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Introduction

Exports benefit the US economy in many ways.
e Exports enable firms to sell beyond their domestic market, thereby enabling them to increase
production, sales, and jobs.
e Exporting firms, on average, employ almost twice as many workers and produce twice as
much as nonexporting firms.
e Exporting firms pay their workers more than nonexporting firms and they are more likely to
provide health insurance and pension coverage to their workers.'
e Exporting firms have higher productivity, making them more competitive and prosperous.
Despite these significant benefits, it is surprising that more US firms don’t export.”
e Only 4 percent of US companies export.
e Five hundred companies account for 60 percent of US exports.
e  Companies with more than 500 employees, which constitute only 3 percent of our exporting
companies, account for 70 percent of US exports.

Less than 0.5 percent of US companies operate in more than one country.

Fifty-eight percent of exporting companies trade with only one country.

Although US exports of goods and services have grown on average by 10 percent each year over the
last 50 years, they currently constitute only a little more than 10 percent of GDP, considerably less
than the world average (see table 1). By contrast, exports of goods and services are 40 percent of GDP
in Europe, 40 percent of GDP in China, 36 percent of GDP in Canada, 22 percent of GDP in India,
and 16 percent of GDP in Japan.

! Bernard, Andrew B., J. Bradford Jensen, Stephen J. Redding, and Peter K. Schott. 2007. Firms in
International Trade. Journal of Economic Perspectives 21:3. (Summer).

2 US Department of Commerce. 2009. A Profile of US Exporting Companies, 2006~2007. US Census Bureau
News. (April 9).



Table 1 Export of goods and services

Percent of GDP
Singapore 243
Hong Kong, China 206
Euro area 40
China 40
Canada 36
Average for high-income
OECD countries 24
India 22
Japan 16
United States 11
World average 28

Source: World Bank, World Development Indicators, 2009.

Historically low household saving rates and growing government and private debt have made the US
economy dependent on foreign capital. By the end of 2008, US net debt to the rest of world was $3.5
trillion, 24 percent of GDP. The US net debtor position has deteriorated since 2000, rising at a rate
of 23 percent per year, more than four times the annual growth of the US economy.

There are several ways the United States can reduce its debt burden, but most of them will require
enormous sacrifice on behalf of American workers and their families and bring considerable damage
to the US economy. The only way out of the economic mess we currently find ourselves in, without

causing more damage at home and abroad, is to significantly increase US exports.

Exporting is no longer just an option for the US economy: it is an imperative.

Why Export?

Since the late 1970s Americans have been consuming more than we produce (see figure 1).”> Since

1977, consumption as a percent of GDP has grown, on average, 77 percent faster than production
each year. As a result, the gap between consumption and production increased from 1 percent of
GDP to 5 percent of GDP over the last three decades. Between 2003 and 2008 consumption as a
percent of GDP grew, on average, by almost three times more than the growth of production as a
percent of GDP each year.

? For the purposes of this testimony, production is measured as consumption of domestically produced of goods
and services plus exports of goods and services. Consumption is measured as consumption of domestically
produced goods and services plus imports of goods and services.



Figure 1 US production and consumption
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The gap between production and consumption is equal to the balance in exports and imports of
goods and services, or the current account. Over the last six years, the US current account deficit has
been, on average, slightly above 5 percent of GDP each year (see figure 2). This deficit is not merely
an accounting entry; it represents how much more the United States must borrow from the rest of the
world each year—further worsening its net debtor position.

The US net international debt position at the end of 2008 was $3.5 trillion, or 24 percent of GDP.
My colleague Bill Cline estimates that with no policy changes, the US net international debtor
position could double, reaching $8 trillion, or more than 42 percent of US GDP, within just seven

4
years.

# Cline, William R. 2009. Long-Term, Fiscal Imbalances, US External Liabilities, and Future Living Standards.
In The Long-Term International Economic Position of the United States, ed. C. Fred Bergsten., Washington:
Peterson Institute for International Economics Special Report 20. (May).



Figure 2 Balance on US current and trade accounts
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The continual build-up of US domestic and international debt diverts capital from less advanced
economies that are in great need of capital to finance public and private investment in basic
infrastructure and industry.

It is hard to imagine how this debt build-up can continue on its current course.

As former Chairman of the Council of Economic Advisors and eminent economist Herb Stein was
fond of saying, “If something can’t go on forever, it won’t.” The recent US financial crisis and
resulting deep recession have once again proven him right.

There are several options for reducing US dependence on foreign capital. First, we can permanently
raise our national saving rate. Given historically low private saving rates in the United States, the
single most effective way to do this would be to eliminate the federal government budget deficit. This
is an extremely ambitious goal, especially under current circumstances. According to the
Congressional Budget Office (CBO), the federal budget deficit is estimated to be more than 11
percent of GDP in FY 2009. CBO also estimates that under relatively optimistic assumptions, the
deficit is expected to remain above 4 percent of GDP each year, over the next 10 years.

Mandatory spending, i.e., entitlements and interest on outstanding debt, are expected to comprise
about two-thirds of all federal spending for at least the next decade. Although categorized as such for
budget purposes, spending on defense, homeland security, and intelligence cannot be considered



“discretionary” given current security concerns around the world. And policymakers have not
displayed any appetite for raising taxes.

Although not impossible, it would demand significant leadership and discipline to bring the federal
budget into surplus and keep it in surplus long enough to reduce the US economy’s growing
dependence on foreign capital.

Another option would be for individuals to significantly reduce their own debt. Total outstanding
household debt is currently valued at $13.7 trillion, a little less than total GDP. If the recent
experience is any indication, one would expect that significantly reducing household debt, even
enough to stop the further accumulation of net debt, would have a devastating effect on the US
economy.

A third option, printing more money to pay off our debt, brings back images of Germany in the
1920s, Hungary immediately after World War II, and Argentina, Bolivia, and Israel during the
1980s, when store prices changed several times a day. This cannot be an option for United States.

The only remaining option is to reduce imports of goods and services, increase exports of goods and
services, or some combination of both.

The US economy imported $2.5 trillion in goods and services in 2008—20 percent of everything
Americans consumed. Complete abstinence, or even an absolute reduction in imports that was
enough to stem our growing dependence on foreign capital, would have drastic consequences for US
consumers, causing a severe decline in living standards. An absolute decline of US imports of this
magnitude would also wreak havoc on almost every economy around the world.

The only possible option for reducing our increasing dependence on foreign capital, while

maintaining—or even improving—our standard of living is to expand exports.

In order to increase €XpOrts, W€ must start producing more than WE consume.

Expanding domestic production requires more private and public investment. The government needs
to continue its current efforts to update and expand the nation’s physical and human infrastructure.
Private companies need to increase investment in plant and equipment here in the United States.
Increased investment, resulting in higher production, will enable companies to hire more workers.

The combination of facing domestic and international competition and investing in plant,
equipment, technology, and worker training will enhance companies’ long-run productivity, thereby
enabling them to pay their workers higher wages. Higher incomes, in turn, will enable workers and
their families to increase consumption, including imports, in absolute terms. As long as the growth of
production is greater than the growth of consumption, the ratio of consumption to production will

fall.

Increasing exports also addresses another US deficit—the jobs deficit. The “Great Recession” of
2008-2009 has so far resulted in a doubling of the unemployment rate. Currently 31 million
Americans are unemployed (15.4 million), working part time because they could not find a full-time



job (9.2 million), not in the labor force but willing to work (5.6 million), or discouraged and
marginally attached to the labor force due to poor job prospects (1 million). Despite some recent
positive signs, most indicators suggest that it is going to take considerable time for the labor market
to fully recover from the recession.

The US “jobs machine” petered out long before the recent recession began. Total job gains were flat
from 2001 to 2006 and most of the increase in the number of people employed over this period
resulted from fewer layoffs, not the creation of new jobs (see figure 3).

Poor job creation over the last decade, as opposed to the mere increase in employment, contributed
to worker anxiety over technological change, offshore outsourcing and increased import competition.
The lack of new high-wage jobs makes it very difficult for workers to recover from job losses. As a
result, most workers feel safer in their current jobs, even if they pay less well and don’t provide
benefits, than seeking new employment opportunities that pay more and provide better benefits.

The lack of sustainable and high-wage job creation is a threat to the US economy, not globalization.

Exporting is the only way to reduce the US economy’s dependence on foreign capital and create

high-wage jobs while simultaneously improving the standard of living of American workers and their

families.

Figure 3 Total job gains and losses
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What to Export?

Exporting more alone will not be enough to solve all our economic ills. Given its level of

development, the US economy must export high value-added goods and services that require high-
skilled workers in order for an export-led growth strategy to result in sustainable improvements in US

living standards. In other words, we need to improve both the quantity and quality of the goods and
services we produce and export.

Anxiety over consideration of an explicit industrial policy, i.e., picking “winners and losers,” has
caused many policymakers to overlook analyses that identify those US industries that excel in facing
international competition. Any export-led growth strategy should build upon an analysis of our
strengths.

Contrary to all the naysayers, the United States has a comparative advantage in many products.®

Opver the years economists have developed numerous indices of industrial competitiveness. Each of
these indices has its own strengths and weaknesses. The most common index used is the value of an
industry’s exports as a share of total exports. Although this is a useful measure for some purposes, the
index is obviously biased by the value of the product itself. For example, it would be a mistake to
conclude that US exports of vehicles are more competitive than exports of cereals, purely based on
the fact that the value of vehicle exports is greater than the value of cereal exports.

Another index of industrial competitiveness is the ratio of exports to imports in a particular industry.
In this case, competitiveness is measured by the fact that the value of a country’s exports in one
product or group of products is greater than the value of imports of that same product or group of
products. This index is less meaningful at higher levels of industry aggregations because there is
considerable trade within industries. For example, the United States exports trucks and imports cars,
both of which are included under the same broad industry classification, i.e., vehicles.

Béla Balassa refined the simple export-import ratio index by comparing it to the ratio of a country’s

total exports and imports. This index is called the Revealed Comparative Advantage (RCA) index. A
higher RCA index suggests that the ratio of exports to imports for one product or group of products
is greater than the ratio of the all the country’s exports to imports.

Table 2 presents the indicators outlined above, i.e., the industry’s share of total exports, its ratio of
exports to imports, and its RCA index for the top 25 US export industries, according to the two-digit
Harmonized Tariff System (HTS). The final column, the “weighted” RCA index, is an industry’s
RCA index multiplied by that industry’s share of total exports. This index is an attempt to provide
some insight into the “quality and quantity” of an industry’s export performance.

The top 25 industries, ranked by the weighted RCA index, comprise 80 percent of US exports.
Almost half of these exports are concentrated in four broad industrial categories: electrical and

> Due to data limitations, this analysis is confined to industrial products, as defined by the Harmonized Tariff

Schedule (HTS).



Table 2 US export industries ranked by weighted revealed comparative advantage

nonelectrical machinery (HTS 84 and 85), vehicles (HTS 87), and aircraft (HTS 88). As suggested

above, these products are primarily high value added, thus their large share of total exports is not a

surprise. A more careful look provides more insight into the actual international competitiveness of

these industries.

US exports of aircrafts are more than 3 times the size of imports in the same category. By contrast,

US exports of electrical and nonelectrical machinery and vehicles are /ess than similar imports. The

ratio of US exports to imports for electrical and nonelectrical machinery is slightly better than the

overall ratio of total US exports to imports, thereby signifying a comparative advantage.

Average Average Revealed
value 2004— | share Comparative
2008 in 2004— Advantage Weighted
HTS $millions 2008 X/M (RCA) RCA
1,044,183
Total 0.577
10 Cereals 17,618 1.7 | 12.391 21.479 0.362
88 Aircraft, spacecraft, and parts 61,328
thereof 59| 3.263 5.656 0.332
84 Nuclear reactors, boilers, 181,617
machinery, and mechanical
appliances; parts thereof 174 | 0.778 1.349 0.235
12 Oil seeds and oleaginous fruits; 11,510
miscellaneous grains, seeds, and
fruits; industrial or medicinal
plants; straw and fodder 1.1 8.835 15.313 0.169
85 Electrical machinery and equipment 140,239
and parts thereof; sound recorders
and reproducers, television
recorders and reproducers, parts and
accessories 13.4 | 0.625 1.083 0.145
90 Optical, photographic, 61,034
cinematographic, measuring,
checking, precision, medical or
surgical instruments and apparatus;
parts and accessories thereof 5.8 1.206 2.091 0.122
39 Plastics and articles thereof 42,699 4.1 1.311 2.272 0.093
87 Vehicles, other than railway or 93,483
tramway rolling stock, and parts
and accessories thereof 9.0 | 0.460 0.797 0.071
38 Miscellaneous chemical products 16,492 1.6 | 2.077 3.600 0.057
52 Cotton, including yarns and woven 6,350
fabrics thereof 0.6 | 4.191 7.264 0.044
29 Organic chemicals 33,976 33| 0.771 1.336 0.043




Table 2 US export industries ranked by weighted revealed comparative advantage (continued)

Average Average Revealed
value 2004— | share Comparative
2008 in 2004— Advantage Weighted
HTS $millions 2008 X/M (RCA) RCA
71 Natural or cultivated peatls, 32,683
precious or semiprecious stones,
precious metals; precious metal—
clad metals, articles thereof;
imitation jewelry; coin 3.1 0.771 1.337 0.042
98 Special classification provisions, 30,436
NESOI 2.9 0.803 1.392 0.041
23 Residues and waste from the food 4,707
industries; prepared animal feed 0.5 | 4.931 8.547 0.039
30 Pharmaceutical products 25,935 25| 0.616 1.067 0.027
2 Meat and edible meat offal 7,487 0.7 1.581 2.740 0.020
47 Pulp of wood or other fibrous 6,132
cellulosic material; recovered (waste
and scrap) paper and paperboard 0.6 1.812 3.141 0.018
32 Tanning or dyeing extracts; tannins 5,563
and derivatives; dyes, pigments, and
other coloring matter; paints and
varnishes; putty and other mastics;
inks 0.5 1.850 3.207 0.017
48 Paper and paperboard; articles of 13,377
paper pulp, paper, or paperboard 1.3 | 0.742 1.287 0.016
41 Raw hides and skins (other than 2,831
furskins) and leather 0.3 | 3.394 5.882 0.016
72 Iron and steel 14,756 1.4 | 0.562 0.974 0.014
28 Inorganic chemicals; organic or 10,164
inorganic compounds of precious
metals, of rare-earth metals, of
radioactive elements or of isotopes 1.0 | 0.801 1.388 0.014
34 Soap, etc.; lubricating products; 4,079
waxes, polishing, or scouring
products; candles, etc.; modeling
pastes; dental waxes and dental
plaster preparations 04| 1.945 3.371 0.013
8 Edible fruit and nuts; peel of citrus 6,911
fruit or melons 0.7 1.080 1.872 0.012
26 Ores, slag, and ash 4,471 0.4 | 1.560 2.704 0.012

NESOI = Not Elsewhere Specified or Indicated.
Source: Author’s calculations based on US International Trade Commission Interactive International Tariff

and Trade Database.




According to the RCA index, the United States has a comparative advantage in scientific equipment
(HTS 90), which comprises almost 6 percent of total US exports. US exports in this category are 20
percent higher than similar imports, which is much higher than the average ratio of total US exports
to imports (1.206 versus 0.577). Chemicals, plastics, and pharmaceuticals, which together account
for 12.5 percent of US exports, are also highly competitive, even though US exports of
pharmaceuticals and organic chemicals are less than similar US imports of similar products.

Many of the findings presented above are not too surprising. The United States is well known for its
production of capital equipment and high-tech products. Despite this conventional wisdom,
according to this analysis, the most competitive US export is cereals. Although cereal exports
constitute only 1.7 percent of total US exports (probably due to the low value-added nature of the
product), they are more than 12 times the size of cereal imports. Taken together, cereals have the
highest weighted RCA index of the 97 broad industrial categories analyzed. The two other industries
with high RCA indices are oil seeds and grains, and cotton, which together constitute 1.7 percent of
all US exports.

A list of competitive products at a more detailed level of disaggregation is appended to this testimony.

The bottom line is that there are many products made in the United States that meet the test of
international competition. The challenge is to allocate the necessary resources for investment in

physical and human capital to expand production and export of these products.

How to Promote Exports — Creating an Export Culture and Developing an Export-led Growth
Strategy

For much of the last century the US economy has been defined by a culture of consumerism. People’s
success is measured by how much and what they consume, e.g., large houses, expensive cars,
technological gadgets, etc. Secular and religious holidays have both become opportunities for sales
and shopping sprees. The health of the economy is measured by how much we consume, not by how
much we produce.

This culture of consumerism has led to an enormous buildup of individual debt. Total current
consumer debt amounts to approximately $117,000 per US household. As evident by the recent
financial crisis, this debt overhang places Americans and the entire US economy at great risk to
external shocks.

One way to reduce our dependence on consumer debt would be to increase the share of production

and exports in the US economy. This would require a cultural transformation from one that focuses
almost exclusively on consumption to one that focuses on production and exports. This

transformation could begin by replacing indicators of consumption with indicators of production and
exports as measures of the health of the US economy.

For example, firms might report large export sales, similar to the way they currently report purchases
by US consumers. The Department of Labor might report employment statistics for export-oriented



companies and/or industries as part of its monthly release on the employment situation. The
government could also report the number of new jobs, which is different from merely the increase in
employment.® Job creation data for exporting companies and/or industries could be reported
separately. Increased export sales might become one of the variables considered in setting executive
compensation.

The government and the private sector might work together to develop an aggressive export strategy.

This strategy should be based on an accurate assessment of the economy’s existing capacity to
produce and export, as well as an analysis of industrial strengths and weaknesses.

A body comprising representatives from the private and public sector might set certain targets for
increasing production and exports and estimate what resources would be necessary in order to meet

those targets.” These targets might include doubling exports’ share of GDP and/or doubling the
number (or percent) of firms that export by 2020.

Creating an Economic Environment that Encourages Exports

The primary objective of economic policy should be the achievement of sustainable, long-term
improvements in living standards. This goal requires simultaneous improvements in economic
growth and productivity. Increased domestic saving and investment in productive activities is critical
to achieving this dual goal.

Between 1946 and 1981, business investment in plant and equipment rose steadily from 8 percent of
GDP to more than 13 percent of GDP. Over the last decade private investment in plant and

equipment dropped to less than 10 percent of GDP. This poor investment performance tracks the

lack of total job creation over this period.

The recent bursting of the real estate “bubble” provides an opportunity to reorient investment in the
US economy. It would be unfortunate if the drop in residential investment resulted in net decline in
total investment. In other words, the decline in residential investment should be offset by an increase
in nonresidential investment, i.e., investment in plant, equipment, and technology.

Economic policies should aim to increase the quantity and improve the “quality,” measured by its

contribution to enhancing productivity, of investment. The most important variable for promoting

investment is the availability of affordable capital. There are three potential sources of capital—

domestic private (household and corporate) saving, government saving, and foreign saving. Large and
growing federal and state government budget deficits in the United States increase the demand for
private and foreign saving to finance domestic investment. The historically low household saving rate
has exacerbated the US economy’s dependence on foreign capital to finance domestic investment.

¢ For a start, a measure of new jobs could be taken from changes in the unemployment insurance system, i.e.,
workers who change their employers and new hires.

7 The Congressionally mandated Competitiveness Policy Council undertook a similar exercise in the 1990s,
estimating how much national saving and investment would be needed in order to double productivity growth.
The council developed detailed policy recommendations aimed at achieving that target.



As mentioned above, eliminating the government budget deficit would be the single most powerful

means of increasing the amount of capital available for investment in the United States. Any such

improvement in public saving, i.e., a reduction or elimination of the budget deficit, must be
accompanied by an increase in private saving on order to result in a net increase in national saving.

The bottom line is that we must eliminate the government budget deficit and individuals must save
more, not just for retirement, in order to increase the amount of capital available to finance more
investment in plant and equipment in the United States, and thereby create high-wage, sustainable
jobs for American workers.

Get Exchange Rates “Right”

The value of a country’s exchange rates is the single most important factor influencing how much it

exports (and imports). An overvalued currency makes a country’s exports appear more expensive

abroad and makes its imports appear less expensive at home, thereby leading to a deterioration of that
country’s trade and current accounts.

Table 3 presents data on exchange rates and US exports of goods and services by country. The second
column presents an estimate of the equilibrium exchange rate relative to the US dollar, called the
Fundamental Equilibrium Exchange Rate (FEER), as calculated by William Cline and John
Williamson.® The market exchange rates on December 1, 2009 are listed in the third column. The
fourth column presents a comparison between the FEER and the current market exchange rate. A
positive value suggests a currency overvaluation. Conversely, a negative value suggests a currency
undervaluation.

8 Cline, William, and John Williamson. 2009. 2009 Estimates of Fundamental Equilibrium Exchange Rates,
Washington: Peterson Institute for International Economics.



Table 3 Exchange rates and exports of goods and services

Share of US

Exchange rate | Extent of exports of

relative to the | over/under goods and

US dollar on | valuation relative to | services in

FEER 12/01/2009 the US dollar 2008

China 5.45 6.831 0.253 0.047
Hong Kong 6.05 7.75 0.281 0.015
India 37.1 46.325 0.249 0.015
Korea 850 1149.35 0.352 0.027
Singapore 1 1.3807 0.381 0.020
Taiwan 25.1 32.15 0.281 0.018
Euro zone 1.47 1.504 0.023 0.173
Canada 1.02 1.0496 0.029 0.169
Mexico 10.6 12.776 0.205 0.096
Japan 90.1 87.175 -0.032 0.058

Based on these data, the value of the dollar is currently pretty close to equilibrium against the euro
and the Canadian dollar, which together account for one-third of total US exports of goods and
services. The US dollar appears to be slightly undervalued against the Japanese yen. This
development has a limited effect on the overall US trade performance, since Japan accounts for only
5.8 percent of total US exports of goods and services.

By contrast, the dollar is overvalued against several Asian currencies, making our imports from these
countries more attractive and our exports to these countries less attractive. It is therefore no surprise
that, despite their strong economic performance, these six Asian countries, whose currencies appear to
be overvalued against the US dollar, account for only 14 percent of total US exports of goods and
services.

At a minimum, we cannot allow other countries to manipulate the value of their currencies in order
to provide an unfair advantage to their exports.

An appropriate and stable exchange rate is necessary to promote exports.

Ensuring Market Access

US exporters need secure access to growing markets in order to sell their goods and services. This
requires negotiations to open markets to US goods and services, the establishment of international
rules by which to govern trade between countries, and aggressive enforcement of those agreements
and rules. The United States is currently falling behind on all fronts.



It appears that the world trading system is quickly turning into an unwieldy collection of bilateral
and regional trade agreements. Efforts to negotiate a multilateral trade agreement under the auspices
of the World Trade Organization (WTO) are stalled and at this point seem unlikely to succeed. In
the meantime many countries have aggressively pursued bilateral and regional trade agreements to
secure markets for their exports.

To date the United States has entered into 17 bilateral trade agreements, which together cover 40
percent of total US exports in 2008. The North American Free Trade Agreement (NAFTA) alone,
which includes Canada and Mexico, covers one-third of US exports. The remaining 15 bilateral
agreements, including the individual countries that are part of the Central American Free Trade
Agreement (CAFTA), cover just 8.3 percent of US exports. If enacted, bilateral agreements with
Colombia, Korea, and Panama would cover an additional 3.9 percent of US exports. Except for
NAFTA, US bilateral and regional trade agreements cover only a small portion of US exports.

Current efforts for further multilateral trade and financial liberalization appear to have hit a “speed
bump.” The Obama administration has yet to articulate its overarching strategy for trade policy. In
the meantime, other countries are aggressively moving ahead in negotiating and signing bilateral
trade agreements with each other. The United States, the most important force behind the
international trading system for most of the last 50 years, seems to have fallen victim to domestic
opposition to further liberalization. The future of the multilateral trading system could be in jeopardy
if the United States abdicated its critical role.

From the perspective of promoting US exports, this is precisely the wrong time for a “time out” from

trade policy.

Clearly, seeking increased market access for US exports will most likely necessitate opening the US
market to imports from other countries. Imports benefit the US economy, through access to more,
better, and less expensive products. But these benefits come with a “price tag.” Increased competition
from imports can put pressure on domestic firms and workers. Government programs should address
these pressures with adequate and appropriate assistance that promotes labor market flexibility
without causing harm to American workers and their families.

Entering into trade agreements is only the first part of gaining market access for exports. There must
be appropriate “rules of the game” to govern trade flows and those rules must be aggressively
enforced. The apparent shift from multilateral agreements to bilateral and regional agreements could
undermine the development and enforcement of commonly agreed upon international rules.

Enforcing international trade rules raises additional challenges, since most violations occur beyond
the exporting country’s borders. This challenge is exacerbated by the lack of independent
“international trade police.” As a result, countries must rely on each other to enforce both their own
laws and internationally agreed upon rules.

The US government should expand its enforcement efforts in order to ensure that US exporters are

afforded fair treatment in all international markets.



Building a 21st Century Export-Oriented Infrastructure

Exporters rely on first class transportation systems and ports to ensure that their products arrive at
their intended markets in a timely and cost-effective manner. As daily news reports reveal, our
economy’s physical infrastructure—especially our roads and bridges—has been neglected, resulting in
deaths, serious injuries, and considerable delays, disrupting economic activity and costing US
industry lost sales. US industry cannot compete internationally if it faces significant barriers in merely
getting its goods and services to their intended markets.

The US transportation system was built to serve the domestic market. Future economic prosperity
depends on access to the vast international market. Our transportation system must therefore be
updated in order to meet this new reality. For example, we must ensure that there is a seamless link
between our transportation system, including roads and rails, and our air, land, and water ports.
Airports outside major commercial centers need to be refitted in order to handle the shipment of
cargo. Trucks and trains must be able to move goods from their source of production to ports capable
of handling international trade, in a cost-effective and timely manner.

Providing Adequate Export Financing

One of the barriers exporters face is access to adequate financing at favorable conditions. The US
Export-Import Bank was established to meet this need. Like other official efforts to promote exports,
the Export-Import Bank appears to do a good job providing the necessary finance to companies,
many of which are large and already export. Once again, the challenge is to use easier access to
financing as an incentive to increase the number of companies that export as well as the total value of
exports.

According to the US Export-Import Bank, Canada, France, and Italy provide significantly more
credits to their exporters than the United States does, despite the fact that, on average, the value of

their exports is less than half that of the United States’ (see table 4). This imbalance is particularly
pronounced in the comparison between China the United States. Although the value of total Chinese

and US exports are almost equal, Chinese export credits are more than 4.6 times greater than US
export credits.

? This comparison is based on new medium- and long-term official export credits, as reported by the US
Export-Import Bank. There may be other forms of financing available to exporters.



Table 4 Export credits and exports

New medium- and long-term
official export credit  in billions | Value of exports in billions | Ratio of credits
of US dollars of US dollars to exports

Canada 18.2 420.2 0.043
France 13 551.9 0.024
Germany 7.8 1,321.2 0.006
Taly 11 499.9 0.022
Japan 6 646.7 0.009
UK 3.6 439.1 0.008
US 8.2 1,148.2 0.007
Brazil 7 160.6 0.044
China 38 1,218.6 0.031
India 4.4 160.6 0.027

Source: US Export-Import Bank. “Report to the US Congress on Export Credit Competition and the
Export-Import Bank of the United States” and the World Trade Organization. Data are for 2007,
except for Japan, where data are for 20006.

In addition to direct financing, some countries provide development assistance under the condition

that the recipient countries use that assistance to buy goods and services from their companies. This

form of “tied aid” can distort trade flows. It is unclear how extensive this practice is, since it is

difficult to collect data on tied aid.

Programs to provide access to export financing need to be coordinated with other outreach and

promotion efforts in order to increase the pool of exporting companies.

The bottom line is that US export financing must be competitive in order for its exporters to
compete in world markets.

Establishing an Export Extension Service'’

Helping existing exporters export more should not require a significant increase in resources. By

contrast, additional resources are required to identify and encourage companies that do not currently

export to begin doing so. The experience of the US Agriculture Extension Service and the

Manufacturing Extension Program suggest that although useful, just making technical assistance

available only helps those companies that realize they need that assistance. By contrast, these

programs proactively reach out to farmers and companies and provide assistance that they may not

realize will benefit them.

19 The Agriculture Extension Service was established in 1914 (95 years ago). For example, there are four centers
and nine branch stations in Oregon alone.



Some Manufacturing Extension Program centers provide technical assistance on exporting, but that is
not currently their primary mission. This function should be strengthened. The objective is to
identify potential exporters and provide whatever assistance they require to begin exporting.

The US government has a small export promotion program in place, with activities conducted by the
Department of Agriculture, the Department of Commerce—which includes the Foreign Commercial
Service—and the Small Business Administration. The total budget for these activities was less than $1
billion in FY 2008, with two-thirds of that devoted to promoting agricultural exports. Funding for

export promotion efforts has declined by an average of 8 percent each year between FY 2004 and FY
2008. Export promotion efforts need to be expanded in order to attract more companies to export.

Conclusion

For decades Americans have been consuming more than they produce. As a result, we have incurred
enormous debt to ourselves and to the rest of the world. The recent financial crisis and deep recession
provide clear evidence that the United States is not an economic island, and that continuing to
increase our national and international debt places our living standards and the world economy at
great risk. The current situation is not sustainable. We are already planting the seeds of the next

financial crisis.

The US economy needs to begin producing more than it consumes. Increasing exports is the only
way to reduce US dependence on foreign capital without jeopardizing the living standards of

American workers and their families.

Producing more than we consume does not mean that we must reduce consumption in absolute
terms. Rather, we must implement policies that result in production growing faster than
consumption, until at some point the level of US production is greater than the level of
consumption.

Similarly, we need to implement policies that encourage exports to grow faster than imports. Once
again, achieving this goal does not necessitate an absolute decline in imports, which would hurt US
living standards.

Achieving the two goals of producing more than we consume and exporting more than we import
requires a considerable increase in private investment in plant, equipment, and technology. We must
increase national saving, by raising private saving and eliminating the government budget deficit, in
order to finance this necessary expansion in investment.

Expanding our export capacity is necessary, but not sufficient for increasing our export sales. We must
put in place the appropriate policies to insure that the value of the US dollar relative to the currencies
of our major trading partners does not undercut the price competitiveness of US goods and services
in international markets. At a minimum, we cannot allow other countries to manipulate the value of
their currencies in order to provide an unfair advantage to their exports.



The value of a country’s exchange rates is the single most important factor influencing how much it
exports (and imports).

Government policies and programs are also needed to modernize the nation’s infrastructure and
reorient it toward enhancing exports. We also need to provide adequate financing at favorable
conditions in order to expand the potential pool of US companies that export.

The United States cannot afford to abdicate its leadership role in maintaining an open trading
system. Countries may opt for a “time out” from #rade policy, but there are no “time outs” when it
comes to international zrade flows. Other countries are currently signing bilateral and regional
agreements that exclude the United States. The United States needs to ensure access for its exports
into existing and new markets. Trade negotiations are a two-way street—achieving market access for
exports will be combined with opening markets to imports.

Trade agreements are only effective if they are enforced. In addition to increasing resources allocated
to enforcing its existing agreements, the United States should seek an international understanding on
ways to share the responsibility of enforcing trade rules.

Increasing US exports will result in companies expanding production and creating new high-wage
jobs in the United States. Exporting raises incomes, which will enable Americans to consume more.
Expanding export opportunities can also ameliorate the dislocation costs associated with import
competition.

Given all its benefits, it is surprising that so few US companies export. Increasing exports is the only

option available to help the United States get out of the economic mess it currently finds itself in
without sacrificing US living standards. The US government, together with private sector
representatives, should move aggressively to set medium- and long-term targets for increasing US
exports and expanding the pool of exporting companies.



Appendix Top 50 export industries ranked by the weighted revealed comparative advantage index

Share of Ratio of
total exports to Weighted
HTS exports imports RCA RCA

271210 Petroleum jelly 0.019 4369.1 8092.6 154.43
710210 Diamonds, unsorted 0.010 5579.6 10334.5 103.42
880400 Parachutes (including dirigible

parachutes) and rotochutes; parts and

accessories thereto 0.017 1082.3 2004.7 34.57
400251 Latex of acrylonitrile-butadiene rubber

(NBR) 0.004 2838.1 5256.8 20.69
880310 Propellers and rotors and parts thereof,

for balloons, gliders, other aircraft and

spacecraft, etc. 0.033 272.0 503.8 16.86
870911 Work trucks (not lifting or handling)

used in factories, etc. and tractors used

on railway station platforms, electrical 0.010 626.3 1160.0 1173
520511 Cotton yarn NESOI, 85 percent or

more by weight of cotton, not put up

for retail sale, single uncombed yarn,

not over 14 nm 0.004 805.5 1491.9 6.68
270720 Toluene 0.004 597.5 1106.7 4.51
100590 Corn (maize), other than seed corn 0.008 214.3 396.9 3.32
120100 Soybeans, whether or not broken 0.009 107.8 199.6 1.84
470692 Chemical pulps of fibrous cellulosic

material (other than wood) NESOI 0.002 373.2 691.2 1.69
847329 Parts and accessories for cash registers

and machines for accounting, postage-

franking, ticket-issuing and similar

machines with a calculating device 0.017 50.2 92.9 1.60
841182 Gas turbines, except turbojets and

turbopropellers, of a power exceeding

5,000 kW 0.011 64.6 119.7 1.26
843142 Bulldozer or angledozer blades 0.007 89.3 165.4 1.23
271129 Petroleum gases and other gaseous

hydrocarbons in a gaseous state,

NESOI (other than natural gas) 0.006 78.9 146.1 0.92
961800 Tailors’ dummies and other

mannequins; automatons and other

animated displays for shop window

dressing 0.004 80.9 149.8 0.66




Appendix Top 50 export industries ranked by the weighted revealed comparative advantage index

(continued)

HTS

Share of
total
exports

Ratio of
exports to
imports

RCA

Weighted

RCA

854190

Parts for diodes, transistors, and similar
semiconductor devices; parts for
photosensitive semiconductor devices
and mounted piezoelectric crystals

0.007

33.5

62.1

0.43

100190

Wheat (other than durum wheat) and
meslin

0.006

28.4

52.6

0.34

271490

Bitumen and asphalt, natural;
asphaltites and asphaltic rocks

0.003

55.7

103.2

0.29

847090

Postage-franking machines, ticket-
issuing machines, and similar
machines, incorporating a calculating

device, NESOI

0.003

33.2

61.5

0.19

847982

Machines and mechanical appliances
for mixing, kneading, crushing,
grinding, screening; sifting,
homogenizing, emulsifying, or stirring,

NESOI

0.005

21.3

39.5

0.18

853810

Bards, panels, consoles, desks, cabinets,
and other bases for electronic control,
etc. equipment, not equipped with
electrical apparatus

0.003

37.4

69.3

0.18

840810

Marine compression-ignition internal
combustion piston engines (diesel or
semi-diesel engines)

0.003

17.7

32.7

0.11

720421

Stainless steel waste and scrap

0.003

17.3

32.1

0.11

901920

Ozone therapy, oxygen therapy,
aerosol therapy, artificial respiration or
other therapeutic respiration apparatus;
parts and accessories thereof

0.007

8.4

15.6

0.11

840733

Spark-ignition reciprocating piston
engines for propulsion of vehicles
except rail or tramway stock, over 250-
but not over 1,000-cc cylinder capacity

0.005

10.8

20.0

0.09

841181

Gas turbines, except turbojets and
turbopropellers, of a power not

exceeding 5,000 kW

0.003

17.8

33.0

0.09




Appendix Top 50 export industries ranked by the weighted revealed comparative advantage index

(continued)
Share of Ratio of
total exports to Weighted
HTS exports imports RCA RCA

841111 Turbojets of a thrust not exceeding 25

KN 0.004 11.0 20.5 0.09
711291 Gold waste and scrap, including metal

clad with gold but excluding sweepings

containing other precious metals

0.004 11.9 22.0 0.08

760521 Aluminum alloy wire, with a

maximum cross sectional dimension of

over 7 mm 0.003 18.1 33.5 0.08
710691 Silver, unwrought NESOI (other than

powder) 0.009 4.8 8.8 0.08
848140 Safety or relief valves 0.003 14.2 26.3 0.07
901831 Syringes, with or without needles; parts

and accessories thereof 0.003 13.5 25.0 0.07
300420 Medicaments, in measured doses, etc.,

containing antibiotics, NESOI 0.005 7.0 12.9 0.07
840910 Parts for spark-ignition or rotary

internal combustion piston engines or

compression-ignition internal

combustion piston engines, for aircraft 0.003 11.3 20.9 0.06
390210 Polypropylene, in primary forms 0.003 11.3 20.9 0.06
999995 Estimated imports of low-valued

transactions 0.024 1.2 2.2 0.05
901849 Instruments and appliances used in

dental sciences, NESOI, and parts and

accessories thereof 0.003 6.7 12.4 0.04
220110 Mineral waters and aerated waters,

natural or artificial, not sweetened or

flavored 0.003 8.4 15.5 0.04
852910 Antennas and antenna reflectors and

parts thereof 0.004 4.5 8.3 0.03
870850 Drive axles with differential and non-

drive axles and parts thereof, for motor

vehicles 0.004 3.9 7.1 0.03
847141 Automatic data processing machines

comprising in same housing at least a

central processing unit and an input

and output unit, whether or not

combined, NESOI 0.003 4.6 8.6 0.02
970600 Antiques of an age exceeding one

hundred years 0.004 2.5 4.6 0.02




Appendix Top 50 export industries ranked by the weighted revealed comparative advantage index

(continued)
Share of Ratio of
total exports to Weighted
HTS exports imports RCA RCA

847149 Automatic data processing machines

and units thereof presented in the form

of systems, NESOI 0.005 2.1 3.8 0.02
843143 Parts for boring or sinking machinery,

NESOI 0.003 2.9 5.4 0.02
870324 Passenger motor vehicles with spark-

ignition internal combustion

reciprocating piston engine, cylinder

capacity over 3,000 cc 0.019 0.3 0.5 0.01
847160 Automatic data processing input or

output units, whether or not

containing storage units in the same

housing, NESOI 0.004 0.8 1.4 0.01
841191 Parts of turbojets or turbopropellers 0.005 0.6 1.2 0.01
847170 Automatic data processing storage

units, NESOI 0.005 0.4 0.8 0.00
847150 Processing units other than those of

8471.41 and 8471.49, NESOI 0.003 0.4 0.8 0.00

NESOI = Not Elsewhere Specified or Indicated.
Source: Author’s calculations based on US International Trade Commission Interactive International Tariff
and Trade Database.
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