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MS. BATES: Thank you very nmuch. [1'd like to thank

the Commission for the opportunity to testify here today. 1’1l do

ny best to stick within the traffic regulations.

I'd like to touch briefly on the definition and

t hen neasurenent of the deficit, because | do think this has sone

bearing on the debate about the causes of the deficit. And then

turn at the end to |l ook briefly at the causes.

In reference to the definition, | think nmy main

point would be that in nmuch of the popul ar debate surrounding the

trade deficit, many people refer to the nerchandi se or goods trade

deficit, but as the US. is a significant and persistent net

exporter of services, looking at the nerchandise trade deficit

significantly overstates the deficit of the US.  So, that would

just be a point to be aware of when looking at this figure. I

think there’s often a problemwth definition of the term

Turning to the nmeasurenent, | would argue that one

i mportant but often overl ooked cause of the U S. trade deficit, or

at least partial cause of the U S trade deficit, is indeed

statistical error. Now, clearly msneasurenent of U S trade is

only relevant for the deficit figure, if the error is significant,

persistent, and biased in terms of exports and inports, thereby
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havi ng an inpact on the deficit.

It seenms that in practice, nmost of these criteria
are met. According to a Census Bureau study, U S. goods exports
are persistently undercounted by three to ten percent. The same
study noted that there was no evidence of significant errors in
the inport data, and it didn't look at services, so we're just
| ooki ng at the goods side here.

Applying this approximation to the 1998 deficit on
goods and services would reduce that deficit from $164 billion to
$97 billion, or by about one-third. So, it’s a significant
under st at ement of exports.

The study goes on to look at the causes of this,
and one of the primary causes is the fact that exporters are not
required to report exports valued under $2,500. I nstead, the
Census Bureau uses estimates for those based on historical data.

I ndeed, new data for exports under $1,000 have not been collected
for over a decade.

Now, given that there’'s been an increase in just-
in-time inventory practices, increased flows of interfirm trade
over the borders with Canada and Mexico, and increase in small
business trade, these small value exports have increased quite

significantly over tine, and are therefore being underestimated in
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the current data.

| would argue that it’s likely that m smeasurenent
is going to increase in future with new activities, such as E-
Conmrer ce.

So, the point I'd like to nake here today is that a
significant contribution to the debate surrounding the trade
deficit could in fact be rmade by inproving data collection and
di ssem nati on.

Turning now briefly to the causes of the U S. trade
deficit, | would agree with my colleague, who outlined | think
quite clearly just now, that the fundanental factor wunderlying
both the strong U S dollar and the U S. trade deficit is the
relative strength of the U S econony conpared to those in the
rest of the world.

That is clearly the strong donestic demand is for
all products, including inports coming into the US., and,
simlarly, the strength of the U S. econony as a place to invest.

Thi s is encour agi ng i nfl ows of capital,
particularly portfolio investnent and particularly from the UK
which is interesting fromny point of view, being nmy home country.

This inflow of capital is fueling the stock narket

boom which is increasing household net wealth in the US. and
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encouragi ng even further inports. Cbviously, the inflow is adding

to the appreciation of the dollar, making inmports cheaper.

So, | think the central point to realize here, as

outlined earlier, is that as the Asian and, perhaps, nore

i mportantly, the European econonmies begin to recover and pull out

of recession, it seenms likely that this capital inflow will at

| east decline, if not, rever se. That will then have a

depreciating effect on the dollar, thereby naking exports cheaper

and inports nore expensive to the U S and reducing the trade

deficit.

I think the issue that is on a lot of people's

mnds at the noment is how exactly this readjustment is going to

occur, whether it will occur slowy over a period of nmonths and

years or whether there will be a nore sudden reversal of the flows

and nore of a shock to the econony. And that’s notoriously

difficult to predict, and | don't really want to get into doing

t hat .

So, just to conclude, I1'd like to make three

points. First of all, it's inportant to use an accurate neasure

of the trade deficit when talking about this, and | think that’s

part of the problem with this debate, a msunderstanding of the

figures thensel ves.
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Secondly, that the current trade deficit is

significantly overstated and that there are going to be inportant

measur enent

statistics,

problems in future. W need information age trade

if we’'re going to have an informed debate about the

econony that the U S. is currently exhibiting.

And, thirdly, that the main macroeconom c cause of

the trade deficit is the relative strength of the U S. econony.

Ironically,

as ot her economies around the world begin to recover,

that could nean a readjustnent for the U S., too.

Thank you.

VI CE CHAI RVAN PAPADI M TRI QU:  Thank you very nuch.

The next panelist is M. Daniel Giswld fromthe

Cato Institute who is the Associate Director of the Institute's

Center for Trade Policy.

(202) 234-4433

M. Giswold.
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