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A Perspective on the Trade Deficit

Y esterday, the U.S. Department of Commerce reported that America's trade
deficit widened to a record $26.5 hillion in November, driven by higher oil prices and
rising imports of foreign cars and consumer goods. Through the first 11 months of 1999,
the deficit was running at an annual rate of $267 billion, far surpassing 1998's record
deficit of $164 billion.

An Associated Press story referred to the trade imbalance as a “blot” on
America's otherwise superior economic performance. It's too bad most business
reporters have little knowledge of economic fundamentals. In fact, in today’s intertwined
global economy, the widening deficit is testimony to America's industrial strength. Often
forgotten in the hand wringing over the trade deficit is the remarkable growth in U.S.
exports, which came in at a record $82.9 billion in November despite the increasing
strength of the dollar. At an estimated $958 billion in 1999, the value of American
exports will have nearly doubled in a decade (see Exhibit 1). And with prospects
improving for the economies of Western Europe, Latin America and Southeast Asia, the
pace of U.S. export growth should pick up this year with a consequent narrowing of the
deficit.

We often forget that trade flows are only part of our international financial
accounts and that the balance of payments always balances. In an article appearing in the
latest issue of the Dalas Fed's Southwest Economy, Michael Cox and Richard Alm point
out that in 1998 foreigners invested $503 hillion in the U.S. while Americans invested
$293 overseas-leaving us with a hedlthy capita surplus of $210 hillion. Indeed, the net

inflow of investment capital has been a near mirror image of the trade deficit for the past



twenty years (see Exhibit 2). Without question, these net capital inflows have created
millions of jobs for U.S. workers, far exceeding any that might have been “lost” as a

result of the trade deficit.

Why Texans Love Trade and Foreign Investment

We Texans are free traders and strong advocates of open markets for several
reasons. First, we understand that trade and foreign investment have been at least partly
responsible for our economic good fortune in recent years. Among the ten most populous
states, Texas posted the greatest percentage gains in employment during the 1990s.
Among the ten largest metropolitan areas in the country, Dallas-Fort Worth and Houston
ranked first and second in absolute job growth during the decade though they currently
rank 8" and 9™ in population (see Exhibit 3).

Second, the Texas economy today, asin the past, is driven by industries with a
strong export or import-competing orientation. Thirty years ago, energy and agriculture
ruled the roost. Though ill important, most of Texas' economic expansion over the past
two decades can be traced to our fast-growing information technology industries such as
computers, eectronics, telecommunications, software and the like. Today, Texas ranks
second only to Cdifornia in high-tech employment (see Exhibit 4).

In 1998, Texas exports totaled $87 billion, with electronic equipment and
computers leading the pack. Using the rule-of-thumb that $1 billion in exports directly
supports 20,000 jobs, 1.74 million Texans owe their livelihood to export activity.
Import-related businesses probably support another haf-million jobs in the state.

Together, we're talking about one-in-four Texas jobs. In short, open markets and two-



way investment flows are absolutely critica to the current and future heslth of the Texas
economy and, most especidly, our fast-growing high tech industries.

Third, Texans are free traders because of our unique position, and location, within
the North American Free Trade Agreement. Arguably, Texas has benefited more than
any other state from the NAFTA. For instance, Texas exports to Mexico and Canada—
our largest trading partners-jumped from $25 billion in 1993 (pre-NAFTA) to $47
billion in 1998, which represented about 54 percent of al Texas exports. Texas is aso
the core of major road and rail corridors between Canada, the U.S. and Mexico.
Interstate 35, sometimes referred to as the “NAFTA Highway,” runs through the heart of
Texas and links up with virtualy every mgor east-west Interstate in the nation. The UP-
SP, BNSF and KCS-TexMex railroads al enter Mexico through Texas, and Laredo is the

nation’s busiest inland port.

Conclusion

We are extremely concerned in this state about the rising tide of protectionism
and anti-globalism. The recent failure of the World Trade Organization to agree on an
agenda for further liberalization of trade does not bode well for export-oriented
economies like Texas. A slowdown in world trade, more than any other factor, could
derail both the U.S. and Texas economies, | hope the U.S. Trade Deficit Review

Commission will become an advocate for free trade and a vocal critic of protectionism.
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