OF THE TREASURY
’ WASHINGTON

May 27, 1992

MEMORANDUM TO THE PRESIDENT

FROM: ' ~ Nicholas F. Brady 2 577$,

As mentioned in the PCG meeting this morning, I think your
speeches ought to include examples of how NAFTA and an open
trading system works in additijon to expressing determination to
complete the NAFTA agreements. This would give specificity and
give people a better understanding of what you are driving at. I
am sure your own speech writers can come up with plenty of good
examples but here are some that I have been using:

"y. S. exports to Mexico have almost tripled since 1986,
creating 300,000 American jobs."

"In 1991 U. S. export growth to Mexico outpaced import
growth by 5 to 1, providing a $1.6 billion trade surplus."

"The new jobs are not occurring only in the obvious growth
regions of the country. We would expect the border states of
california and Texas to be among the chief exporters to Mexico,
and they are. But who would guess that our top ten exporters to
Mexico today would include Michigan, Illinois, New York,
Pennsylvania and Florida? They do." '

"y, S. exports to Latin America and the Caribbean have
doubled since 1986. They now amount to almost $63 billion
annually and have created over 600,000 U. S. jobs."

"over the last five years, export expansion has accounted
for over one-third of GDP growth, and for every 2 1/2 percent
growth in GDP, we create almost 2 million new jobs per year."
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THE WHITE HOUSE

WASHINGTON

March 2, 1992

MEMORANDUM FOR' DAVID DEMAREST

SPEECHWRITERS
RESEARCHERS
FROM: MICHELE NIX\‘N
SUBJECT: NEW NUMBERS FOR STATE EXPORTS/EMPLOYMENT

Early last week I received information from Commerce re
state export/employment figures for Georgia. Research had
earlier received likewise data from USTR. The numbers didn't
match.

I put in a call to David Walters, chief economist at USTR,
about this problem -- which all too often occurs. He apologized,
saying that the President shouldn't be receiving two different
sets of info. Commerce, Walters explained, wields data from 1987
figures -- the latest data we have in most cases. USTR believes

* that the President should not have to quote figures from when he
‘wasn't even President and that are often not the best numbers
available -- so USTR prefers to make reasoned estimates.

Walters arranged a meeting last week with two big wheels at
Commerce: Tony Villamil, their chief economist; and Mark Plant,
the Under Secretary for Economic Affairs. A policy decision was
made: to have the President use up-to-date estimated figures --
with the understanding that we would be sure to use the word
nestimated" in these cases.

Walters is one of the few departmental "number" people who
seem to understand what these numbers are used for -- the impact

| they can have, and how they can be called into question if

| inaccurate. Walters did a terrific job at pulling this all
together for us at the last minute and helping us rework the new
and improved numbers- for Georgia. . ‘

His staff is working with Commerce to do the same for the
remaining states -- which should be ready early this week.

~ Researchers: Any gquestions you may have about your speeches for
. this week, give David Walter's a call. )

| I've attached a copy of a memo I received from Walters,
which outlines the new policy.
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OFFICE OF THE UNITED STATES

TRADE REPRESENTATIVE
EXECUTIVE OFFICE OF THE PRESIDENT
WASHINGTON
t 20508

February 27, 1992

From: pavid Walters, Chief Economist, USTR
Subject: " pata on State Exports and Related Employment

This memorandum describes an understanding I have reached with
: Tony Villamil, the Chief Economist at Commerce and with the
! concurrence of Commerce’s Acting Under Secretary for Economic
affairs, Mark Plant.

In order for the President to have reasonable, up~to-date
estimates of state exports and related employment, USTR and
Conmerce have agreed to the development of estimates for 1991,
pased on data for 1987, the most recent year available from the
Bureau of the Census.

At your reguest, USTR has made such estimates for Georgia. They
are provided, alrag with a description of the method of
estimation, at the end of this memorandum. USTR is currently
) developing similar estimates for all 50 states. These estimates
' should supersede estimates for 1990 circulated earlier.

: Memorandum To: Michele Nix, White House Speech Writing

|

|

|

| Because the 1991 figures are based on 4-year extrapolations of
available data, both USTR and Commerce agree that they should be

’ carefully and accurately characterized as nestimates™ when used.

| In addition, the Commerce Department has a strong preference that

they be referred to as ntestimates based on national trends."” :

Any technical guestions about estimates should be addressed to:

David Walters or Tony Villamil

Chief Economist Chief Economist

USTR U.S. Department of Commerce
(202) 395-3583 (202) 377-8181

In regard to the President’s use of state export nunmbers, Dr.
villamil has suggested that someone check with local Chambers of
Commerce as they sometimes produce estimates of state exports and
related employment already in significant circulation in the
state. ' '
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| Exports (direct and
- indirect) of Manu-
] factures . $7.7 billion $13.7 billion

Manufacturing and Non-
manufacturing
- RN . Employment Related to
Georgia’s Export of

Manufactured Product 114,400 164,984
The following estimation technique was used:

-- Fach 2-digit SIC (Standard Industrial Classification)
category of Georgia’s direct and indirect exports of
manufactures reported for 1987 was increased by the
rate of growth between 1987 and 1991 of U.S. exports
(all 50 states) in the same category.

-- Manufacturing and non-manufacturing employment related
to Georgia‘’s exports of manufactures in 1987 was
increased proportipnally to the increase in the value
of nominal exports in each SIC category.

-- The 1991 exports for all SIC manufacturing categories
were totalled for an estimate of the current dollar
value of Georgia’s direct and indirect exports of
manufactures in 1991,

-=- 1991 export-related employment was similarly totalled
for all SIC manufacturing categories. This 1991
employment total was then reduced 18.7 percent to take
account of productivity gains in export employment and
price inflation in export values between 1987 and 1991.
This reduction was estimated from data provided by Dr.
villamil’s office on the number jobs supported by each
billion dollars in total U.S, exports in 1987 and 1990.
A figqure for 1991 was extrapolated from the 1987 to
1990 data,

cc: Ambassador Hills
Ambassador Katz
Ambassador Moskow
Gary Edson
Mark Plant (Commerce)
Tony Villamil (Commerce)
~ Steve Farrar (White House)
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Trade’

Is Unfair

By 'JA-ME.S BOVARD

rom Rep. Richard Gephardt denouncing the Japa-

nese, to Sen. Max Baucus denouncing the Canadi-

ans, to environmentalists denouncing the Mexi-

cans, allegations of unfair foreign trade practices

may be at an all-time high. Unfortunately, the
pursuit of fair trade has become a license for politicians to
exercise vast arbitrary power over American consumers.
Fair trade is a moral delusion that could be leading to
economic catastrophe.

When politicians call for fair trade with foreigners, they
almost always hypocritically use a concept of fairness that
makes a mockery of the word’s normal usage. In exchanges
between individuals—and in contract law—the test
of fairness is the voluntary consent of each party
to the bargain: “the free .

nies are assumed to be lying and American companies are
assumed to be telling the truth. .

The official U.S. definitions of unfair trade are proliferat-
ing almost as fast as the number of trade lawyers in Wash-
ington, D.C. In recent years the U.S. government has penal-
ized foreign farmers for not paying wages to their wives and
children, foreign governments for not coercing foreign com-
panies to buy more American products and foreign compa-
nies for relying on part-time labor, making charitable dona-
tions, not having computerized sales records and failing to
charge their American customers the highest prices in the
world. Federal law currently assumes that foreign competi-
tion that prevents American companies from raising their
prices unfairly injures them.

Federal trade policy intentionally sacrifices some indus-
tries to other industries. American manufacturers have
been forced to grovel before Commerce Department officials
for each ton of specialty steel they are allowed to import.
Restrictions on steel-crankshaft imports in 1987 hurt diesel-

.truck engine manufacturers, restrictions on ball-bearing

imports in 1989 hurt scores of American industries and
restrictions on flat-panel computer displays hurt computer
makers in 1991. Fair trade is profoundly anticompetitive:
trade restrictions have given American firms monopolies or
duopolies on the sale of steel rails, bicycle tires, tungsten ore,

textile fabrics and numer- -

will which constitutes fair
exchanges,” as Sen. John
Taylor wrote in 1822, When
politicians speak of unfair
trade, they do not mean that
buyers and sellers did not
voluntarily agree, but that
federal officials disapprove
of the bargains American
citizenschosetomake. “Fair
trade,” as the term is now
used, usually means govern-

ous chemicals, Thanks to
economically perverse U.S.
trade laws, the more in-’
efficient and backward an
American industry is, the
more likely the U.S. govern-
ment will blame foreign
companies for its problems.
American politicians are
profiteering on allegations
of foreign unfairness. For
American trade policy, need

. ment intervention to direct,

control or restrict trade. Fair trade means éowiernment_ offi-
cialsdeciding what Americans should be allowed to buy and

) what prices they should be forced to pay.

Fair trade often consists of some politician or bureaucrat
picking a number out of thin air and imposing it on foreign
businesses and American consumers. Fair trade means that
Jamaica is allowed tosell the United States only 950 gallons
of ice cream a year, that Mexico may sell Americans only
35,292 bras a year, that Poland may ship us only 350 tons of
alloy tool steel a year and that Haiti is allowed to sell the
United States only 7,730 tons of sugar. Fair trade means
permitting each American citizen to consume the equiva-
lent of only one teaspoon of foreign ice cream per year, two
foreign peanuts per year and one pound of imported cheese
per year. Fair trade means that the U.S. Congress can
dictate more than 8,000 different taxes on imports, with
tariffs as high as 458 percent. : )

Webster’s New World Dictionary defines “fair” as “just

and honest; impartial; unprejudiced.” Yet, most of the for-

eign trade practices deemed unfair are not considered un-
fair if done by the U.S. government or by an American
company. The United States levied an import surtax on
Thai rice in 1986 because of a small Thai government rice
subsidy—though the U.S. government simultaneously pro-
vided a subsidy more than a hundred times larger to Ameri-
can rice growers. American trade law requires foreign com-
panies to earn a significantly higher profit than American
companies—or else be penalized as if they are selling at a
loss. In federal unfair-trade investigations, foreign compa-

is the basis of right, and po-
litical-campaign contributions are the measure of need. The
more foreign unfair practices American politicians claim to
discover, the more power they seize over what Americans
are allowed to eat, drink, drive and wear. Each new defini-
tion of unfair trade becomes a pretext to further restrict the
freedom of American citizens. In practice, fair trade means
“From each according to what politicians demand, to each
according to what politicians choose to give.”

Medieval pursuit: Every trade barrier undermines the pro-
ductivity of.capital and labor throughout the economy. A
1984 Federal Trade Commission study estimated that tar-
iffs cost the American economy $81 for every $1 of adjust-
ment costs saved. Restrictions on clothing and textile im-
ports cost consumers $1 for each cent of increased earnings
of American textile and clothing workers, according to the .
London-based Trade Policy Research Centre. According to
the Institute for International Economics, trade barriers
are costing American consumers $80 billion a year—that’s
equal to more than $1,200 per family.

Government cannot make trade more fair by making it
less free. The time has come to deregulate our national
borders—to end the medieval pursuit of a “just price” for
imports—and to cease allowing government officials to have
economic life-and-death power over American businesses. It
should not be a federal crime to charge low prices to Ameri-
can consumers.

Bovard, the author of “The Fair Trade Fraud” (St. Mar-
tin’s Press), writes frequently on trade issues. _ :

N
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A Burdensome Legacy

The Reagan Administration’s Trade Policy

P A UL A

ongress, the executive branch, and the U.S. Interna-

tional Trade Commission all help shape U.S. trade

policy. Presidential leadership, however, is critical if

the United States is to continue on the path of trade

liberalization charted in the 1930s and prevent do-
mestic interest groups from taking over the trade policy process. In
this regard, the Reagan administration deserves low marks for its
stewardship of America’s free trade tradition. Notwithstanding his
free trade rhetoric, Ronald Reagan was unable to resist the politics
of protectionism.

At the root of the Reagan administration’s trade troubles was
its chosen macroeconomic policy mix—a loose fiscal policy,
which resulted in record budget deficits, and a tight monetary
policy, which kept interest rates high. Interest rates had started to
shoot up in the late 1970s, but their stinging effects continued
through the deep 1981-82 recession. Among the worst casualties
were the heavily cyclical auto and steel industries, whose interna-
tional competitiveness had already been slipping in the 1970s.

The high interest rates also sent the dollar’s exchange rate soar-
ing. While the strong dollar facilitated the financing of the U.S.
fiscal deficit and helped to fight inflation, it compounded the trade
woes of American industry, making imports cheaper in the U.S.
market and exports more costly overseas. Record-breaking trade
deficits rocked U.S. industries and workers, and pressures for pro-
tection mounted.

The administration’s response to those pressures was to talk
tough and spurn the existing structures for dealing with trade
complaints, but, in private, to capitulate and to make special ar-
rangements for politically important industries. As David Stock-
man, the president’s Director of the Office of Management and
Budget, put it, the strategy was to “espouse free trade, but find an
€Xcuse on every occasion to embrace the opposite. As time passed,
we would find occasions aplenty.” -

To be sure, Reagan’s second term showed improvement, be-

S T ER N

ginning with the September 22, 1985, Plaza Accord decision to
Join with U.S. trading partners to allow the dollar to depreciate.
The new team of trade policymakers— Treasury Secretary James
A. Baker Il and U.S. Trade Representative Clayton Yeutter— be~
gan to take steps to open markets abroad rather than protect them
at home. The administration concluded negotiations for a U.S.-
Canada Free Trade Agreement and launched the Uruguay Round
of the General Agreement on Tariffs and Trade (GATT) multilat-
eral trade talks.

But it was too little, too late. By the mid-1980s the genie of
protection was out of the bottle.

Rules versus Politics
The United States has two systems for dealing with trade com-
plaints. Broadly speaking, the first system is “rule-oriented,” while
the second is “political.” The rule-oriented system is intended in-
sofar as possible to be free of politics. When members of an indus-
try allege “unfair” competition, the relevant statutes require inves-
tigations by the International Trade Administration (ITA) of the
Department of Commerce and by the U.S. International Trade
Commission (ITC), an independent agency. In this system, crite-
ria are set, transparency prevails, decisions are made on the record
and are all sanctioned by multilateral covenants under the GATT.
All industries and all countries, large and small, get their day in
court. Procedures are definite, ad all litigants are aware of them.
Most investigations involve allegations of unfair and injurious
competition from subsidized imports or dumped imports (imports
sold at less than fair value) and are intended to ensure “fair” pric-
ing. Complaints are filed under antidumping and countervailing
duty statutes (Title VII of the Tariff Act of 1930). Once a com-
plaint is made, the ITA rules on whether dumping or subsidization
has in fact occurred as alleged. The I'TC rules in a parallel inves-
tigation on whether a petitioning domestic industry is suffering
“material” injury as a result of dumped or subsidized imports.

Paula Stern is president of The Stern Group, an international trade and economic advisory firm, and fellow at the Foreign Policy Institute of Johns Hopkins

University. From 1984 to 1986, she chaired the U.S. International Trade Commission, where she served as commissioner from 1976 to 1987. She is the
author of Water’s Edge—Domestic Politics and the Making of Foreign Policy. This article is drawn from “The Reagan Administration’s Trade
Policy,” in American Economic Policy in the 1980s, edited by Martin Feldstein (University of Chicago Press, Jorthcoming).
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If the ITA and the ITC both make positive determinations, a
dumping or countervailing duty is applied to remove the unfair
advantage of the import. The ITA determines the level of the duty
based on the margin of “unfair” activity it has found. Another arm
of the executive branch, the Customs Service of the Treasury De-
partment, collects the duty.

The International Trade Commission is specifically equipped
to shield Congress and the president from political pressures.
Founded in 1917 as the Tariff Commission, it was designed by
progressives to “take the tariff out of politics.” The politics, how-
ever, did not come out right away. Under the U.S. Constitution
the president manages foreign affairs and Congress regulates for-
eign commerce. Both the president and Congress play important
roles in developing international trade policy, and, not surpris-
ingly, the Tariff Commission found itself caught in the middle
when elected officials—driven by constituent concerns—ecither
urged import restraints (for domestic interests) or import liberal-
ization (for foreign policy or diplomatic reasons).

Changes in the law, particularly in 1974 and 1979, increased
the agency’s independence, especially of the White House. The
Trade Act of 1974 required that the ITC budget go directly to
Congress without passing the scrutiny of the Office of Manage-
ment and Budget. In addition, the act stipulated that members of
the Commission be appointed by the president, with the advice
and consent of the Senate, for nine years—one year longer than
any president can sit in the White House. An appointee cannot be
reappointed by the president, so decisions at the Commission
need never be made with the thought of pleasing or displeasing
the White House or Capitol Hill. The chair rotates every two
years between the parties, and the president may not designate ei-
ther of his last two appointees to be chair—again as a way of in-
sulating Commission decisions from diplomatic pressures that
might be transmitted through the White House.

Even so, the ITC is not entirely divorced from the political
process. Appointments, of course, are made by the White House.
Congress—particularly the chairmen of the Senate Finance Com-
mittee and the House Ways and Means Committee—tries to
influence the appointment process. During the Reagan presi-
dency, the White House attempted to tip the party balance and
strengthen White House control over the Commission through
the timing and designation of members and the chair. On at least
one occasion Congress objected to White House manipulation of
the rules for selecting members and designating the chair, and the
chair eventually rotated as the statute had originally envisioned.

The very fact that the ITC conducts its “unfair imports” inves-
tigations in tandem with the ITA, which is part of the executive
branch, suggests that the “rule-oriented” process itself is neither
entirely mechanistic nor divorced from the political process. Rules
on unfair imports leave room for Judgment and discretionary be-
havior on the part of politically appointed decisionmakers. More-
over, import relief procedures may be vulnerable to political ma-

nipulation since the same office both investigates the allegations
and decides the issue.

The Political System < —_— -

In _the overtly political system for resolving trade disputes, the de-
cisionmakers are elected officials who are directly exposed to po-
litical muscle. Within this system, the guidelines are obviously
less clear.

Both Congress and the president can operate outside the
confines of the formal trade laws. For its part, Congress can pass
new laws to supersede the old—if the president goes along and
does not veto the changes. Presidents can and have used their

40

constitutional authority to persuade foreign governments to limit
their exports to the United States and have established adminis-
trative mechanisms to implement the restraints. President John-
son did so in 1968 to forestall congressional legislation that would
limit carbon and alloy steel imports into the U.S. market. Both
Japan and the European Community agreed in December 1968
to a three-year voluntary restraint agreement for their steel ex-
ports. Subsequently, President Nixon renewed the steel agree-
ments. In January 1978 the Carter administration began monitor-
ing the price of steel imports through a “trigger price”
mechanism. The trigger price was the estimated landed costs of
the world’s most efficient producer—at that time, Japan—for
imported steel. If a foreign producer sold steel in the United
States below that price, formal antidumping proceedings would
be initiated by the ITA and the ITC.

The Reagan administration, however, took unprecedented ad-
vantage of the political system. Without the encumbrance of statu-
tory standards, it unilaterally decided what imports were “fair” or
injurious in a number of significant trade cases. At times, the po-
litical system simply swamped the rule-oriented system.

The Political Pressures

Throughout 1981-85, as U.S. industries staggered under the bur-
den of a soaring dollar, burgeoning import competition, and de-
clining exports, the Reagan team talked “free trade.” It seemed to
disregard the effect of the superdollar on U.S. manufacturing and
on farm sectors exposed to foreign competition. By the mid-1980s
the perception was rife that the administration was neither ade-
quately nor consistently using the means to defend U.S. trade in-
terests that Congress had authorized in earlier legislation.

One congressionally sanctioned trade remedy authorized the
administration to take a variety of actions to improve access to for-
eign markets. Section 301 of the Trade Act of 1974 provided the
president with tools to open foreign markets to U.S. products. It
allowed the president to open negotiations with any country that
unfairly burdened or restricted sales of U.S. goods in its markets.
If negotiations were unsuccessful, the United States could retaliate
by imposing tariffs or quotas. But, especially during its first term,
the Reagan administration virtually ignored its authority to bring
section 301 cases.

Another remedy was Trade Adjustment Assistance, which pro-
vided maintenance payments and job retraining to workers who
lost their jobs because of import competition. Created in 1962 to
gain labor’s support for the Kennedy Round of the GATT mul-
tilateral trade talks, TAA was enlarged and liberalized in 1974 to
win labor support for the Tokyo Round. During 1974~80—un-
der Presidents Nixon, Ford, and Carter—merchandise 1mports
more than doubled, and the numbers of workers receiving TAA
grew significantly. Republican critics claimed that TAA was used
by the Carter administration to gain labor support in the 1980
election, and many neutral observers noted that TAA was not fully
doing the job of retraining workers or dampening pressures for
protectionism. In any event, after Reagan took office, he per-
suaded Congress to eliminate funding for TAA.

But at the same time that the administration criticized or ig-
nored the trade laws and adjustment programs developed by Con-
gress, it was negotiating “voluntary” agreements with U.S. trading
partners to limit imports in a few politically important industries.

Automobiles

In 1980, at the end of the Carter administration, the United Auto
Workers and Ford Motor Corporation petitioned the ITC for im-
port relief. The autoworkers had already petitioned for TAA, and
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The Reagan administration took unprecedented advantage of

the political system. Without the encumbrance of statutory

standards, it unilaterally decided what imports were “fair” or

injurious in a number of significant trade cases. At-times, the

political system simply swamped the rule-oriented system.

approximately $1 billion was paid to autoworkers who lost their
jobs because of imports.

In the ITC automobile investigation, unfair trade was not even
alleged. The ITC acted on the petition for relief under section
201, which provides for investigation of cases of injury from fairly
traded imports. In this case, the ITC issued a negative section 201
finding: imports were not the most important cause of serious in-
jury. But the administration ignored the finding and the law. For
the first and only time ever, a president chose to ignore the po-
litical shield the ITC provided and proceeded to provide protec-
tion for an industry found not injured by imports.

In the spring of 1981 support was growing in Congress for au-
tomobile import quotas, domestic content legislation, and sectoral
reciprocity in conducting trade relations. Some have argued that
Reagan had no choice but to bow to congressional pressure. But
in 1981 the president was basking in his overwhelmingly large
electoral mandate and was still in his honeymoon period with
Congress. Had Congress enacted a quota or domestic content
bill—something it never did—he had the political clout to veto
it and to beat back any attempt to override the veto.

Reagan, however, had another agenda. According to David
Stockman’s 1986 account, on March 3, 1981, Transportation Sec-
retary Drew Lewis announced in a Cabinet Council meeting that
“the time had come to ‘keep faith with our campaign pledge’ to
restrict Japanese auto imports.” And sure enough, the following
May the Japanese “did mysteriously ‘volunteer’ to limit their auto
exports to 1.68 million vehicles.”

The voluntary restraint agreements with the Japanese auto in-
dustry were in effect through 1984 and brought U.S. automakers
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some $9 billion in added revenue. But an ITC study in 1985
showed that Japan earned an extra $5 billion as well. The Japanese
renewed the VRAs unilaterally for a fifth and again for a sixth year,
giving us the new trade phenomenon of “monolateralism,” or pre-
emptive self-imposed protection for one’s ailing trading partner.

Steel

In October 1984, one month before the presidential election, the
administration again ignored the ITC, this time dismissing a sec-
tion 201 affirmative finding of import injury from fair competition
on several categories of carbon steel. Instead, the administration’s
negotiators concluded voluntary restraint agreements with 27 dif-
ferent countries, expanding the categories of steel to include spe-
cialty steel. The administration also muddied the distinction be-
tween fair and unfair competition by justifying its VRA quotas as
a necessary response to “unfair” import competition in steel.

William Niskanen, one of three members of the president’s
Council of Economic Advisors, has candidly acknowledged the
politics surrounding the decision: “As was characteristic of the
1984 campaign, the administration was on both sides of this issue,
articulating a policy of free trade and implementing an extensive
set of new import quotas.”

The upshot of the decision was the same as in the case of autos.
One of the country’s most politically influential industries gained
protection from imports in a way that deviated from congression-
ally sanctioned rules that call for temporary relief extended on a
nondiscriminatory basis.

Again, both Congress and the White House lined up on the
side of import relief. But Congress attempted to move beyond

41




mere protection to encourage long-term adjustment. At the
urging of the United Steelworkers of America, it passed the Steel
Import Stabilization Act requiring that any cash flow derived from
import relief be reinvested into modernization and retraining
workers. The act required the president, the ITC, and the U.S.
‘Trade Representative to monitor the reinvestment. The adminis-
tration initially opposed the legislation, which it perceived as “in-
dustrial policy,” but eventually ironed out a compromise.

Renewed Congressional Assertiveness

The beginning of wisdom for the Reagan administration was the
admission, after the president’s 1984 reelection, that the superdol-
lar had compounded the problem of restoring U.S. economic
competitiveness. In coordination with its chief trading partners,
the United States hammered together the Plaza Agreement in
September 1985, bringing heavy pressure on an already declining
dollar. The administration also began to pursue section 301 market
access trade cases to open markets abroad.

The rhetoric changed after the president’s reelection. “Fair
trade” replaced “free trade” and became the cloak of new forms
of import protection for other industries. But whereas the trade
statutes that are on the books were eschewed before the 1984
election, the administration stretched its mandate—once again
undermining the rule-oriented system—by self-initiating or re-
opening previously closed investigations (of allegedly dumped
semiconductors and subsidized lumber) when political pressure to
do so mounted. '

By that time, however, Congress had lost its confidence in the
administration’s ability to handle trade policy. The result was the

Omnibus Trade and Competitive Act of 1988, the first congres-

* sionally initiated major trade bill since the Smoot-Hawley Act a

half century earlier.

Many provisions of the new law were meant to prod the ad-
ministration into taking a more assertive trade posture, particularly
in opening foreign markets to U.S. exports of goods and services.
For example, to force the administration to use its section 301 au-
thority, Congress restricted (but not absolutely) the president’s
freedom not to retaliate if a negotiation with a foreign trading part-
ner breaks down. Furthermore, Congress took from the president
the job of deciding when and how to act on section 301 petitions
and gave it to the U.S. Trade Representative.

Several other provisions of the 1988 act also reflected
Congress’s desire to encourage long-term adjustment and to es-
tablish a more formal process for seeking exchange rate stability.
For example, the president was required to seek negotiations with
other countries to better coordinate macroeconomic policies, re-
duce trade imbalances, and stabilize exchange rates. In addition,
the Treasury Secretary was required to identify periodically any
countries that manipulate their. currency’s exchange rate relative
to the dollar and to seek bilateral agreements to eliminate these
unfair advantages. Moreover, a Competitiveness Policy Council
consisting of representatives from business, labor, government,
and academia was authorized to identify economic and social
problems affecting U.S. competitiveness and recommend coordi-
nated long-term strategies for dealing with these problems.

Even though the trade bill was a repudiation of the Reagan ad-
ministration’s trade policy, it was also, ironically, an unmistakable
sign of Reagan’s influence on U.S. trade policy in the 1980s. In

Reagan administration trade policies during the 1980s were costly

both in terms of results and in terms of processes. The Reagan

team’s neglect of existing trade laws and rules has saddled the .

United States with a political, economic, diplomatic, and legal

legacy that future administrations and Congresses must dismantle.
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passing-the bill, Congress took up the Reagan team’s explanation

“for America’s trade problems—namely, “unfairness”—and its so-

lutions—namely, heavy reliance on protection.

Legacies of the Reagan Era

By the time President Bush took office, U.S. industries were con-
vinced that political muscle was the trade tool of choice at both
ends of Pennsylvania Avenue. By granting import relief in ways
that exceeded its legal mandate or skirted conventional import
regulatory practice, the White House had legitimized efforts to
use politics—not necessarily economic merit or legal criteria on
“injury” or “unfair competition”s—and opened the door wider
for special interest pleading to replace national interest as the basis
for making U.S. trade policy.

But, although the costs to the nation’s consumers had risen as
a result of the protection offered to politically powerful industries,
the industries themselves had not necessarily been able to regain
a competitive edge. Protected producers had been able to increase
profits or even market share in the short term, but had not made
the necessary longer-term adjustments. The voluntary restraints
on automobiles actually intensified the competitive challenge to
the Big Three U.S. automakers by accelerating the foreign direct
investment of Japanese manufacturers in the United States. The
Big Three have continued to lose market share to Japanese name-
plates (imported as well as made in the United States). Japan's
share of the U.S. car and truck market increased from 21.2 percent
in 1980 (when the petition was filed) to 23.4 percent in 1990. As
the Japanese automobile voluntary restraint agreements tapered
off, the industry returned to Washington this summer for an-
tidumping relief on minivans.

The consequences of the steel voluntary restraint agreements
were similar. In 1988 steel industry profits were high and the mills
were running at full capacity. Average steel prices, however, had
increased as much as 40 percent since 1985, thus penalizing and
jeopardizing the customer base on which the steel industry relies.
Steel-using manufacturers such as makers of appliances, machin-
ery, metal products, and transportation equipment experienced
significant VRA-induced shortages that disrupted their production
schedules. As soaring steel costs ate at their profits, the ability of
these steel users to modernize and export were stifled. According
to a study by the Center for the Study of American Business, the
voluntary restraints on steel saved 17,000 steel jobs but cost 52,400
in other industries. The Reagan administration had abdicated its
chance to insist on fundamental changes necessary to equip U.S.
industry to compete by improving performance. And it had fur-
ther undermined American competitiveness and led to lost sales in
domestic and international markets.

By appearing to give low prority to trade regulation— partic-
ularly in its first term—and giving short shrift to trade remedies
and adjustment that the law provided, the Reagan administration
had set into play a movement among restive casualties of its 1980s
economiic policies to dismiss the legal framework for dealing with
import competition—particularly section 201—or at the most to
use it to set the stage for a political assault on the White House.

The crescendo of Reagan administration claims of “unfair”
trade to justify market intervention in cases where no unfair trade
had been demonstrated had also confused official and public
thinking about the purpose of the trade laws. The general public
had come to believe that the biggest U.S. trade problem was the
unfairness of our trading partners. In fact, despite hundreds of
claims of “unfairess” from U.S. industry in the 1980s, only a tiny
fraction of U.S. imports is affected by antidumping and counter-
vailing duty investigations. The precise figures for the past several
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years are two-tenths of 1 percent of imports during 1987, four-
tenths of 1 percent during 1988, and two-tenths of 1 percent dur-
ing 1989.

The public had also been given the false impression that pro-
tection, especially against unfairly traded goods, will solve a given
industry’s problems. In fact, often an industry’s most important
problems are not unfair competition and may not even be over-
seas competition, whether fair or not. The source of the industry’s
problem may very well be internal or exacerbated by government
rules and policies that have unintended consequences for industry.
Import problems, therefore, may be more symptoms than causes
of an industry’s lack of competitiveness.

Looking Ahead

Reagan administration trade policies during the 1980s were costly
both in terms of results—consumer costs and lost opportunities.
for responding to increasing international competition—and in
terms of processes. The politicization of trade policy and the re-
treat to unilateral protectionism diminished intellectual support for
the rule-based multilateral system. The Reagan team’s neglect of
existing trade laws and rules has saddled the United States with a
political, economic, diplomatic, and legal legacy that future ad-
ministrations and Congresses must dismantle.

What will be the impact of that legacy over the next few years?
Political pressures for protection tend to flourish under certain
conditions. During presidential campaigns, candidates are partic-
ularly anxious to please special interests. When the trade deficit in-
creases, so do sectoral calls for protection against foreign compe-
tition. When unemployment is on the rise, that too brings cries
for relief. Unemployment has risen to 7 percent, and the United
States is entering the 1992 presidential sweepstakes. And although
the trade deficit has fallen from $152 billion in 1987 to about
$75-$85 billion in 1991, it is projected to hit triple digits again in
1992.

This past year the United States confronted the recession that
it had avoided for nearly eight years. And now the timing and
characteristics of a recovery preoccupy the nation. The best way
out of the recession is through a strong surge of exports. An ex-
port-led strategy for recovery has the added virtue of improving
America’s trade deficit. But the feasibility of rekindling the U.S.
export boom that began in 1987 and is now slowing depends a
great deal on the dollar’s value and the relative growth rates in the
major export markets of Europe and Japan. Unfortunately, the
dollar’s value has increased 20 percent since fanuary, and other
major economies are slowing too. As long as the dollar does not
climb too high and U.S. exports stay price competitive, and as
long as Japan and Europe grow briskly and are receptive to Amer-
ican goods, this strategy can work.

If the export-led growth strategy fails, George Bush will face
reelection in a recessionary—or weak recovery—environment
with unemployment high, if not rising, and the trade deficit pro-
jected to grow.

Bush, the internationalist, could use a debate on approval of the
Uruguay Round of GATT trade talks to begin to reverse the Rea-
gan legacy. He could channel protectionist pressure into a multi-
lateral trade treaty that would open markets abroad. That would
give him the opportunity to paint any Democratic opposition to
the Uruguay Round—should it develop— as the economic
equivalent of opposition to use of military force in the Gulf war.

In the end, Bush, like every president before him, has the
power to channel congressional concern and ultimately shape
America’s trade policy. The question is not one of political power,
but of political will.

43




MN “2NUBA
suotl

1S11Y30022%

P TR -

s

4

I AV T




CAROL GRAHAM

The Enterprise

for the Americas

A Development Strategy

212

[nitiative

for Latin America?

Carol Graham is a guest scholar in the Brookings Foreign Policy Studies program and
an adjunct professor in the Department of Government at Georgetown University. Her
current research is on poverty alleviation and employment issues in countries undergoing
structural reform. This article is adapted from testimony presented to the House Sub-

committee on International Development, Finance, Trade, and Monetary Policy in May.

n June 27, 1990, the Bush administra-

tion announced the Enterprise for the

Americas Initiative, the first compre-

hensive policy agenda for the entire

Latin American region since President

Kennedy’s ambitious Alliance for
Progress. In contrast to the Alliance, which relied pri-
marily on U.S. aid, the Initiative depends on strategies
that reflect the budgetary constraints of the 1990s. Its
three principal aims are to create a free trade zone in
the Americas, to stimulate foreign investment in the
region, and to reduce or cancel some $12 billion in
U.S. government loans.

Late in February the president presented legislative
proposals that would begin to implement the latter
two goals—increasing investment and reducing debt.
For some Latin American nations the president’s pro-
posals offer real hope for growth and development.
Yet for others the conditions necessary to participate
in the initiatives the president is proposing are impos-
sible to meet for the foreseeable future.

Although the Initiative has many constructive ele-
ments, it is simply too limited in its aims to serve as a
comprehensive policy toward the region. As it is now
structured, it will leave behind the poorest and most
unstable countries of Latin America, with negative
economic and political consequences for the region as
a whole. If the Initiative is to succeed as a region-wide
stimulus to economic progress, it must be made flex-
ible enough to incorporate all the countries of Latin
America, and provision must be made for other forms
of assistance above and beyond the Initiative.

The February 1991 Proposals

Three proposals are at the heart of the legislation pre-
sented by the president in February. First, the presi-
dent proposes to confribute $100 million a year for
five years to the Initiative’s multilateral investment
fund to be administered by the Inter-American Devel-
opment Bank. The money would go for grants to
fund specific, market-oriented investment policy ini-
tiatives, such as reform of domestic capital markets,
undertaken by governments of the region.

The president also plans to establish a special Initia-
tive facility within the Treasury Department to admin-
ister the reduction of. foreign debt owed to official
creditors (as opposed to commercial banks). To be el-
igible for debt-reduction benefits, a country must
have—or, in exceptional circumstances, must have
made significant progress toward—a standby arrange-
ment with the International Monetary Fund to enable
it to receive temporary emergency credit. A country
must also have negotiated a World Bank structural ad-
justment loan to make specific reforms. It must-also
have made major investment reforms in conjunction
with an Inter-American Development Bank loan or
be making progress toward an open investment re-
gime, and, if appropriate, have agreed with its com-
mercial bank lenders on a satisfactory financing pro-
gram. Eligibility is determined by the president.

For countries eligible for benefits under the Trea-
sury Department facility, the president proposes to re-
duce debt owed to the United States under the 1961
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Foreign Assistance Act, complementing the existing
provision for reduction of debts incurred through the
Food for Peace program. _

In addition, the administration is seeking authority
to reduce a portion of assets held by the Commodity
Credit Corporation as a result of its credit guarantee
facilities and a portion of Eximbank loans to facilitate
novel debt-for-equity swaps—in particular, debt for
nature and debt for development—in eligible coun-
tries. The swaps would entail a foreign creditor forgiv-
ing debt in return for “equity” in; say, a newly pro-
tected forest or a development ’project.

]

The Road to Reform So Far

Latin American nations are in varying stages of the re-
form process, with their progress often determined by
the extent to which they have played by orthodox
economic rules in recent years, as well as by the level
of development at which they enter the process. Some
countries—notably Chile, Mexico, Venezuela, and
Costa Rica—have made radical changes in the struc-
ture of their economies. They have eliminated subsi-
dies and price controls, repaid and restructured foreign
debts, dismantled inefficient state sectors and priva-
tized major industries, and reformed tax, tariff, and la-
bor market structures. The flow of revenues to foreign
creditors has been significant, and the social and po-
litical costs have often been high. The countries that
have paid that price now have relatively stable
economies. They are well positioned to participate in
the programs of the Initiative, and they are rightly be-
ing rewarded for their efforts. They are also ready to
compete as equal partners in the free trade framework
that the Initiative envisions.

Other countries— Argentina, Brazil, Ecuador, and
Peru, for example—are further behind in the reform
process and may not be able to qualify for the benefits
of the programs the president has proposed. These
countries experimented, in varying degrees, with het-
erodox economic policies in the 1980s. They resorted
to price and wage controls, adopted multi-tiered ex-
change rates, expanded state sectors, and unilaterally
reduced or suspended interest payments to foreign
creditors. In almost every case the policies eventually
resulted in unsustainable hyperinflation, and govern-
ments were forced to attempt a return to orthodoxy
and a rapprochement with foreign creditors.

Undertaking structural economic reform usually
requires challenging entrenched political interests,
such as organized labor, state sector workers, and pro-
tected industrialists, in addition to undertaking gener-
ally unpopular measures such as lifting food subsidies.
Yet all the countries in the second category are fragile
new democracies, for whom such political obstacles to
reform are formidable. The first set of countries, by
contrast, underwent the reform process under author-
itarian or semi-authoritarian auspices (Chile and Mex-
ico) or already had well-established democratic tradi-
tions (Costa Rica and Venezuela). The reform record
of the recently constituted democracies has been
mixed at best, and the result has often been unstable
governing coalitions caught between a state economy
and a market economy. These nations must make sub-
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Figure 1. Economic and Social
Indicators for South America, 1989

Source: Inter-American Development Bank and the
World Bank.

Notes: Infant mortality measured in deaths per live
births. GDP per capita measured in U.S. dollars. Growth
rate is the annual average for the years [981-89.
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stantial progress before they are ready to reap the
benefits of the Initiative. Some require outside aid to
buy time for the internal reforms to produce positive
results. Without such’ aid, for which the Initiative
makes no provision, their social and political situations
will become unsustainable before the reform process
can yield benefits.

A review of the contrasting cases of Chile and Peru
illustrates the imperative for flexibility in U.S. policy
toward its Latin neighbors.

Chile’s Record of Economic Success

Often noted as Latin America’s star economic per-
former, Chile has made the most progress in imple-
menting trade and market-oriented reforms. Its steady
growth and low inflation rates in recent years are rare
on the Latin continent. Chile is seen as the next can-
didate after Mexico for a free trade agreement with
the United States. It is so far ahead of its neighbors in
its structural adjustment that it has little incentive to
join the new Southern Cone free market area, Mer-
cosur, or to negotiate free trade with the United States
under Mercosur auspices.

Chile has a big stake in success through the Enter-
prise for the Americas Initiative. The political consen-
sus behind Chile’s economic strategy is unusual
among Latin American polities. The country has put
behind it the discordant years under General
Pinochet, who accomplished the nation’s far-reaching
reform by exacting economic sacrifice through polit-
ical repression. The transition to democracy with the
election of Patricio Alywin in December of 1989
opened the door to pent-up demand for social welfare
spending. Despite relatively good social welfare indi-
cators (Chile’s infant mortality rate is the lowest on the
continent), income distribution remains highly
skewed. In 1989 the wealthiest fifth of the population
held 59 percent of total income, while the poorest
fifth had 3.5 percent. Yet fiscal balance remains the
pillar of Chile’s economic stability. In 1990 the new
government slightly increased the tax on business
profits to create a resource base for increased social
spending. Continued growth will thus be essential to
fund that base.

Chile relies increasingly on foreign trade for eco-
nomic growth. Exports accounted for 30 percent of
gross domestic product in 1990 and are projected to
grow to 34 percent by 1994. The nation’s vulnerabil-
ity to protectionism became particularly clear during
the U.S. boycott of Chilean fruit in March 1989 after
the discovery of two poisoned grapes. The boycott
cost Chile some $300 million in lost revenues, about
5 percent of total annual export revenues. Under-
standably, U.S. and European Economic Community
tendencies toward protectionism worry Chile, and a
free trade agreement with the United States is a top
priority. A failure in free trade negotiations with the
United States could endanger Chile’s new democracy,
eroding the existing consensus and playing into the
hands of extremists on both sides of the political spec-~
trum. Chile does not need—nor is it asking for—aid.
It requires only equal treatment as a trading partner.

Within the Initiative, Chile stands to benefit the
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most from the proposed free trade framework. The
Initiative’s debt reduction provisions have limited rel-
evance, for Chile has serviced its debt without inter-
ruption and without special treatment or reduction for
years. Chile has only $60 million in debts in the For-
eign Assistance Act category that President Bush wants
to make eligible for reduction, a very small amount rel-
ative to Chile’s total debt of more than $18 billion. In
the investment arena, the new Treasury facility may
serve Chile well, as Chile’s relatively strong economic
position limits its access to concessional multilateral
credit (credit on favorable, below-market-rate terms).
Although Chile attracts substantial foreign investment,
the government needs additiofial funds—which it pre-
sumably could get through the Treasury facility—to
improve the country’s underdeveloped domestic cap-
ital markets.

The United States also has a big stake in Chile’s
successful participation in the Initiative. If Chile, the
model performer in Latin America, cannot benefit
from the Initiative, poor performers will have no in-
centive to reform. The Bush administration demon-
strated its recognition of this fact by signing, on the
first anniversary of the Initiafive, an agreement to re-
duce Chile’s $39 million Food for Peace debt by $16
million. While the move had symbolic importance, it
is of little significance in light of Chile’s total debt.

The key issue for Chile within the Initiative re-
mains free trade with the United States. Yet a free
trade agreement could be more than two years in
coming, as the administration is currently preoccupied
with negotiating with Mexico. Many Latin nations at-
tribute the possibility of a U.S.-Mexican free trade
agreement to Mexico’s proximity to the United States.
An agreement between the United States and Chile
would do much to convince them that free trade
agreements with the United States are possible for all
Latin countries who make the necessary reforms. The
failure of such an agreement could lead to support for
extremist politicians in nations such as Brazil and Ar-
gentina, where the reform process is in its most diffi-
cult stages. The successful negotiation of Initiative
provisions with Chile is an important first step toward
realizing the overall objectives of the Initiative and is
critical to its region-wide implementation, as well as to
U.S. economic and political interests in the region.

Can Peru Make It Back?

Peru is the most extreme case of an economy that did
not play by the rules in the 1980s. Alan Garcia's pop-
ulist economic strategies ultimately led to economic
chaos and collapse: a 20 percent drop in gross domestic
product in 1988-89, the second longest hyperinflation
in world history, a 50 percent drop in real wages, and
an underemployment rate of 75 percent. By 1990 the
state had virtually ceased to function. Public sector
workers were not even paid for the last two months of
the Garcia government. Peru’s tax base for state ex-
penditure was 7 percent of GDP in 1990, equivalent
to that of the poorest of developing countries, Uganda
and Bangladesh (France’s tax base, by contrast, is 41
percent of GDP, and the United Kingdom's is 36 per-
cent). Garcia’s hostility to the International Monetary
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Fund and his strategy of unilaterally limiting Peru's
debt payments gave his country the dubious distinc-
tion of being Latin America’s worst debtor. Peru is also
the world’s largest producer of coca leaf, an occupa-
tion to which its citizens have turned increasingly in
the absence of other opportunities. Despite the fall in
the price of cocaine on world markets, the number of
peasants involved in coca-growing activities has in-
creased to hundreds of thousands.

Economic deterioration, social upheaval, and crim-
inal and political violence threaten the country’s
democratic system and even its civil society. The in-
surgent activities of the Maoist, Khmer Rouge-like
Shining Path guerrilla movement in the context of
fragile democratic institutions have led to spiraling vi-
olence and unrestrained human rights abuses. More
than twenty thousand people have died since Shining
Path launched its activities in 1980, and Peru ranks
number one in the world in the number of disappear-
ances. Lack of resources, an underdeveloped judicial
system, and the overwhelming challenge from guer-
rilla movements, paramilitary groups, and criminal vi-
olence have led to the military’s having de facto con-
trol over the large portions of the country under
emergency rule. In the drug-producing regions of the
country, meanwhile, the Shining Path has a strong fol-
lowing because it serves as a protector of sorts for the
local coca-growing population, guaranteeing that they
are paid a fair price by the drug traffickers.

Peru’s crisis has economic and strategic implications
for the entire region, as well as for the success of the
Initiative. The costs of the nation’s economic deteri-
oration have risen beyond the inconvenience of illegal
immigration and contraband trade at neighboring bor-
ders. The cholera epidemic that broke out in Peru in
February has spread to Colombia, Ecuador, Chile, and
Brazil. The disease is likely to become endemic in
poor areas in many of these countries. Members of
Peru’s various insurrectionary movements, mean-
while, have committed violent acts or been captured
in Bolivia, Ecuador, and Colombia.

Initiating Reform

Soon after taking power in July of last year, the gov-
ernment of Alberto Fujimori made a commitment to
reverse Peru’s economic deterioration and repair its
relations with the international financial community.
It launched a draconian austerity plan to stabilize hy-
perinflation and build up sufficient revenues for the
government to operate. Monthly inflation fell from
400 percent to about 10 percent. Subsequently the Fu-
Jjimori government has embarked on an impressive se-
ries of structural reforms. It has lowered and reduced
the number of tariffs, eliminated most subsidies and
nontariff trade barriers, and is attempting to implement
tax reform. It has also reformed a restrictive labor code
that had made it virtually impossible to fire workers
and thus discouraged hiring. Finally, it has provided
incentives for early retirement for public sector work-
ers. It also plans to privatize several state industries and
has begun by putting the nationally owned airline up
for sale. Indeed, almost overnight, Peru has become a
perfect example of orthodox economic policy reform
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and is implementing changes at a pace that is unprece-
dented on the continent.

Yet the reforms are costly. Eliminating subsidies and
price controls raised the price of food an average of
500 percent and increased the price of gasoline 3,000
percent. These price changes were calamitous for most
Peruvians, particularly the poor. Overnight the num-
ber of people living in extreme poverty—that is,
without enough income to meet basic food
needs—rose from 7 million to 12 million, slightly
over half of Peru’s population. Per capita GDP now
stands at 1960 levels. Stories of babies dying of malnu-
trition at home because their mothers cannot afford
‘the bus fare to the clinic are common in Lima’s slums.
The infant mortality rate in Peru is 79 deaths per thou-
sand live births and is on the rise. In neighboring Chile
it is 19 per thousand; in Colombia it is 38. Unemploy-
ment, meanwhile, is growing as small businesses face
extreme recession on the one hand and the removal of
subsidies and the introduction of unrestricted foreign
competition on the other. The most recent statistics
for Lima found that only 9 percent of its economically
active population was adequately employed. Although
the government has promised to implement a social
emergency program to provide food and temporary
work, it has yet to do 5o, largely because of a lack of
resources.

Rejoining the international financial community
also has its costs. Peru is seeking a $1.3 billion loan
from a support group of friendly countries in order to
keep current on its payments to external creditors and
gradually to clear its arrears with the IMF and the
World Bank. Even if it is able to obtain the full loan,
it will still have to pay out an additional $600 million
in domestically generated resources. Its current
monthly payments of 860 million to the IMF and
World Bank are more than the government has spent
in its whole tenure in office on the desperately needed
emergency social program. The payment of arrears is
the necessary bitter medicine for reestablishing finan-
cial credibility. Yet with economic conditions as they
are, the government cannot raise the revenues it needs
at home, much less those to send abroad.

Cholera’s Heavy Toll
The cholera epidemic has added a formidable and un-
expected obstacle to the prospects of economic re-
covery through free trade. The epidemic has had dis-
astrous effects on Peru’s two key foreign exchange
earners, tourism and fisheries. The major tourist agen-
cies reported a 50 percent drop in sales two months
after the epidemic broke out. Estimates of lost tourist
revenue for 1991 are $8 million. Peru earns an aver-
age monthly income of $38 million fronr fisheries ex-
ports. In February alone, losses were estimated at $13
million. Sales of restaurants and street vendors have
also dropped dramatically, in the process weakening
an important part of the informal economy that acts
as a social security of sorts for those unable to find
steady jobs.

Human costs of the epidemic are also enormous.
To date almost 200,000 cases of cholera have been re-
ported in Peru. More than 1,500 people have died.

Cholera, which is spread by contaminated water and
seafood, is essentially a poor man’s disease. Although
it is easily treatable with antibiotics and oral rehydra-
tion, it can be fatal in as little as four hours without
medical attention. For most of Peru’s poor, adequate
medical care is hard to come by. It is virtually nonexis-
tent in some of the more remote shantytowns or rural
regions. Peru’s water treatment and sewage infrastruc-
ture is so bad that even if medical care were available,
it would take several years to extend services to most
poor areas. With a population of 7 million, Lima has
infrastructure for fewer than 3 million people.

Roadblocks to Success

Even if Peru continues its valiant efforts to restore eco-
nomic order and implement an orthodox economic
strategy, the obstacles are enormous. For any eco-
nomic strategy to succeed, some semblance of social
order and political stability is necessary. Neither exists
today. Attaining them requires immediate attention to
sorely neglected basic social welfare issues and to re-
form of severely underdeveloped and overburdened
Jjudicial institutions. The efforts will require financial
resources that are clearly not available in Peru. Foreign
aid must provide both the resources and the technical
support to fight the cholera epidemic and to begin to
restore and develop the nation’s social welfare infras-
tructure. Foreign aid is also necessary to provide food
and temporary employment until the economy has
time to recover. A particular focus of such a program
should be unemployed youth, who are the principal
targets of insurgent groups such as Shining Path.

Foreign aid is obviously not the sole answer. Peru’s
problems, first and foremost, must be solved at home.
Yet resources from abroad are critical. Peru’s turn to a
free market strategy could make it a participant in the
Initiative in the long run, but for now the obstacles are
too great. Support for Peru, at least for the near future,
must come from outside the Initiative, as well as
within it if and when possible.

Peru, however, cannot now meet the conditions
demanded by the Initiative. It has neither a standby
agreement with the IMF nor structural adjustment
loans from the World Bank. It has not rescheduled its
private bank debts. After almost 12 months of nego-
tiations, the proposed bridge loan to cover its arrears
to the IMF has yet to materialize fully. The process of
clearing arrears with the World Bank is also yet to be
resolved. At the very earliest, new lending could be-
gin at some point in 1992. An agreement with private
creditors will be much longer in coming. In addition,
any kind of debt-for-equity swap such as proposed by
the Initiative has limited relevance for Peru, whose
debt has a market value of as little as 4 cents to the
dollar. Where Peru stands to gain the most from the
Initiative is from forgiveness or reduction of Foreign
Assistance Act and Food for Peace debts, as arrears
alone on these two forms of debt are $54 million and
$30.8 million, respectively. Yet progress on this front
is hindered by Peru’s failure to meet the other re-
quirements, and, unless they are waived, Peru will
have little to gain from the Initiative.

Complicating all proposed aid to Peru is the issue
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of drugs. No financial aid from the United States or
any multilateral institution in which the United States
has a veto vote can go to Peru until the United States
and Peru sign an agreement to cooperate on drugs.
While an agreement in principle was signed on May
15, annexes are still being negotiated on several stick-
ing points. One is coca eradication. For the Peruvians,
providing alternative employment to growers comes
first. For the United States, eradication and interdic-
tion come first. Peru also puts a higher priority -on
curbing the growth of Shining Path than on fighting
the drug trade. Peru fears that using its military, and
possibly U.S. personnel, to eradicate coca runs the risk
of turning hundreds of thousands of displaced farmers
into supporters of Shining Path. Quite justifiably, the
resource-strapped Peruvians see the cocaine problem
as generated by U.S. demand for drugs. Although the
drug cooperation agreement will probably be signed
some time in the near future; the negotiations have
dragged on almost six months, stalling valuable aid
efforts. Other potential donors, such as the Japanese,
are waiting for the U.S. “go ahead.” Although the
U.S. Agency for International Development has ap-
proved some $100 million in food aid to Peru for
1991, it is unable to initiate any new projects or dis-
burse money until the agreement is completed.

The extremity and severity of the Peruvian case
dictates commitment from the highest levels of the
U.S. government that goes well beyond our current
approach. Peru can and will make progress on the co-
caine production front—just as it is doing on the eco-
nomic reform front—only when it can meet the most
basic needs of its people. It can do so only with sub-
stantial aid from abroad. If the situation continues to
deteriorate, it will affect the entire region’s economic
and strategic interests and the Initiative as a whole. As
the cholera epidemic shows all too well, Peru’s trou-
bles cannot be confined within its borders.

The Initiative and Beyond

The Enterprise for the Americas Initiative is clearly
correct in its strategy of rewarding good performers
such as Chile, and it should follow through on its
promises to do so. Yet the Initiative cannot be a com-
prehensive development policy for the region. Al-
though Peru’s case is extreme, other countries, such
as Bolivia, Ecuador, and Brazil, are also attempting to
make structural economic reforms in the face of se-
vere poverty and political instability. They must be
encouraged to develop not only the trade and invest-
ment reforms proposed by the Initiative, but also
sorely needed reforms in health, education, and basic
service infrastructure. The poorest countries, Peru,
Ecuador, and Bolivia, will need foreign aid above and
beyond debt reduction to do so. Progress on both
fronts will go a long way toward building a stronger
base, both economic and political, for structural eco-
nomic reform. Without such progress, these countries
will not be able, for the foreseeable future, to com-
pete as equal trading partners and will be relegated to
a marginal status. If that happens, and if their eco-
nomic and political health continues to fail, the entire
region could pay a heavy price. n
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The Enterprise for the Americas Initiative
is clearly correct in its strategy of reward-
ing good performers, and it should follow
through on its promises to do so. Yet

the Initiative cannot be a comprehensive

development policy for the region.
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A CLOSE CALL .

F O R _
FREE TRADE

American Business Returns to the GATT Fold

BILL FRENZEL

ast December the unthinkable happened.

Negotiations on the Uruguay Round of

the General Agreement on Tariffs and

Trade (GATT) broke down. After four

years of talks, trade ministers from the
world’s leading trading countries had been unable to
come to agreement.

Agriculture was the main sticking point. The
European Community had refused to accept more
than token reductions in agricultural subsidies and
barriers. There were other unresolved problems be-
sides agriculture, but they were secondary. Anyway,
it was the failure, not the reasons, that stunned the
world. GATT rounds are not supposed to fail.

The Uruguay Round was intended to be the
eighth consecutive liberalizing round since the
GATT was founded in 1948. Its failure was consid-
ered unacceptable, even by the European Commu-
nity, on whose intransigence it foundered. So the
painstaking work of restarting the negotiations be-
gan as soon as possible. It was obvious, however,
that a resolution that had eluded negotiators for four
years was not going to be found swiftly. A quick fix
was neither possible nor desirable.

The world’s trade ministers and their govern-~
ments were keenly aware that U.S. negotiating au-
thority would expire at the end of March. Under
the U.S. Constitution, Congress controls trade pol-—
icy. In practice, it is more of a ratifier than an ini-
tiator. In recent years it has given the president
specific authority, limited in time, called the “fast
track,” to negotiate and to present the results to
Congess for ratification in unamendable form. The
Trade Act of 1988 that granted the expiring author-
ity also contained a provision for extending it. At
the president’s request, a two-year extension would
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be automatic unless disapproved by either house of
Congress. .

When President Bush made the request for ex-
tended authority, the world had to wait while
Congress began its elaborate 90-day consideration
process. The issue was a blockbuster. The judgment
to be rendered by Congress was a megadeci-
sion, critical not only to U.S. trade policy, but
to world economic growth as well. If either
house disapproved, the Uruguay Round '
would be dead, .and the GATT itself
would have sustained a serious blow.

The Founding of the GATT
The General Agreement on
Tanffs and Trade was one
of the Bretton Woods in-
ternational agencies, Its
function was to make .
the rules on which

the then free world’s
trading system
would operate.
Its twin, the
International
Trade Orga-
nization,

was to

enforce

the

rules.




Bill Frenzel, a Brookings
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Ways and Means Commit-
tee, where he spedalized in
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ILLUSTRATION BY LEW AZZINARO

: ﬁcjected as
? inimical to national
sovereignty, the ITO never
T saw the light of day. The GATT,
e cnppled by lack of enforcement powers,
was obliged to carry the whole burden of re-
vitalizing world trade after the devastation of
World War II.

The handful of founding contracting parties
found a way to make the system work. The suppos-
edly enfeebled agency became a success story of the
postwar recovery. The first five liberalizing rounds
were mostly concerned with cutting tariffs, origi-
nally established to protect war-battered economies.
The strategy proved to be a sure-fire way to increase
world economic growth.

As recently as 20 years ago, the mere mention of
the word GATT in Washington occasioned looks of
awe. The American business community, or such of
it as operated offshore, and government policymak-
ers in both the legislative and executive branches
had genuine affection, as well as reverence, for the
free world’s trading system.

And why not? The General Agreement was our
baby, a creature of American postwar economic
policy. Based on the principles of the Reciprocal
Trade Act of 1934, it was the symbol of free trade.
Especially when compared with the managed trade
policies of the nonmarket economies, it seemed the
very best example of the free world’s economic
promise. Whatever its original flaws, the United
States and the world had good reason to like it: it
worked.

Over the past two decades, however, the
GATT’s reputation, its effectiveness, and even its
credibility have eroded. The GATT’s very founda-
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tions—the principles of free trade—have been
questioned. By the end of the 1980s, the GATT had
not quite become a candidate for exorcism, but it
had surely lost much of the old magic.

First Cracks in the GATT Coalition

The wall-to-wall coalition of American support for
the GATT was first sundered by U.S. labor organi-
zations. They perceived, not long after its founding,
that the GATT system permitted relatively easy ac-
cess into U.S. markets for goods produced by low-
wage workers elsewhere in the world. That insight
drove labor away from the GATT and made it an
implacable enemy of free trade. The GATT coali-
tion was cracked, but it was still strong, and it con-
trolled U.S. trade policy.

Presidents, regardless of party, and their admin-
istrations have been staunchly pro-GATT since its
founding. Congress, if it had any doubts about ex-
ecutive branch recommendations, looked to busi-
ness, not labor, as its trade policy adviser. When
George Meany thundered agairist ratification of the
Kennedy Round in 1974, Congress listened politely,
but did not heed his advice. Instead, it followed the
counsel of the U.S. business community and the
U.S. Trade Representative, Ambassador Bill Eberle.
Ratification was not all smooth sailing, but ulti-
mately the negotiations were approved by large
congressmnal majorities.

Again in 1979, when the Tokyo Round" was
pending in Congress, labor was a vigorous oppo-
nent, working against Ambassador Bob Strauss, then
U.S. Trade Representative. Even so, the issue was
never in doubt. The business community delivered

strong support, and Congress responded with strong

majorities in favor of the agreement.
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Protec-
tionism
has a
timeless,

addictive

appeal ...
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More severe blows against the free trade coali-
tion and the GATT were the early, and sometimes
successful, bids by major industries for special do-
mestic protection. The textile industry, heavily pro-
tected by high tariffs since the birth of the republic,
was able to force other protections, including the
1974 Multi-Fiber Agreement. Steel and autos were
successful in the late 1970s and early 1980s, respec-
tively, with trigger-price mechanisms and voluntary
restraint agreements.

All these mechanisms were theoretically volun-
-tary, and each administration that negotiated them
alleged that they conformed to the GATT. They
may have been politically necessary to prevent
worse protectionism, but they carved great holes in
thé normal discipline of the GATT. In addition,
their success, although often partial, made the sys-
tem more vulnerable to subsequent attacks from
other interests seeking trade relief.

By the 1980s business protectionism was no
longer an isolated phenomenon. Machine tools,
auto parts, agricultural producers, and even high-
technology groups had joined the parade toward
more vigorous U.S. unilateral protection. Like their
predecessors in textiles, steel, and autos, these groups
perceived themselves as abused victims of unfair
trade tactics. They believed the GATT and their
government had failed them.

Their battle cry was “fair trade”; their symbol,
the uneven playing field. Alleging unfair practices
by trading partners, most often Japan, the protesters
continued battering the GATT, usually without
even mentioning it. In fact, most efforts to avoid
the normal strictures of the GATT by making U.S.
law more protectionist were not successful. But
each weakened the GATT support level a little
more, and each encouraged another future claimant
to become a little bolder in seeking relief outside
the GATT.

Cumulatively, these efforts convinced Congress
and the nation to begin to believe that U.S. trade
policies had been naive and that the United States
needed a more aggressive trade policy. The uneven
playing field had become an imposing symbol. The
GATT was not failing, but its flaws were becoming
more evident.

No wonder American iridustries were complain-
ing. The 1980s was a period of unrelenting disaster
for U.S. trade. Everything went wrong. Exchange
rates were ruinous. Debt problems destroyed our
traditional hemispheric markets. The U.S. fiscal
deficit skyrocketed. Our economy went on a spend-
ing binge. Domestic producers experienced unre-
lieved miseries. None of these problems was within
the reach of the GATT, but the free trading system
of the world was taking the heat.

The Trade Acts of 1984 and 1988

Business people who had worshipped at the altar of
the GATT in its glory days became its sternest critics
and demanded changes in U.S. trade laws. Real relief
was not to be found until the end of the decade
when the dollar weakened, but that did not diminish

congressional enthusiasm to try to change trade laws.

The Trade Act of 1984, developed well before
the worst of the trade deficits, was Congress’s first
response to the business calls for relief. Both houses
passed bills containing GATT violations, but when
the two met to reconcile differing provisions, the
anti-GATT language was removed thanks to the re-
sourceful work of Ambassador Bill Brock, then U.S.
Trade Representative. The administration had de-
fended its trade policy and the GATT, but there was
no doubt that the 1984 act was the harbinger of
worse to come.

Congress began work on another, tougher trade
bill the next year, 1985, although it took until 1988
to enact it. The four-year wait did nothing to im-
prove Congress’s disposition. In 1987 the trade
deficit peaked at about $170 billion. Japan’s trade
surplus with the United States that year was some
$70 billion. Business was hurting. Congress was
itching for a fight. It was not at all afraid of violating
the GATT, and it was ready to test the limits of the
veto power of a lame duck president.

No amount of administration resourcefulness
could keep the 1988 act free of protectionist provi-
sions contrary to the GATT. Nevertheless, Ambas-
sador Clayton Yeutter, U.S. Trade Representative,
worked mightily and almost performed the miracle.
Some of the traditional friends of free trade were
working against him. Some others were not help-
ing. Indeed, American business had little incentive,
except for the vague hopes for the recently under-
taken Uruguay Round, to help him.

Most GATT member states thought that the
1988 act was contrary to the General Agreement.
Although Ambassador Yeutter succeeded in making
changes so that a very clever and very strong future
administration coufd administer the act without vi-
olating the GATT, the legislation put strong pres-
sure on the administration to be more aggressive in
its trade policy. In the hands of a protectionist ad-
ministration, it could be very disruptive to the
GATT system.

The Uruguay Round

When Ambassador Carla Hills, the current U.S.
Trade Representstive, began negotiating the
Uruguay Round early in 1989, she was representing
an ambivalent, cautious, and sophisticated business
community. The painful lessons of the 1980s
loomed large. The major business players were not
going to project enthusiasm until every possible ob-
jective listed in the 1988 Trade Act had been won in
the negotiations. Hills bargained with skill and cau-
tion, rejecting-the last-minute EC offer of a mini-
agreement just before the talks broke down. With-
out a comprehensive agreement, business would

- almost certainly advise against ratification.

‘With U.S. trade policy at the crossroad, Hills had
to convince Congress that the traditional free
trade—GATT course was best for the United States.
When, at the end of March, the president made his
request for extended negotiating authority, the out-
come was in doubt. What 20 years ago would have
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been a piece of cake was now nip and tuck. Con-
ventional Washington wisdom said the odds favored
disapproval.

Congress’s Decision

By the time the president requested the extension,
labor had already been at work in Congress for two
months. It was well organized and committed. It had
the early momentum, especially in the House of
Representatives, the chosen battleground. It also
chose to focus its opposition on the North American
Free Trade Agreement, involving the United States,
Canada, and Mexico, rather than the Uruguay
Round, in the belief that it was easier to defeat.

Business, meanwhile, was waking up from the
pessimism of the 1980s and finally noticing a two-
year-long export boom. The December breakdown
of the round had also gotten its attention. Instead of
worrying about getting a little more out of the
round, business was thinking now about getting
nothing. That was an unpleasant prospect.
Congress’s favorite trade advisers were returning to
the fold. They were not, and might never be again,
the happy campers of the 1960s.and 1970s, but nei~
ther were they the belly-achers of the 1980s. Busi-
ness finally decided it wanted, or needed, Uruguay
and NAFTA, and was willing to work for them.

In April, lobbying was intense. Labor, and its
principal ally, textiles, focused on Mexico, its labor
rates and conditions, and its environmental prob-
lems. An ad hoc House whip group organized by
House Trade Subcommittee Chairman Sam Gib-
bons (D-Fla.) to support the president’s request
could count but 100 votes out of 435 when it met
the first time.

Ambassador Hills, for the administration, spent
most of her waking hours meeting with Congress.
When the chairmen of the congressional commit-
tees of jurisdiction, Senator Lloyd Bentsen (D-
Texas) and Congressman Dan Rostenkowski (D-I11.)
wrote to the president inquiring about controversial
questions raised by opponents of NAFTA, she led
the interagency group that produced the reply. That
response, persuasively argued in person by Hills and
Environmental Protection Agency Administrator
Bill Riley, effectively laid to rest the environmental
issue. Even Congress could understand we were un-
likely to make Mexico cleaner by keeping it poor.

The votes came the last week in May. The mo-
tion to disapprove the president’s request was de-
feated by a 40-vote margin in the House and even
more handily in the Senate, which had never been
a problem. No landslides these, but each represented
a comfortable margin.

The 600-pound Gorilla

There is no reason to believe that the unpleasantness
of the 1980s has been forgotten. New uneven play-
ing fields will be discovered or invented. Protec-
tionism has a timeless, addictive appeal. It may have
peaked, or stabilized, but few would dare to make
that prediction. So far, there have been no calls for
repeal of the Trade Act of 1988.
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American business has emerged from the fast
track controversy as an even stronger player in U.S.
trade policy. But it is not easy to deal with. It is the
600-pound gorilla. It cannot be taken for granted. It
is not always going to be pro-GATT, especially in
hard times. And it is not above seeking a little unfair
advantage from time to time. Administrations in the
future will have to be even more careful in dealing
with business, even more assiduous in communicat-
ing on negotiations, and even more cooperative in
framing the issues it takes to Congress.

New opportunities for business-government co-
operation have opened, but they will not be easy to
grasp. Because administrations typically give com-
mercial values lower priority than geopolitical values,
and because business typically takes a rather short-
term, heterogeneous point of view, it will take big is-
sues and big people to realize the big opportunities.

The Future

Now that the vote on negotiating authority has set
the direction of U.S. trade policy for the 1990s, the
first two opportunities, Uruguay and NAFTA, are
self-evident. The latter, with three willing negotia-
tors and strong business support, looks like a cinch.
Because it is complicated, it will take time, but the
issue is not in doubt. The former, the Uruguay
Round, is an uphill battle. If the European Commu-
nity remains adamant, there will be no agreement.

The other opportunities are less obvious. As the
world lurches toward its now only dimly glimpsed
“new order,” a few things are clear. East-West con-
frontation will change, and intense global commer-
cial competition will take its place on center stage.
The United States, with its array of strong security
forces, is well positioned for yesterday. For tomor-
row, our position—defined by endless fiscal deficits,
low saving rates, persistent trade deficits, a sick
banking systemn, and a set of foreign policy disincen-
tives against doing business abroad—is lousy. The
closest business-government cooperation will be re-
quired to reposition our economy and amend our
regulations to meet the international competition of
the future.

Finally, even if the United States can become
more competitive, it will still have to look beyond
internal management to some kind of international
forum for uniform rules on factors that accelerate or
decelerate trade, but that are still beyond the reach
and competence of the GATT.

Some of these trade-driving factors are exchange
rates, whimsically monitored by the Group of
Seven; export financing, covered by a “gentlemen’s
agreement” in the Organization for Economic Co-
operation and Development; tax systems, blissfully
unsupervised and uncompared; and international
security expenses, currently burdening U.S. prod-
ucts with extra costs. If that short list seems discour-
aging, it helps to remember that the road to free
trade has never been easy. Without the ITO, the
GATT was not expected to survive back in 1948.
And the vote on the negotiating authority looked
like a loser in March. ' [ ]

It may
have
peaked, or
stabilized,
but few
would
dare to
make that

prediction.
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20500

EXECUTIVE OFFICE OF THE PRESIDENT | %

THE CHAIRMAN

March 4, 1'992

MEMORANDUM FOR DAVID DEMAREST
FROM:  MICHAEL J. BOSKIN %%
‘SUBJECI‘ ‘State Snlppets
Here are some snippets on several states the President is v1srtm§ You should
know that the state unemployment data usually lag behind by one to two months®
~ and are subject to wide swings due to sampling errors. Also, some states generate
~ their own data rather than relying on the BLS data. : : '

Tennessee

o In December 1991, the unemployment rate was 6. 5 percent 0.6 percentage
_ -point below the natlonal average

- On average over the past two years, the unemployment rate 1n‘Tennessee
- has been shghtly (0.2 t0 0.3 percentage point) below the national average

- 0 Manufacturing accounts for 23.0 percent of employment in Tennessee in
contrast to 16.9 percent for the Nation as a whole.

-. Relative to the national average, manufacturing employment is more
concentrated in apparel and other textile products, furniture and fixtures
chemicals, and rubber and plastic products :

0 Tennessee ranks 43rd in the Natlon in educatlonal expenditures per pupll
(1990 data). .

- Standards of living of Tennessee’s residents can be increased through
improved education and job training. The Administration’s educational -
- strategy, America 2000, and the job training initiative, Job Training 2000,
- provide a blueprint for improved education and a more effective way to -
deliver Federal training programs.




Oklahoma

0

In December 1991, the unemployment rate was 6.4 percent, 0.7 percent pomt. .
below the national average. .

g 'Over the past two years, the unemployment rate in Oklahoma has been

close to the national average.

' Orl and gas extractlon is very 1mportant for the Oklahoma economy, it -

accounts for 3.4 percent of employment in the. state, as compared to 0.4
percent for the Nation as a whole

. The Admrnrst:ratron s_Natlonal .Energy St_rategy proposes additional funds S
- .to develop improved methods for recovering more-oil from existing pools.
‘The Strategy also calls for open access to natural gas pipelines which

eliminates potentral for discrimination in the pncmg of natural gas; more -

competitive pricing also will provide incentives to increase natural gas
productron :

- The caprtal gains tax cut would enhance incentives for rnvestment in
_private oil extractron '

Relative to the national average, a high Aprvoportion of real estate assets held
by banks in Oklahoma are classified as "troubled" by the FDIC (this

.classification largely represents noncurrent loans and repossessed properties).

- Administration policies to a1d real estate—-the $5000 tax credit and
penalty-free withdrawal from IRAs for first-time homeowner tax credit
and the restoration of certain passive loss provisions--as well as the effect
of the capital gains tax cut on asset values should help improve real
estate markets. '

Mississippi

o

In December 1991 the unemployment rate was 7.5 percent 04 percentage -
pornt above the national average. -

- On average over 1990 and 1991, however, the unemployment rate in
Mississippi significantly exceeded the national average (by almost 2
_ percentage pomts) -




- Standards of living of Missiséippi’s residents can be increased through

Alabama

0

In terms of the percentage of state output devoted to defense, Mississippi

ranks in the top 10 in the United States according to the CBO. Output for

defense is estimated to exceed 8 percent of Mississippi’s economy. (But

because of the relatively small size of the state economy, Mississippi does not

rank in the top 10 in terms of absolute levels of defense spending)

. Administration job trammg programs, such as Job Trammg 2000, will aid

the transition for workers in defense-related industries that are tummg
towards civilian productlon .

Manufacturing accounts for 26.3 percent of employment in Mrssxssrppl in

. contrast to 16.9 percent for the Nation as a whole.

- Relatlve to the national average, manufacturing employment is more

_concentrated in lumber and wood products, apparel, and transportahon‘

equipment.

In 1990, MlSSlSSlppl ranked 50th among the states in per caplta personal
mcome , ,

MlSSlSSlppl ranks 49th in the Nation in educational expenditures per pupil

(1990 data).

improved education and job training. The Administration’s educational
strategy, America 2000, and the job training initiative, Job Training 2000,
provide a blueprint for improved education and a more effective way to
deliver Federal trammg programs.

In December 1991, the unemployment rate was 7.0 percent about the same as

the natlonal average. -

The unemployment rate in Alabama has averaged close to 7 percent each
year since 1988, whereas before the recession, the unemployment: rate in
the Nauon averaged as low as 5.3 percent (in 1989)

Manufacturing accounts for 23.2 percent of employment in Alabama, in
contrast to 16.9 percent for the nation as a whole.




- Relative to the national average, manufacturing employment is more
concentrated in textiles and primary metals (for example, steel) industries.

-- A relatively large share of primary metals production is exported
(based on national data) ‘

In 1990, Alabama ranked 44th among the states in per capita personal
income.

~_ . Alabama ranked 46th in the Nation in educational expendltures per pupll
(1990 data).

- Standards of living of Alabama s residents can be mcreased through
- improved education and job training. The Administration’s educational
strategy, America 2000, and the job training initiative, Job Training 2000,
.. provide a blueprint for improved education and a more effective way to -
deliver Federal training programs.
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est. 1991 Exports Employment
State and Region Direct - Indirect Total 1987 est. 1991
New England
Connecticut 8376.9 5645.9 14033.8 127500 187342
Maine 1423.4 1457.4 2880.7 23800 35125
.Massachusetts 11273.9 10421.9 21696.1 180600 282251
New Hampshire 2037.5 2655.9 | 4693.% 34900 50353
Rhode Island 1215.3 | 1441.2 2768.% 30800 47004
Vermont 1124.9 1275.9 2384.4 19600 31112
Mideast : '
Delaware 843.6 943.6 1786.4 14300 18151
District of Columbia
Maryland 3515%.5 3410.4 6766.8 67000 100511
New Jersey 6838 10317.8 17154.%5 184400 269091
New York 21360.8 19733.4 41094.4 391700 595848
Pennsylvannia . 12156.1 19942.1 32098.8 272700 419502
Greatr Lakes
Illinois 15148.5 19443.2 34593.2 277400 410845
Indiana 9259.3 15080.5 24328.3 155200 246185
HMichigan 22735.% 17061.3 39862.3 267800 4C0337
Qhio 23634.8 244%1.3 48086.5 311700 472167
Wisconsin 7101% 8297.2 15395 135400 196435
Plains ‘ et e v e Keaem e
Iowa “ffi:i?fiiif“7“4370:27T‘3216 8-~ 7581 ;LM_EQYQQ_~p_B7028-~Tﬂ“
Ransas: ) iy - --3124.1 -0 2585.3 - 5706.6 - 52000 72489
Minnegota . 't:ﬂsﬁ"?““‘“”7914;1~v.5950*7m-13852T5-—~421209 ~170468.2 -~ -
- Misgaouri ' 9457.3 6090 15548.1 . 110900 168169 - .. .
Nebraska 126%.5 1382.9 2662.2 26100 37930
Rorth Dakota 355.3 184.2 535.4 8800 11603
" South Dakota 48 377.86 846.% 11100 16148
Southeast '
Alabama 3927 7159.5 11066,7 79400 122676
Arkansas 2304.5  3372.% 5715.9 44700 66149
Florida 8263.4 7274.5 1%547.8 213600 307001
Georgia 6332.5 7777.8 14131.3 114400 170283
Rentucky 5146.3 5906.6 11047.9 55300 97776
Louisiana 5582.6 7236.9 12819.5 57200 77249
Mississippi 2990.2 2963.2 5931.3 43300 83783
North Carolina 10537.6 12761.1 23299.7 163500 252494
South Carolina 5728,9 6222.7 11939.2 86900 127964
Tennessee 6402 7Q070.2 13972.2 99600 149125
Virginia 6281.2 5788.1 120¢80.1 101600 146873
West Virginia 19Q9.7 2744.4  4555.6 29600 43921
Southwest
Arizona 3742.2 5491.4 9233.7 76500 119374
New Mexico 395.1 991.1 1309.2 12900 19876
Oklahona 2404.3 2669.7 9120.5 49500 72041
Texas 2396Q 3 27970.1 51930.3 347200 498152
Raocky Mountain :
Colorado 3113.3 2649.6 5756.4 82200 89361

FROM US TRADE REP

EXPORTS AND EMPLOYMENT BY STATES
By Region and State

Estimated

1991

(Millione of Current Dollars)
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Idaho . 1280,3 774.8 2056.8 20400 28603
Montana : 220.5 619.6 835,7 8400 11470
Utah : ' 1043 1457.5% 2492.4 2%000 3808686
Wyoming 65.4 ©249.3 314.8 4500 6166
Far wWest .
California 40968.9 38522.3 79470.8 726700 1080873
Nevada 285.2 332.3 617.3 10200 15021
Oregon 3656.6 3342.2 6998.8 70400 101320
¥ashington 6776.4 5182.5% 11923.4 111800 1680192
Alaska ‘ 1374.7 230.4 1610.2 9000 11501
BEawaii 289.7 25%.7 546.9 6900 9674

Source: U,8, Department of Commerce, Bureau of the Census and USTR.
Latest available data for 1987 were in the Census’ Analytical
Report Sferies: Exporte From Manufacturing Establishments: 1987,

Methodology: Estimation of 1991 experts was conducted by
multiplying the national Rercentage growth of each 8IC two-digit
@ategory from 1987-1991 Ly the given 1987 export data 4in each sgtate
two-digit SIC gategory. The total, direck, and indirect exports
given are the sum of all twenty SIC two-digit categories
constituting manufactures,

Export related employment was estimated by dividing manufacturing
jobs per export earnings to determine a ratio in 1987, and then
multiplying that ratio by the estimated 1991 total exports,
Ronmanufacturing jobs related to exporte in 1887 were then
rmultiplied by the growth rate for manufactured export related
enployment from 1987-1991 to yield a 1991 estiwmate. This was then
included in the total export related enployment estimate. The 1991
total exXport related employment number was then deflated 18.7
percent to account for productivity gains and price inflation.
This reduction was estimated from data provided from the Office of
the Cliief Economist, U.S. Departnent of Commerce.

Direct exports refer to manufactured goods s0ld directly to a

foreign country with the knowledge of the manufacturer. Indirect

exports refer te manufactured goods which are shipped to other

.. manufacturers, whether in the home state or another state, to be
included in a manufactured goed to be exported with the

wanufacturers knowledge, ‘ '




