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Prepared Statement of
The Honorable Patrick A. Mulloy . .

Assistant Secretary of Commerce for Market Access and Compliance

before the
U.S. Trade Deficit Review Commission

December lo,1999

Thank you very much for asking me to testify before this-Commission. In your invitation letter,
you asked me to comment on the Causes, Consequences, Impacts and Solutions to the U.S. Trade
Deficit. I have followed with interest the work of this Commission and the previous hearings
you have held both in Washington and throughout our country. You have heard many points of
view on the important matters Congress has called on you to study. Your work is very important
to our national well-being and I salute you for the thorough approach you are taking in carrying it
out.

My name is Patrick Mulloy. I head up the Market Access and Compliance unit at the Commerce
Department’s International Trade Administration. Before my appointment, I worked for many
years on the staff of the U.S. Senate Banking Committee and developed a keen interest in the
matters you have been charged by Congress to study and make recommendations. 1 am honored
to be included among the distinguished witnesses you will hear from today.

The Market Access and Compliance unit plays a key role in U.S. Government efforts to secure a
level playing field in foreign markets for American firms and workers. We work closely with the
Office of the U.S. Trade Representative along with the State and Agriculture Departments and
other federal agencies. The country specialists in my unit, together with our recently created
Trade Compliance Center, work to identify and eliminate market access barriers around the globe
as well as to ensure that U.S. firms and workers receive the benefits that we negotiated for under
trade agreements signed by the United States. My service in this position has helped me to better
understand the issues that you are presently examining.

Macroeconomic Forces Influencing Our Trade Deficit

The most important factor to trade is the pace of economic demand, both in the United States and
abroad. Domestic economic growth is important because U.S. imports, like imports in most
other industrial countries, tend to grow along with domestic demand. In 1991, when the United
States was in a recession and our overall GDP declined 0.2 percent, imports of goods and
services fell slightly over 1 percent in current dollars. The trade deficit in 1991 was only $31
billion, while only four years earlier the trade deficit was over $150 billion. Clearly, the strength
of the domestic economy matters greatly for imports and for the trade balance.
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But foreign economic growth is also important to U.S. exports and our trade balance. Plagued by
economic problems in Asia, Russia, and in South America, world economic growth was only 2.0
percent in 1998. This was down considerably from the over 4 percent growth rates of the four
prior years. The financial crisis in Asia that began in mid-1997 contracted the market for U.S.
exports. Exports to the five Asian crisis countries declined 24 percent between 1996 and 1998,
and the U.S. trade deficit with these countries worsened to $38 billion from $16 billion in 1996.
It is difficult to sell products, regardless of their price or quality, in markets that are weak.
In light of this factor, it is not at all surprising that U.S. qxport growth is weak and the trade
deficit has widened substantially. Overall demand in the United States has increased 4.2 percent
per year in the last three years, and Americans are buying more not only from U.S. producers, but
from foreign producers as well. Imports of goods and services are up 10.2 percent in the first
nine months of this year over the same period in 1998.

Review of Recent Trade Data

I would like briefly to summarize the current situation in our trade balance. The U.S. trade
deficit has risen this year to an annual rate of $255 billion, fi-om $164 billion in 1998 and an
average of about $100 billion between 1994 and 1997. In 1998, exports of goods and services
declined 0.5 percent while imports increased 5.3 percent. The last year when exports rose
rapidly was in 1997, largely before the Asian crisis, when exports gained 10.4 percent and
imports 9.3 percent. During the first nine months of 1999, exports have increased only 1.8
percent from the same period a year ago, while imports are up 10.2 percent.

Reflecting the crucial role of macroeconomic conditions on trade and the widespread economic
slowdown outside the United States, the increase in the U.S. trade deficit has been broadly based,
encompassing most geographic areas and industrial sectors. U.S. exports to the Western
Hemisuhere are up only 1.3 percent thus far this year, while imports have risen 13.8 percent. Our
trade deficit with the Western Hemisphere has reached an annual rate of $58 billion compared
with $18 billion for the same period of 1998. The trade deficit with Canada has doubled to $30
billion; that with Mexico has grown to $25 billion; and the surplus with South America has fallen
to a $3 billion deficit as exports to the region have dropped 20 percent.

U.S. exports to the Euronean Union are up less than one percent in the first nine months of 1999
as compared with the same period in 1998. Imports, however, are up 10.3 percent and the trade
deficit is at an annual rate of $40 billion compared with $24 billion at this time last year. The
trade balance has fallen even more with As& the source of the worldwide economic slowdown
in 1997, where U.S. exports are up 1.8 percent from  a year ago, while imports are up 8.9 percent
and the deficit is at an annual rate of $2 10 billion. This is $29 billion higher than last year.
Japan and China clearly account for the lion’s share of this situation, but U.S. trade is also
affected by a continued weakness in exports to the former “Asian crisis” countries as a group
(Indonesia, Korea, Malaysia, Philippines, and Thailand).
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There are also imbalances in all industrial sectors. The manufacturing sector has been the most
significantly affected, as exports are only 1.6 percent higher than last year, while imports are up
nearly 11 percent. The trade deficit in manufactured goods is $263 billion (annual rate)
compared with $189 billion this time last year. Import growth exceeds export growth in
chemicals, textiles, paper and paperboard, general industrial machinery, power generating
machinery, specialized industrial machinery, autos, aircraft, computers, and scientific
instruments, to mention some key sectors.

Our traditional surplus in agricultural commodities is do& to $10 billion, from  a high of
$28 billion in 1996, reflecting the lower prices of wheat and corn and lost markets in Asia. With
the price of crude oil back up to well over $20 per barrel, the deficit in this sector is again
expanding. And in services, our large surplus has shrunk due to a weakness in tourism which is
our biggest service export. Earnings from tourism far exceed those in financial services or
professional services.

The Long-Term

Much of the testimony the Commission received in last August’s hearings indicated that the
growth in the U.S. trade deficit over the last couple of years is due largely to the difference
between rapid U.S. economic growth and slow economic growth or recession abroad. The trade
deficit, though, is not just a short-term economic phenomenon, and the time horizon for its
examination should not be limited to just the last few years. However, it is important to note that
the deficit has resulted from different causes at various times, and in the 1990’s it has resulted
principally from an investment boom in the United States.

From 1894 to 1970 the United States had an unbroken string of trade surpluses and we became
the world’s largest creditor nation. Since 1970 we have been in deficit. While our deficit has
grown more rapidly in some years than in others -- and indeed has even improved in some years
-- there is an unmistakable long-term increase in the spread between our exports and our imports,
and hence a long-term trend toward increasing deficits. However, this trend is less pronounced
when the deficit is viewed as a percentage of GDP.

This trend is not evenly distributed among our trading partners. Our bilateral ‘trade deficit is
concentrated in our trade with Asia. Since 1990, Asia has accounted for 33 percent of our trade,
but 86 percent of our bilateral trade deficit. In other words, trade with the entire rest of the world
-- which accounted for two-thirds of our trade, produced only 14 percent of our bilateral trade
deficit, Since 1990, almost half of the 86 percent of the deficit that resulted from our trade with
Asia came from Japan.

Our trade patterns have generally reflected changes in macroeconomic forces. We had sizeable
deficits with the rest of the world in the mid-eighties, and then had smaller deficits in the late
1980’s and early 1990’s. Our deficit began growing again in 1992 as the growth of the U.S.
economy significantly outpaced  foreign economies.
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Our bilateral trade with Asia, however, has behaved differently than our trade with the rest of the
world, and has shown a long term deficit trend. An examination of the export and import
patterns shows that since the mid-l 970% U.S. imports from Asia have consistently been above
U.S. exports to Asia and the spread between the two has increased.

Export Barriers in Asia

The forces underlying our trade deficits with Asia are complex. In part, the pattern of our trade
deficits reflects the pattern of comparative advantage in the world. In part the pattern reflects
macroeconomic and demographic forces in many Asian economies, which has led them to have
high savings rates in recent decades. In addition, however, tariff and non-tariff barriers have
been important factors holding back our export growth to Asia. These barriers are not a surprise
to anyone within the international community who is familiar with the history of our trade
policies.

These barriers are costly to U.S. producers and workers. By distorting the allocation of
resources, they reduce our income. Removing barriers are important, even if they do not affect
our saving or investment rates. To the extent our bilateral balance with Asia may reflect their
trade-targeted policies, these economies have themselves been paying a steep price for distorting
the workings of their economies. Japan, in particular, is weak, while the U.S. economy remains
strong.

Over the past 50 years, the United States has lowered trade barriers more aggressively than other
countries. As a result, the openness of the U.S. market is greater than that of our trading
partners.

Developing countries in Asia, for the most part, did not contribute to major tariff decreases
during the successive rounds of tariff cutting in the GATT. The “Asian Tigers” developed, with
strong export-led growth economies. Since 1975, our exports to this region (Asia except Japan)
have grown considerably less rapidly than our imports from them. The spread between our
export growth and import growth with developing Asia brought our trade deficit with them from
$2 billion in 1975 to $112 billion last year.

Tariffs remain a serious barrier to our exports in developing Asia. The average tariff on our
industrial exports there is 15 percent while our import duties average less than 2 percent.

Tariffs, however, don’t tell the whole story. Japan, for example, has tariffs on industrial goods
that average less than 3 percent, yet consistently ranks among the markets in the world that
American and other exporters consider the least open.



The Institute for International Economics published a report in January 1995 on Japan’s
protectionist practices. It examined the difference between the prices of imported products and
similar products that were domestically produced, and calculated the implied margin of
protection that keeps imports out of the market. That study (“Measuring the Costs of Protection
in Japan” by Yoko Sazanami, Shujiro Urata, and Hiroki Kawai, Institute for International
Economics, Washington, D.C.) showed that Japan’s invisible protection for machinery imports
was equivalent to an average tariff of 140 percent. With these types of non-tariff barriers in
place, it is not surprising that we and many other countrle_s  have great difficulties exporting
industrial products to Japan. Progress is possible, however. From 1990 to 1997 Japan’s
industrial production fell 3 percent, while its imports grew 44 percent; but Japan’s imports of
manufactures are still a relatively small proportion of its GDP and in sharp contrast to other
major developed nations.

This disparity in trade barriers emphasizes the need to make further progress in reducing trade
barriers in Asia. Americans are competitors. But we need, more than anything else, to know that
the rules of the game of international trade are fair and that the openness of markets around the
world is roughly equal. More fairness is needed to ensure continued support for the current
trading system from those countries that have opened their markets and have borne the weight of
international competition.

President Clinton in a February 1993 speech stated the principles that would guide trade policy in
his Administration. One such principle he said:

“...will  say to our trade partners that we value their business, but none of us
should expect something for nothing. We will continue to welcome foreign
products and services into our markets, but insist that our products and services be
able to enter theirs on equal terms.”

Opening markets is not only good for us, but for others as well. Competition encourages
efficiency and provides the latest technology. Lagging economies that impose barriers to U.S.
and other imports should consider the cost of resisting free and fair trade.

That is why this Administration has spent so much energy working to convince other countries
that they must and should open their markets to our exporters. It is why my Market Access and
Compliance unit and a similar enforcement unit in USTR were created. These two units, coupled
with the government’s trade promotion and financing activities, which are marshaled by the
Congressionally-established Trade Promotion Coordinating Committee chaired by the Secretary
of Commerce, are vital to such efforts.
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Addressing Trade Opportunities -What Does It Take?

We need to expand economic opportunities by opening new markets to American goods and
services. Trade is fundamental to American prosperity today and in the future. We need to see
that increased trade continues to contribute to American prosperity in the 21st century by
supporting higher paying jobs through exports in our most productive sectors. Our incomes could
be higher still by further opening foreign markets. The job is especially important in key Asian
markets. -

What must happen to obtain trade expansion ? First, and most important, the pace of foreign
economic growth must improve. On this score, there have been some encouraging
developments. The recovery in most of the emerging market economies in Asia is already taking
hold, and the recession in Japan may have come to an end. However, the Asian economies need
to continue to pursue structural reforms to ensure a sustained expansion.

In Latin America, an important trading partner for the United States, the recession in major
countries this year has been less severe than expected earlier in the year, and the IMF looks for
3.9 percent growth in 2000 for the region as a whole.

Growth in Europe will also be higher, but Europe still needs to pursue structural reforms,
particularly in labor markets, to ensure a positive environment for investment and to promote
further job creation to reduce still high unemployment. A better climate for investment in
Europe would allow stronger growth over the medium-term without inflation risks, and
contribute to better markets for U.S. exports.

This better economic climate has resulted in an upward revision of the IMF’s forecast for global
growth in 2000. Now, the IMF is predicting global growth of 3.5 percent, up from a projected
growth of 3.0 percent in 1999. All told, this improved economic picture should help improve the
prospects for U.S. exports.

Secondly, we must make further progress in opening foreign markets. While trade deficits stem
from macroeconomic factors, foreign trade barriers are hampering the expansion of U.S. exports
and reduce our incomes, which include agriculture, services and sophisticated manufactured
goods. An improved U.S. standard of living and strengthened investment both in plant and in
research and development would result from an ability to utilize our comparative advantage more
fully, and we should spare no effort to reduce foreign trade barriers  and ensure that foreign
countries live up to the trade agreements they negotiate with us.

Third, the economy must remain competitive. Recent improvements in our rate of productivity
increase are the result of the pressure to excel and, need to be continued.
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Conclusion

While we know the causes of the deficit are basically macroeconomic, we also know that U.S.
firms and workers will benefit from the reduction of trade and investment barriers around the
globe. Opening markets and removing barriers offers benefits to the United States and the world
even apart from any effects on the trade balance. The Administration has worked vigorously to
reduce those barriers. It has also worked to support our exporters by better coordinating
government program which  support them working through the interagency Trade Promotion
Coordination Committee. We are outreaching to U.S. btsinesses throughout the nation to
support their export activities through financing, promotion and market opening activities.

Thank you for giving me this opportunity to appear before you.












