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Forging New Trade Relationships:
Latin America and the
Southern Legislative Conference States

iThe cause of freedom rests on more than our ability to defend
ourselves and our allies. Freedom is exported every day as we
ship goods and products that improve the lives of millions of
people. Free trade brings greater political and personal
freedom.1

President George W. Bush, Address to a Joint Session of Congress

iAlthough globalization has its critics, I say with some
conviction that the increasing interaction among national
economies has engendered benefits that have significantly
exceeded their costs over the years.1

Alan Greenspan, Chairman, The Federal Reserve Board

iWhat is now clear from the historical evidence of the last
century is that in every case where a poor nation has
significantly overcome its poverty, this has been achieved while
engaging in production for export markets and opening itself to
the influx of foreign goods, investment and technology; that is
by participating in globalization.i

Ernesto Zedillo, former President of Mexico



Introduction

Recently in the United States, international trade has emerged as a critical
component in the economic development strategies of all levels of governments: federal,
state and local. From the secretary of the U.S. Department of Commerce traveling the
globe touting American exports such as passenger air-craft to Singapore (Boeing), to the
secretary of Marylandis Department of Business and Economic Development promoting
Marylandis technological expertise on a trade mission to Israel, to the Metro Atlanta
Chamber of Commerce striking a deal to ship 57,000 tons of Chilean seafood exports
through Atlantais Hartsfield International Airport, officials at every level of government
have realized the enormous potential of international trade to stimulate sales and job
growth within their jurisdictions. Hence, an increasing number of U.S. corporations,
both large and small, have embraced exports and export-led growth as the route to
greater profit margins and diversification into new markets.

While the economic performance of the U.S. economy in the last decade or so
has been superior to any other era in the nationis history (even though this record
performance has experienced some setbacks in the last few months), the significant
contribution of international trade in this stellar expansion has been only marginally
acknowledged. Specifically, the proportion of international trade in the nationis gross
domestic product (GDP) has grown most impressively: this ratio leapt from 14 percent in
1980 to about 29 percent in 1998! to a record 33.7 percent in 2000.> (These numbers
reflect the value of trade in goods and services, including earnings and payments on
investments.) In addition, the contribution of exports to the formidable U.S. growth
since 1989, 20 percent, has been twice as large as its 10 percent contribution to the level
of U.S. national income.? Even internationally, trade across borders has increased far
faster than world GDP; specifically, imports of goods and services as a percentage of
GDP worldwide, on average, have risen from approximately 12 percent 40 years ago to
24 percent today.*

As a result of this persistent and dynamic expansion of international trade, the
United States, based on a wide range of criteria, is easily the largest trading nation in the
world. Not only is it the largest goods trading country in the world (both exports and
imports), it also is the largest services trading country in the world. More significantly,
tradeothe export and import of goods and services, and the receipt and payment of
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earnings on foreign investmentoincreased 25-fold between 1970 and 2000 and nearly
120 percent between 1990 and 2000.° This formidable trade proliferation has extended to
every continent, almost every country and practically every corner of the world.

Furthermore, in the last few decades, U.S. policymakers have initiated a series
of measures to foster this international trade expansion by steadily lowering barriers to
trade. Since the Smoot-Hawley Act of 1930 set protectionist tariffs for over 20,000
individual items, the general thrust in Congress in the subsequent seven decades has been
to eliminate these tariffs. In fact, on average, tariffs imposed by the United States on a
wide swath of goods and services have declined from over 40 percent to just 6 percent in
the last 30 years or so. In certain instances, these tariffs have been completely
eliminated.® The lowering of trade barriers has spilt over into other countries too, and in
some industrialized countries tariffs on industrial products have fallen even more steeply.
They averaged less than 4 percent in January 1999.7

The emergence of trade, particularly, free and freer trade, as a strategy to
promote economic growth has resulted in a growing trend towards globalism or
globalization, i.e., the rapid expansion of links at multiple levels to all parts of the world.?
As observed by Thomas Friedman, the foreign affairs columnist for 7he New York Times,

i. . .the globalization system, . . . is not static, but a dynamic
ongoing process: globalization involves the inexorable
integration of markets, nation-states and technologies to a degree
never witnessed beforedthat is enabling individuals,
corporations and nation-states to reach around the world farther,
faster, deeper and cheaper than ever before, and in a way that is
also producing a powerful backlash from those brutalized or left
behind . . .7’

While free trade and globalism remain tightly-knit concepts, more and more
regions of the world are swept up in this effort to bring about economic advancement by
opening, deregulating and privatizing a broad spectrum of economic activities. Not only
have the former socialist bloc countries almost universally adopted the tenets of free
market capitalism in their quest to foster economic growth, albeit at varying degrees of
acceptance and application, even such insular countries as Iran, Albania and Sudan, have
been forced to acknowledge and deal with the influence of globalism in contemporary
society. In the last decade or so, particularly since the collapse of the former Soviet
Union in 1991, a steady stream of countries has moved toward free markets and
monetary and fiscal discipline. Even such iconoclastic regimes as that of Fidel Castro in
Cuba value the importance of foreign currency inflows, whether in the form of tourist
dollars or investment dollars. While most of these transitional economies have enjoyed
varying degrees of success in their monumental reform efforts, these countries
recognized ithat the only way their economies would grow was to privatize, deregulate,
cut the size of government and tighten monetary policy.i'

How do all these issues mesh with the economic development strategies of the
16 states in The Council of State Governmentsi Southern Legislative Conference
(SLC)?'! Have these states systematically pursued international trade as a catalyst for
economic growth in recent years? What is the status of the trade relationship between
the SLC states and Latin America? (For purposes of this report, Latin America is broken
into the following regions: Mexico, South America, Central America and the Caribbean).
Have these links burgeoned in recent years? The response to these and myriad related
questions is a resounding yes. The SLC states have focused intensely on expanding their
economic potential via international trade and, in this connection, exports to Latin
America have materialized as a critical force. In fact, in 2000, according to the U.S.
Department of Commerce, almost 36 percent of total exports (from the SLC states, over
one-third) were transported to Latin America, a more than overwhelming confirmation of
the regionis importance as an export market. Further solidifying these expanding SLC-
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state export links to Latin America is the growing Hispanic population throughout the
region, a trend replicated in most parts of the United States, and certified by the 2000
Census data. (The report uses the term Hispanic and Latino interchangeably).

A broad range of players within the SLC states have realized the potential of
Latin Americais markets and have instituted a range of policies and programs to foster
international trade between the two regions. These measures include:

»  the newly-chartered United Americas Bank in the Buckhead area of Atlanta, Georgia,
offering import-export financing to companies doing business in Latin America;

»  the inaugural trade mission to Brazil, Chile and Argentina led by Virginia Governor Jim
Gilmore in May 1999 that included top state trade officials and 30 leading private business
executives to open markets for Virginiais exports and services;

» the visit of Uruguayan President Jorge Battle to North Carolina in September 2000 to
promote enhanced trade between his country and North Carolina. He met with then-
Governor Jim Hunt and a number of senior trade and business officials with this objective in
mind;

» the efforts made by the American Cast Iron Pipe Co., based in Birmingham, Alabama (a
company that made Fortuneis list of €Best 100 Companies to Work for in Americai three
years in a row) to market products for water and sewer systems, capital goods and energy
industries all over Latin America;

» the juggernauts in corporate America that are headquartered in Atlanta, Georgia, such as The
Coca-Cola Company, Cable News Network (CNN), Delta Airlines, The Home Depot, United
Parcel Service (UPS), BellSouth, Equifax, all of which maintain substantial Latin American
enterprises and seek to expand them;

»  the July 2000 visit of Florida Governor Jeb Bush on a Team Florida mission to strengthen
the stateis market share in Brazil, Latin Americais largest economy, Floridais premier
trading partner and the country with over 50 percent of Latin Americais top 500 companies;

» the establishment of a trade office in Guadalajara, Mexico, in May 1997, by Kentuckyis
Cabinet for Economic Development to promote exports from Kentucky to the region and
support the trade missions led by Governor Paul Patton to Mexico (July 2001) and
Argentina, Brazil and Chile (October 2001); and

» the passage of Amendment I by the Alabama Legislature with funds to further develop the
Port of Mobile so as to foster international trade in and out of the Port and the state.

These examples constitute a few of the countless international linkages that exist,
and continue to multiply, between the SLC states and Latin America.

The objective of this Special Series Report is to comprehensively document the
status of international trade between the SLC states and Latin America and the manner in
which these trading relationships have broadened in recent years. In order to meet this
objective, the report revolves around the state-specific sections which clarify the extent
of these export relationships (by volume and type), the relative importance of
manufactures, agricultural and other exports in the 1993-2000 period and brief
information about SLC-state based corporations active in Latin America. Prior to this
section, the report reviews the basic tenets of globalism, the manner in which
international trade is linked to globalism and the growing importance of global trading;
presents several broad trends discernible from recent U.S. trading patterns; demonstrates
how Latin Americais ébig-threei (Brazil, Mexico and Argentina) economies are
inextricably linked with the economies of a number of SLC states; documents the
emerging trade relationship between the SLC states cumulatively and Latin America,
including details for the four main areas of Latin America (South America, Central
America, the Caribbean and Mexico); and demonstrates the preliminary results from the
2000 census and how a number of SLC states have seen a sizable increase in the
population levels of their Hispanic residents.
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Globalization: What Is It All About?

Seattle, Washington, November 30, 1999: Following a series of violent clashes
between police and anti-World Trade Organization (WTO) protesters and
massive rioting throughout the streets, Seattle Mayor Paul Schell declared a civil
emergency. Washington Governor Gary Locke called up two national guard
units to assist Seattle police. Thousands of anti-trade and anti-globalization
protesters, of whom 587 were jailed, were protesting the meeting of the WTO in
Seattle.

Melbourne, Australia, September 11, 2000: Police and anti-globalization
protesters battled as delegates continued to arrive for a World Economic Forum
(WEF) meeting and iactivistsi attempted to blockade delegates from entering
the convention hall. For a while, 2,000 protesters prevented about a quarter of
the 800 delegates from entering the forum; clashes with police occurred when
protesters hurled rocks and ball bearings.

Prague, Czech Republic, September 27, 2000: As many as 9,000 protesters
clashed with police in the Czech capital of Prague during the World Bank (WB)
and International Monetary Fund (IMF) meetings with protesters flinging street
barricades through the windows of McDonalds and Kentucky Fried Chicken
outlets, throwing Molotov cocktails, stones and bottles at police, shutting down
subway lines, ripping out cobblestones around the famous Wenceslas Square
and overturning and burning cars and other property. Police deployed water
canons and armored personnel carriers to thwart the protesters and detained
some 422 people.

Canc 'n, Mexico, February 27, 2001: Police beat back protesters as they tried to
march on a meeting of the World Economic Forum. The police reported at least
30 arrests, and the Red Cross said it listed at least eight injuries from the scuffle,
far from the Forum headquarters. About 300 protesters were in Canc'n
resisting the World Economic Forum meeting.

QuEbec City, Canada, April 13, 2001: About 400 people were arrested and
scores more wereinjured in two days of confrontations with police, when 33
heads of state from around the Western Hemisphere met to discuss a possible
Free Trade of the Americas Agreement.
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Globalization, or globalism, the increasing economic linkage between the nations
of the world, remains a topic that has garnered a great deal of attention in recent years.
As most economists understand it, globalism refers to the increasing interaction of
national economic systems. As bonds between the U.S. economy and most parts of the
globe sprout at an unprecedented pace, and U.S. international trade expands consistently,
the pros and cons associated with this global expansion arouse substantial interest among
policymakers and casual observers alike.

The fact that globalism is proliferating at an astounding pace is amply reflected
in a vast number of indicators of global integration. A pioneering study presented by
A.T. Kearney in Foreign Policy dissects the complex forces driving the integration of
ideas, people, and economies worldwide and devises an index that portrays the relative
globalization of different countries.!> While it is not disputed that globalizationd
whether economic, political, cultural or environmentaldis defined by increasing levels
of interdependence over vast distances, it is similarly not disputed that these indicators of
global integration have been growing steadily in recent years. According to Kearney,

»  the number of international travelers and tourists currently averages about 3 million people
daily, up from about 1 million visitors per day in 1980;

» the latest data from the United Nations Conference on Trade and Development (UNCTAD)
indicates that foreign direct investment leapt 27 percent in 1999 to reach an all-time high of
$865 billion;

» the same UNCTAD report notes that total cross-border flows of short- and long-term
investments more than doubled between 1995 and 1999;

» the falling cost of international telephone calls and the rising level of cross-border activity
allowed the traffic on international switchboards to top 100 billion minutes for the first time
in 2000;

»  an on-line population estimated at more than 250 million (and growing) has enabled more
people in more distant places to directly communicate with each other compared to any other
era in history; and
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»  the advanced information technologies employed by the worldis financial markets facilitate
the movement of some $1.5 trillion around the world every day. (In the United States alone,
these cross-border flows of bonds and equities are 54 times higher now than they were in
1970; in Japan, these flows have multiplied 55 times and, in Germany, they have multiplied
60 times.)

Notwithstanding the increasing acceptance of international trade and export
promotion as a catalyst for spurring economic growth in the states, certain segments of
the economy have suffered serious dislocation as a result of this growing move toward
globalization. Quite often, the harshest consequences of this growing trend toward
globalism have been felt by low-skill and low-wage manufacturing jobs within the U.S.
economy (the textile industry is a classic example), with a majority of these jobs fleeing
to cheaper production sites overseas. Federal Reserve Board Chairman Alan Greenspan
made this point when he noted the following in testimony before the U.S. Senate
Committee on Finance:

iWhile major advances in standards of living are evident among
virtually all nations that have opened their borders to increased
competition, the adjustment trauma resulting from technological
advances as well as globalization has also distressed those who
once thrived in industries that were once at the cutting edge of
technology but that have become increasingly noncompetitive. . .
But, the adjustment process is wrenching to an existing
workforce made redundant largely through no fault of their
own.i"

These economic dislocations were partially responsible for political players and
political organizations with very disparate views and political philosophies banding
together. Some of these dissimilar players include former Republican and Reform Party
presidential aspirant Patrick J. Buchanan, U.S. Senator Jesse Helms, Texas billionaire H.
Ross Perot and current U.S. House of Representatives Minority Leader Richard H.
Gephardt. Similarly, some of the incongruent political organizations include the
American Federation of Labor-Congress of Industrial Organizations (AFL-CIO), the
Reform Party and the American Party (ia small, very conservative, Christian splinter
party formed after a break from the American Independent Party in 1972"'#) and an
assortment of religious groups. These twin forces have coalesced to vociferously oppose
the U.S. governmentis efforts to promote a range of free trade initiatives, (granting
Permanent Normal Trading Relations (PNTR) status to China, for example), in the past
few years.!> The negative economic consequences also were cited as influencing the
swirling protests that erupted, and continue to erupt, in all corners of the globe against
globalization.

The genesis of this outward-oriented approach to economic development
involves the aforementioned concept of globalism/globalization, a process that began in
the late 1970s and gathered a great deal of momentum by the early 1990s. While
pursuing globalism results in an ever-expanding network of links among the economies
of the world, the philosophy underpinning this expansion is that market-liberalization at
the global level is as important as market liberalization at the national level. Hence, the
argument goes, the broader the liberalization and the greater the number of liberalized
markets that get integrated, the greater the potential for economic efficiency and ever
improving standards of living. (As demonstrated in countless instances from across the
globe, liberalized markets have proven to be much more effective in increasing the rate
of growth of real per capita income.'®) A review of global economic trends in the past
few decades clearly indicates that market-liberalization tends to enhance the efficiency
by which goods and services are produced, while simultaneously increasing the
efficiency with which choices are made by individuals and firms.
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The economic basis for an open trading system based on internationally accepted
rules draws its origins in the formulations of the classical economist David Ricardo, who
lived in England in the late 18" and early 19" centuries (1772-1823). According to
Ricardois theory, entitled icomparative advantage,i nations flourish when they take
advantage of their assets and focus on what they can produce best, and then by trading
these products for items that other countries produce best. Regardless of the innumerable
variables involved, Ricardois theory opines that all countries have assets, whether they
be human, industrial, natural, financial, or strategic. When these assets are deployed to
produce goods and services for either domestic or overseas consumption, or both, and
when a portion of these goods and services are traded with another country, benefits flow
to both.

While individual firms carry out this function quite naturally on the domestic
market, the international market poses interesting questions.!” For instance, even though
most firms realize that a broader market base and access to a large number of
international customers afford them the possibility of greater profit margins, they know
that they should expand only until they reach their optimal size. Expansion beyond that
point would prove self-defeating since they will run out of customers or be unable to
adequately serve their current client base. Thus, once firms realize this optimal
expansion point given their domestic and overseas market potential, they can establish an
appropriate production target. Liberal trade policies, i.e., policies that permit the
unimpeded flow of goods and services between countries, imultiply the rewards that
result from producing the best products, with the best design, at the best price.i'® Yet, as
examples repeated across the economic horizon depict, success in trade remains a
dynamic process with the market rewarding those firms that nimbly react to fluctuations
in consumer preferences and other conditions and severely crippling those firms that do
not. Hence, the ability to remain in the forefront in a particular industry can shift from
firm to firm as the market changes and new technologies make less expensive and better
products possible.

This logic may be extended to the global setting too. A country that might have
once enjoyed a comparative advantage in producing a particular item because of low
labor costs or access to a plentiful natural resource might soon realize that it no longer
retains that advantage due to certain developments in its economy. For instance,
advancements in its economy would effect a gradual rise in wages negating the countryis
former comparative advantage of low labor costs. Consequently, it would be
unprofitable for this country to persist in the production of this particular good, and it
would be prudent to pursue another commodity in which it actually enjoys a comparative
advantage. Under an open, multilateral trading system, this country is free to move on to
become more competitive in some other good or service by switching production
operations. While this transition may not be cost-free and could certainly involve
disrupting the livelihood of the employees in this particular production line, resuming
production of an item in which the country now enjoys a comparative advantage contains
many medium-to long-term benefits.

A classic example from the American experience is the textile industry, where
several decades ago, U.S.-based manufacturers, whether in the textile operations of the
South or New England, enjoyed a clear advantage. The textile industry has been
transformed radically in the last two decades, with many U.S. textile production
operations relocating overseas as the United States embarks on such technology-
intensive pursuits as building fiber optic networks or pioneering software applications.
(A compelling and poignant story on the wrenching effects of globalization involves the
closure of the Union Yarn Mill on May 13, 2001, after operating in Jacksonville,
Alabama, for 95 years.!®) Similarly, alongside the textile and apparel sector, a number of
other U.S. industries, such as automobiles, steel, footwear, electronics, for instance, have
been forced to adjust to the rigors of the global economy in the past few decades.
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Further elaboration of this point remains useful here. The apparel manufacturing
sector has been one of the Southis oldest industries, and the onset of globalism has
witnessed a steady stream of plant closures and relocations to other parts of the world.
Just as these textile plants left the New England states and relocated to the South a few
decades ago, the same textile plants are now moving to Guatemala, Sri Lanka and
Madagascar. Consequently, employment in the apparel manufacturing sector in the
South has been waning for 20 years. Specifically, employment in the apparel
manufacturing sector plummeted from nearly 58,000 jobs in 1990 to fewer than 28,000
jobs in 1999 in Georgia, while in Alabama it plunged from 52,000 jobs in 1990 to about
28,000 jobs in 1999.%° These relocations, initially from the New England states to the
South and then, from the South to overseas locations, are the direct result of wage
competition in this highly labor-intensive operation. Manufacturers spotted the
comparative advantage of locales with low labor costs with alacrity and swiftly moved
their operations to these locales, whether Alabama or Honduras.

It also is not obvious to many Americans that in an open / \\
trading system with the free flow of capital to and from the United A)reign Direct Investors’
States, a number of positive advantages ensue. For instance, in the Spending to Acquire or
light of a huge number of Americans investing in the equity Establish U.S. Businesses Soars
markets, either through direct stock purchases or 401-K type in 2000
retirement accounts, it is now possible for Americans to secure a »  According to the U.S. Bureau of
truly diversified investment portfolio that includes domestic and Economic Analysis, foreign direct
international stocks and bonds. Hence, the free flow of capital investorsi spending to acquire or
permits corporations to invest and expand their overseas establish U.S. businesses
operations and allows U.S. financial companies and mutual funds increased 17 percent to $320.9
to purchase equity in foreign corporations. Both these billion in 2000. Spending
mechanisms enable these U.S.-based entities to generate positive increased 28 percent to $275
returns to their American investors. Similarly, the growing billion in 1999 after more than
recognition in recent years that the United States is the isafesti tripling in 1998 to $215 billion.
investment climate in the world has led to billions of dollars » Investors from Europe accounted
flowing in from overseas to the safety of an assortment of U.S. for more than 75 percent of total
financial instruments, particularly U.S. government securities. investment spending during 1998-
This huge influx of foreign capital facilitates greater liquidity, 2000, with British investors (over
pressuring interest rates in the United States to historic lows and a third of total investment
enabling Americans to enjoy lower rates on mortgages, credit spending) and Dutch investors
cards and other types of loans. Both these benefits are directly spending the largest amounts.
related to the liberalized trade regime flourishing in the United \\Source: www.bea.doc. gov/bea/newsrey
States and other parts of the world. /

Increasing globalization has opened the American economy to surging trade and
capital flows from every corner of the world. However, while the overall benefits of
continued trade liberalization remain indisputable to a large segment of policymakers
and the population at-large, the sweeping openness poses problems for certain sectors of
the populace. With the onset of foreign competition, workers and company owners lose
their livelihood with the shifting of resources, capital and labor to their most productive
usage. In particular, unskilled and semi-skilled workers are particularly at risk since a
large number of their former employers have left the shores of the United States to less
expensive operating venues. While redress for these displaced workers takes the form of
additional training in emerging fields, the long-term response lies in investing in the
nationis schools and universities to enhance the pool of talent and research.

The alternative to the system of free-flowing goods and services across border is
protectionism, whereby governments, either by banning imports outright or introducing
tariffs to make imports prohibitively expensive for a majority of the population, protect
domestic producers from imports. A protectionist environment quite often involves
subsidies from the government, direct or indirect, since the manufacturing entity is
unable to secure adequate profit margins to continue in operation. Since there is no
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incentive for the manufacturer to produce high-quality items, the protectionism and
government subsidies, in turn, lead to ibloated, inefficient companies supplying
consumers outdated, unattractive products.i?! As evident in a number of scenarios in the
former socialist-bloc countries, production that takes place in a highly-protectionist
environment results in low-quality and inferior products and quite often, these production
sites do not have the capacity to survive for too long, even with government subsidies.
Hence, if more and more governments were to embark on this closed strategy, markets
would likely contract and seriously crimp world economic output and activity. In fact,
protectionism dulls the incentives of workers and firms to innovate and constantly stay
ahead of the technological curve since there is no need to do so0.2? In sum, while
sheltering the economy from imports may grant some short-term relief to workers and
firms, in the long-run, the consequences are potentially disastrous. In addition to this
negative consequence, a protectionist environment brings about the following deleterious
outcomes.

First, erecting barriers to stave off imports has the potential to negatively affect a
countryis exports. Specifically, while the introduction of import barriers might have the
temporary result of improving a countryis trade balance, this improvement would result
in an appreciation of a countryis currency on world exchange markets. An appreciation
in a countryis exchange rate will cause a countryis exports to lose its competitive edge as
they become more expensive relative to similar products supplied by other countries.
Consequently, as more and more purchaseris move away from a countryis exports, not
only would a countryis export volumes decline, employment levels in these export
industries eventually would diminish as well. Hence, the countryis overall economic
situation would suffer. In addition, if the countryis export-oriented industries relied on
imports as inputs for final production, the added import barriers would contribute to
increased production costs. This development would be another factor behind the
eroding competitive base of the countryis export industries.

Second, as noted by Burgess et al in Globaphobia, protectionist barriers have the
long-term effect of preventing policymakers from initiating measures to address the
fundamental causes of the stagnation or deterioration in the wage levels of less-skilled
workers. For instance, those arguing for import barriers to prevent Americais textile
workers from being displaced by international competition obscure the fact that these
workers do not have the skills and education to meet the demands of better-paid, higher-
wage jobs in the contemporary U.S. economy. By sheltering these workers with
prohibitive trade barriers, there is no effort being directed to provide these workers, or
even the next generation of workers, with the technical skills, training, inducements and
education required for the higher paying jobs. While it is certainly valid that in the short-
term these displaced workers face unenviable choices, it is equally important that in the
longer-term, a labor pool with the requisite skills to maintain and foster a high-pressure
economy is created.

Third, obstacles to free trade introduced by a country has the potential to self-
implode, particularly if its trading partners enact their own trade barriers to ward off
increased trade levels. For instance, the United States is the undisputed world leader in a
host of key commodities and industries including agriculture, financial services,
pharmaceuticals, aircraft, computers (both software applications and hardware) and
telecommunications. However, if the Untied States embarks on a protectionist strategy
with regard to trade in certain goods and services, this could lead to retaliatory trade
sanctions and import barriers in other countries targeting American exports. Eventually,
this could lead to a declining export base with all the negative consequences of this
development.

Fourth, preventing imports from entering into a country, in effect, constitutes a
tax on the consumeris of that country. If country A can provide a certain good at a much
lower cost than country B can locally manufacture that good, trade barriers to the import
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of that good would cause its price to rise. Hence, consumers are in fact paying a tax
when they purchase this good. While these import barriers may be couched in elegant
terms (ifair trade,i inational security,i or a similar phrase), the bottom-line impact is
that consumers would be paying a higher price for this item. Therefore, by eliminating
the import barriers in place for this good, policymakers would be providing consumers a
étax cuti with the lower priced commodity. In addition, manufacturers in the country
would be forced to compete with the imported product, a trend that would lead them to
innovate. These twin effects would contribute to higher living standards in the country
as consumers secure lower prices and manufacturers improve their production techniques
and the quality of their products.

Finally, promoting a liberalized trade policy in a country
does not automatically lead to the panacea of a greater number of
jobs. High levels of employment occur as a result of /
synchronizing a number of macroeconomic conditions of which a ﬁulculuting the Job Figures \

liberal trade regime is just one important requirement. Thus, The rough rule of thumb is every $1
policymakers must ensure that these additional requirements, billion in exports is supported by
sound fiscal and monetary policy, solid educational institutions, 20,000 jobs. According to the National
adequate infrastructure, to name a few examples, accompany the Association of Manufacturers, the
push toward free trade. Nevertheless, it is important to note that domestic industry average for direct
lower trade barriers in other parts of the world facilitate better labor as a percent of sales is 18 percent.
jobs for U.S. workers, for instance, because firms in industries Eighteen percent of $1 billion in export
that are major exporters pay considerably more than the average sales creates total wages of $180
national wage. In addition, available research suggests that the million. If one uses the average
benefits packages offered by exporting firms are substantially manufacturing wage of $11.50 per
more attractive than non-exporting firms; specifically, 37 percent hour, or $23,290 per year, total export
higher on average, or 11 percent if controlling for plant size, wages supports 7,525 jobs. Using a
industry, and location. Even less skilled workers in exporting conservative multiplier of two (two
establishments are paid, on average, 5 percent better than their indirect jobs supporting every direct
peers in comparable jobs at non-exporting establishments.”® The job), leads to a total of 22,575 jobs
Bush Administrationis U.S. Trade Representative, Robert B. created from $1 billion in new export
Zoellick, provides some illuminating 2000 statistics to further sales. In other words, U.S.
reinforce the point that export-oriented jobs pay better and that manufacturing industries require an
expanded trade improves the well-being of Americans. average of one employee for every
$130,000 in sales. To generate $1
iExports accounted for over one-quarter of U.S. billion in export sales, manufacturers
economic growth over the last decade and support an require about 7,700 employees.
estimated 12 million American jobs. In the agricultural .
. . Source: U.S. Census Bureau, Exporter
sector, one in three acres is planted for export purposes,

and last year American farmers sold more than $50 & Location Series //
billion worth of agricultural products in foreign markets.

Exports-related jobs pay 13 to 18 percent more than other

jobs.1%

A study released by the U.S. Department of Commerceis Office of Trade and
Economic Analysis in February 2001, entitled iU.S. Jobs from Exports,i contains
valuable information to buttress the argument that exports play a critical role in
sustaining high employment levels.”> Some of the data contained in this study included
the fact that nearly three-fourths of all jobs supported by manufactured exports are
generated indirectly, occurring upstream or downstream from the final production point
as export activity triggers ripple effects in supporting sectors throughout the economy;
one out of every five manufacturing jobs were directly or indirectly related to exports
with more than one-third of jobs in two sectorsocomputers and electronic products and
primary metalsosupported by exports; and in each of nine major U.S. manufacturing
sectors more than 100,000 jobs were dependent on the production of manufactured
exports or inputs incorporated into those shipments.
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Table 1 demonstrates the number of jobs supported by the export of
manufactured goods in the SLC states.

Jobs Supported by the Export of Manufactured Goods in the SLC States
(Thousands of Jobs 1997 Data)

SLC State Jobs Tied to Manufactured Goods % of Total Rankings
Manufacturing | Non-Manufacturing | Total Private
Jobs Jobs Jobs Sector Jobs | National | SLC

Alabama 523 62.7 115.0 7.3 24 10
Arkansas 26.8 35.0 61.8 6.3 34 14
Florida 61.1 99.7 160.8 2.8 15 5
Georgia 72.7 112.8 185.5 59 13 3
Kentucky 583 87.1 145.4 9.9 19 7
Louisiana 22.8 59.0 81.8 53 29 11
Maryland 24.7 342 58.9 3.1 36 15
Mississippi 24.6 39.2 63.8 6.9 33 13
Missouri 75.7 91.4 167.1 7.1 14 4
North Carolina 132.9 152.7 285.6 8.9 7 2
Oklahoma 30.1 33.8 63.9 5.4 32 12
South Carolina 68.8 67.2 136.0 9.3 21 9
Tennessee 79.0 77.2 156.2 6.8 16 6
Texas 196.2 415.4 611.6 8.1 2 1
Virginia 58.7 83.3 142.0 52 20 8
West Virginia 8.9 11.8 20.7 3.5 43 16
SLC Total 993.6 1,462.5 2,456.1 64

U.S. Total 3,344.2 4,332.0 7,676.2 7.2

Source: U.S. Department of Commerce, Office of Trade & Economic Analysis

As indicated in Table 1, two SLC states (Texas and North Carolina) secured
prominent national rankings in the number of jobs supported by the export of
manufactured goods. Specifically, these states occupied the second and seventh spots in
the national rankings. Several other SLC states fared impressively too, further
reinforcing the fact that the export sector plays a valuable role in the creation of
employment opportunities.
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Some Insights into U.S. Trading Patterns

According to Alan Greenspan, Chairman of the Federal Reserve Board, a
historical analysis of trading patterns in a number of industrial countries in the last 200
years or so indicates that total trade as a share of GDP is not much above levels that were
commonplace in the latter years of the 19" century.?® Yet, in the last 50 years, exports
and imports relative to total output have grown considerably. As noted by Chairman
Greenspan, ithis growth mostly reverses declines in the ratio of total trade to GDP in the
first half of the 20" century.i?’” Yet, despite the assumption of trade to the position it
occupied in a number of industrial economies, especially in the United States, over a 100
years ago, several fundamental differences have emerged including the composition of
these industrial economy GDPs; the enhanced role played by the services sector; the
diminished role played by agriculture, manufacturing and mining; the increases in
government spending relative to total output; and the greater reliance on foreign markets.

An overview of world trade between 1990 and 1999 remains instructive in
understanding this growing influence of trade. Table 2 compares world merchandise
exports and world merchandise production and reflects how rapidly exports have been
growing in the past decade.

World Merchandise Exports and Production by Major Product
Group 1990-99, Annual Percentage Change

Product Group 1990-99 1997 1999
!Average:
World merchandise exports 6.5 10.5 5.0
i Agricultural products 4.0 55 2.5
i Mining products 4.5 9.0 -4.5
i Manufactures 7.0 11.5 6.0
World merchandise production 2.0 4.5 2.5
i Agricultural products 2.0 2.5 1.5
i Mining products L5 35 -2.0
i Manufactures 2.0 5.5 35
World gross domestic product (GDP) 2.0 3.5 25

Source: World Trade Organization
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As Table 2 presents, world merchandise exports displayed impressive growth
rates vis-a-vis world merchandise production, and even GDP. In fact, world merchandise
exports often increased three times as fast as world merchandise production and world
GDP, an obvious reflection of the worldis growing reliance on export-led growth to
promote economic advancement. Specifically, during the period 1990-99, while world
GDP increased on average by about 2 percent, world merchandise exports increased by
6.5 percent, over three times that pace. Even in 1999, world merchandise exports
flourished at twice the speed of world GDP, an indication of the growth potential of this
sphere of the economy.

Even in terms of the U.S. economy, a number of statistical trends clearly
demonstrates how international trade has surfaced as a major contributory factor in the
nationis gross domestic product (GDP). Table 3 presents U.S. GDP and international
trade in goods and services for selected years between 1970 and 2000.

Percent of International Trade in GDP 1970-2000
(Billions of Chained 1996 Dollars)

Year | GDP Exports Imports Combined

Exports &

Value | % of GDP Value % of GDP Imports
e —

1970 3,578.0 159.3 4.5% 223.1 6.2% 10.7%
1980 4,900.9 334.8 6.8% 324.8 6.6% 13.5%
1990 6,707.9 575.7 8.6% 632.2 9.4% 18.0%
1995 7,543.8 808.2 10.7% 886.6 11.8% 22.5%
1998 8,515.7 | 1,003.6 11.8% 1,224.6 14.4% 26.2%
1999 8,875.8 | 1,033.0 11.6% 1,355.3 15.3% 26.9%
2000 9,318.6 | 1,126.5 12.1% 1,539.2 16.5% 28.6%

Source: U.S. Department of Commerce, International Trade Administration

Table 3 demonstrates that the combined role played by exports and imports in
the nationis GDP has changed radically in recent decades. Specifically, in three decades,
the role played by international trade in the nationis GDP has increased almost threefold,
from just under 11 percent in 1970 to almost 29 percent in 2000. For instance, in 1970,
exports amounted to 4.5 percent of GDP while imports amounted to 6.2 percent. While
this percent breakdown increased to 6.8 percent and 6.6 percent, respectively, in 1980, it
leapt to 8.6 percent and 9.4 percent, respectively, by 1990. Finally, in 2000, the
breakdown stood at 12.1 percent and 16.5 percent and is a pointed example of how
international trade has assumed an enhanced role in the U.S. economy.

In a similar vein, according to the Office of the U.S. Trade Representative,
American trade expanded more rapidly in the 1970-2000 period than the growth of the
overall U.S. economy in both nominal and real terms.”® In nominal terms, trade grew at
an annual average of 11.4 percent per year since 1970; in contrast, U.S. GDP grew at an
annual average of 7.8 percent per year. Even in real terms, the performance of trade
remains compelling; 7.0 percent versus 3.2 percent, on average, per year, more than
double the pace of GDP growth.

While the information in Table 3 establishes the growing role played by
international trade in the nationis economic affairs, another interesting realm of analysis
involves the distribution of U.S. commodity exports by the worldis geographic areas in
the recent past. Table 4 presents this information for the period 1993-2000.
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U.S. Commodity Exports by Geographic Area 1993-2000

(Millions of Dollars)

Region 1993 1997 2000
Value | % of World | Value | % of World | Value | % of World
World 465,091 N/A [ 689,182 N/A | 782,429 N/A
Europe 119,785 25.8% 163,273 23.7% | 187,415 24.0%
i  Western Europe | 113,681 24.4% | 155,384 22.5% | 181,271 23.2%
i Eastern Europe 6,104 1.3% 7,889 1.1% 6,144 0.8%
Latin America 78,426 16.9% | 134,416 19.5% | 170,981 21.9%
i  Mexico 41,581 8.9% 71,388 10.4% | 111,721 14.3%
i  Caribbean 6,784 1.5% 9,962 1.4% 11,329 1.4%
i  Central America 5,964 1.3% 8,999 1.3% 10,678 1.4%
i South America 23,422 5.0% 43,127 6.3% 36,689 4.7%
i  Other 675 0.1% 940 0.1% 564 0.1%
Canada 100,444 21.6% | 151,767 22.0% | 178,786 22.9%
Asia 146,725 31.5% | 213,547 31.0% | 219,515 28.1%
Australia and Oceania 9,938 2.1% 14,450 2.1% 14,812 1.9%
Africa 9,428 2.0% 11,390 1.7% 10,961 1:4%

Source: U.S. Department of Commerce, International Trade Administration

As indicated in Table 4, U.S. exports to Latin America (which includes Mexico,
the Caribbean, Central America and South America) have expanded from about 17
percent of total exports in 1993 to 19 percent in 1997 to almost 22 percent in 2000, a fine
indication of the importance of the region to overall U.S. trade policy. In contrast,
exports to Europe declined marginally between 1993 and 2000 (from almost 26 percent
to 24 percent), while exports to Asia shrank from almost 32 percent in 1993 to a little
over 28 percent in 2000. U.S. exports to Canada hovered around 22 percent to 23 percent
and exports to Australia and Oceania and Africa remained relatively unchanged during
this same period. In sum, exports to Latin America far outpaced the other regions of the
world in terms of their rate of increase between 1993 and 2000.

The U.S. Trade Representativeis Office, which provides information on 2000
figures for U.S. trade, noted that U.S. trade (exports and imports of goods and services,
and the receipt and payment of earnings on foreign investment) enjoyed substantial gains
in the periods depicted (1999 to 2000 and 1990 to 2000).° Not only has it expanded 25-
fold since 1970 and by nearly 120 percent since 1990, in 2000, U.S. trade increased by a
vibrant 18 percent, reflecting both export and import growth. Exports of goods and
services and earnings on investment more than doubled between 1990 and 2000; exports
increased by 15 percent in 2000, their fastest growth rate since 1995. On the import
front, goods and services imports and payments on investment earnings expanded by 138
percent between 1990 and 2000; and by 20 percent in 2000, their highest growth rate
since 1984.
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A review of U.S. goods trade, both exports and imports, is important, especially
as it relates to the geographic distribution of U.S. goods exports and imports. This
information is contained in Table 5.

U.S. Goods Exports and Imports to Selected Countries/Regions 2000

(Billions of Dollars)

Country/Region Exports Imports

Value Percent Change | Value Percent Change

1999/00 | 1990/00 1999/00 1990/00

Canada 180.4 8.3 115.5 229.9 15.7 151.6
European Union 164.0 8.0 58.5 221.4 13.4 122.7
Japan 65.0 13.1 33.7 148.4 13.4 65.5
Mexico 113.9 31.1 302.5 137.6 254 356.3
China 16.0 22.0 2333 100.6 23.1 560.2
Pacific Rim* 123.4 19.5 111.3 123.4 19.5 56.1
Latin America** 59.1 7.2 130.4 74.3 27.0 120.4

Source: Office of the U.S. Trade Representative
* = Except China and Japan ** = Except Mexico

As indicated in Table 5, U.S. goods exports increased to all major regions of the
world. In 2000, goods exports to Mexico increased by 31 percent (reaching nearly $114
billion) and the rest of Latin America increased by 7 percent. Of note, goods exports to
Mexico expanded by more than 300 percent between 1990 and 2000, while goods
exports to the rest of Latin America increased by 130 percent during the same period.
Cumulatively, U.S. goods exports increased by 14 percent in 2000 with industrial
supplies (up 18 percent over the prior year), capital goods except automobiles (up 15
percent) and consumer goods (up 11 percent) leading the way. U.S. goods imports
climbed by 19 percent in 2000 from the previous year. Specifically, of the front runners,
the import of capital goods rose 19 percent; industrial supplies and materials were up 35
percent; petroleum products were up 74 percent; and consumer goods rose by 16 percent.
Over the last decade, goods imports have risen by 147 percent as the U.S. economy
moved into an era of sharp and sustained expansion during the 1990s.

Analysis of the regional distribution of trade in 2000 demonstrates the vitality of
Latin America as an important trading region. Not only did exports to Mexico and the
rest of Latin America grow by more than 31 percent and 7 percent, respectively, in 2000
compared to the prior year, export expansion in the past decade (1990-2000) amounted to
an astounding 302 percent and 130 percent, respectively. On the import front, the growth
rates were impressive too: 25 percent in Mexico and 27 percent for the rest of Latin
America between 1999 and 2000 and 356 percent in Mexico and 120 percent for the rest
of Latin America in the period 1990 to 2000. These statistical trends reinforce the fact
that the Latin American region ranks at the highest level among our myriad trading
partners, and that this partnership, if history is any indication, will only continue to
bloom in future years.

In conjunction with the trend of increasing U.S. trade with countries in Latin
America, a review of some of the top 50 partners in total trade with the United States
remains important. In particular, reviewing those countries in Latin America that fall
into this category and examining how trade with the United States has shifted in the last
10 years or so remains instructive. Table 6 documents these trends for the period 1991
to 2000.
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Total Trade with Latin American Countries in 