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“We need to export more of our goods. Because the more products we make and sell to other
countries, the more jobs we support right here in America. So tonight, we set a new goal: We will
double our exports over the next five years, an increase that will support two million jobs in
America.” — President Barack Obama, State of the Union Speech, Jan. 27, 2010

I. SUMMARY AND FINDINGS

President Obama’s goal to double U.S. exports over the next five years to create two million new
American jobs is widely supported. How to accomplish it is a subject of considerable contention.

Proponents of President Bush’s “Free Trade Agreements” (FTAs) with Korea, Colombia and
Panama claim that passing these pacts is the best way to expand U.S. exports and create jobs.
Obama administration officials have similarly argued that passing FTAs is a key component of the
effort to double exports, especially in the context of the president’s recent announcement that he
wants Congress to pass Bush’s FTA with Korea early next year.'

Yet, analysis of the actual outcomes of past U.S. FTAs show that the growth of U.S. exports to
countries that are not FTA partners is as much as double the growth of exports to U.S. FTA
partners. Moreover, with respect to Obama’s job creation goal, the United States has suffered
trade deficits with most of its major FTA partners and with the group of FTA nations as a
whole. Even as trade flows declined because of the economic crisis, as of 2009, the United
States had a $54 billion trade deficit in goods with its 17 FTA partners, even when oil is
excluded. And, contrary to the frequent claims made by proponents of the North American
Free Trade Agreement (NAFTA) that U.S. farmers have benefitted from this model, the
United States’ agricultural trade deficit with the bloc of 17 FTA partners increased.

This highlights why, especially now, an honest, data-based discussion about the economic impact of
FTAs based on the NAFTA model is critical. People are entitled to their own opinions about
NAFTA-style FTAs, but they’re not entitled to their own facts.

Among public concerns about job loss, the decimation of the U.S. manufacturing base, and the
ballooning U.S. trade deficit, corporate lobbyists have unveiled a series of misleading and erroneous
studies and talking points, alleging all sorts of benefits from NAFTA-style pacts. It is impossible to
know whether these are deliberate attempts to distort the truth, or simply sloppy economics.

This report reviews these studies and claims, and presents an empirical record of the U.S.
experience under NAFTA and other FTAs — especially as it relates to exports. We address the
questions: Are corporate claims about the FTA export record accurate? and, If U.S. FTAs have
been associated with some absolute gains on the export side of the ledger, have exports to FTA
partners been growing at a faster rate compared to exports to countries with no FTA in force?

In this section (Section I), we summarize our key findings and relate them to current policy debates.
In Section II, we examine data that shows how U.S. trade deficits have increased under NAFTA-
style trade deals, and U.S. export growth rates have been “penalized” relative to non-FTA countries.
In Sections III and IV, we examine the questionable techniques employed by pro-FTA corporate
groups like the U.S. Chamber of Commerce and National Association of Manufacturers (NAM) in
several recent claims. Section V briefly concludes, and a technical appendix details our
methodologies.



A New Spotlight on FTA Export Claims

In his 2010 State of the Union speech, President Obama declared export expansion to be a new
national priority, with the goal of creating 2 million new U.S. jobs by doubling exports by 2015.
This new focus on export expansion makes sense. As basic macroeconomics teaches us, the number
of jobs that any country can support is limited by domestic consumer, business and government
demand plus exports minus imports. For the United States, which has suffered massive trade
deficits, a major challenge is to pursue policies that boost exports while also encouraging more
balanced trade flows. Improving both sides of the ledger is key to creating opportunities for more
American jobs and greater national income.

At the June 2010 G-20 summit in Toronto, President Obama and Korean President Lee announced
that they had agreed to prioritize addressing outstanding issues with the U.S.-Korea FTA signed in
2007 by President Bush.? President Obama instructed U.S. Trade Representative (USTR) Ron Kirk
to work with his Korean counterpart to “set a path” so that the Korea FTA could be submitted to a
vote in Congress.

This is a “critical step towards the goal of doubling U.S. exports over the next five years,” said the
Business Roundtable.” Other longstanding proponents of the Bush FTAs repeated this mantra.
Similar claims are being made to promote negotiation of a Trans-Pacific Partnership (TPP) based on
the NAFTA model." The main premise underlying these arguments is an endlessly repeated claim
that the5 past U.S. NAFTA-style FTAs with 17 countries’ have resulted in tremendous export
growth.

The Data Do Not Support the Spin

However, examination of the actual data shows that the United States has generally had
substantial trade deficits with most of its major FTA partners and with the group of FTA
nations as a whole. Even as trade flows declined because of the economic crisis, as of 2009, the
United States had a $54 billion trade deficit in goods, excluding oil, with the bloc of 17 U.S.
FTA partners. This contradicts recent claims made by the NAM that “over the past two years
FTAs have resulted in a U.S. manufactured goods surplus of nearly $50 billion.” As we show,
NAM’s “surplus” looks at “total exports,” a measure that includes billions of mere “re-exports” of
foreign products that are passing through U.S. ports and were not made by American workers. In
contrast, the U.S. International Trade Commission (USITC), the independent, non-political agency
responsible for producing independent studies on the effect of FTAs on the U.S. economy, uses data
on domestic exports, removing the transshipments [i.e. re-exports] that NAM’s calculation included.
When the correct export measure is used, the opposite result is produced: the trade balance in
non-oil manufactured goods with U.S. FTA partners over 2008-2009 comes to a deficit of $97
billion. We examine this and other claims made by NAM in Section IV of our report, and claims
made by the Chamber of Commerce in Section III.

Moreover, a close look at trade data over the past ten years reveals that the growth of U.S. exports
to countries that are not FTA partners has far outpaced the growth of exports to FTA

" The improbability of the TPP claims is magnified by the reality that the U.S. already has tariff-eliminating FTAs with
the four prospective TPP countries — Australia, Peru, Singapore, and Chile — that represent 86 percent of the combined
GDP of the Trans-Pacific region.)



partners.6 We examine trade data since 1998, consistent with the latest Chamber of Commerce
report on FTA export growth that uses data from the period 1998-2008.We found that:

Between 1998 and 2008, U.S. goods exports to FTA partner countries grew by an annual
average rate of only 3.0 percent. Goods exports to non-FTA partner countries, by contrast,
grew by 4.2 percent per year on average. (The 2008 end date is used to show the trend before
the overall falloff in trade flows related to the global economic crisis.) For convenience, we call
this phenomenon the FTA export growth “penalty.” We do not claim that there is a causal link
between export growth and FTA implementation, unlike proponents of FTAs. Rather, we simply
report the actual outcomes with respect to exports of the past U.S. FTAs, given
misrepresentations about them now figure prominently in arguments in favor of passing more
pacts based on the same model.

The picture looks especially grim if one looks at the 1998-2009 period. Throughout this longer
period, which includes the year in which the global economic crisis peaked, goods exports to
FTA countries grew by an average of only 0.8 percent per year. This compares with a
growth rate of 2.2 percent year for U.S. exports to non-FTA countries — double that rate.

Defenders of the past U.S. FTAs regularly claim that these pacts’ existence helped avoid a
worse falloff in trade related to the global economic crisis. In fact, in 2009, exports to FTA
countries shrank 21.1 percent, while exports to non-FTA countries shrank only 18.4
percent.

The FTA export growth “penalty” significantly impacts several sectors of the economy,
with the rate of export growth in services and manufacturing with U.S. FTA partners
taking a hit over 1998-2009.

» Manufactured exports to non-FTA partners grew by an annual average of 1.7 percent over
1998-2009, while manufactured exports to FTA countries grew by an annual average of only
0.1 percent.

» While the U.S. government does not release detailed country-by-country services data, it
does release numbers for 34 countries, including the most important U.S. services trade
partners. When we compare the FTA countries to the non-FTA countries in this subset, we
find that the FTA services export growth rate is 5.5 percent and the non-FTA export growth
rate is 5.7 percent over 1998-2008. This considers data up to 2008 — the most recent
available.

If the difference between the FTA and non-FTA export growth rates for goods for each year
were put in dollar terms, the FTA “penalty” would be as high as $33 billion in 2007, while the
FTA “benefit” (i.e. where the FTA export growth rate was higher than the non-FTA export
growth rate) occurred only in four of eleven years and would only reach as high as $24 billion in
1999. Summing these dollar differences in each year over 1999-2009 totals to a “penalty” of
$72 billion.” For manufacturing, agriculture and services, the comparable “dollar penalties” are
$59 billion, $2.7 billion, and $6.9 billion, respectively.

The U.S. Chamber of Commerce has released various studies purporting to show a major
positive export benefit from the U.S. FTAs. But their studies are plagued by an internally
inconsistent methodology. For instance, their calculation of FTA export growth uses a non-
weighted average of averages, which greatly overvalues large percentage gains of small trade
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flows. This is then compared to a weighted average of non-FTA countries’ export growth. And,
the non-FTA export growth rate is based on trade flows over 1998-2008, yet the FTA growth
rate is based on an average of growth rate of exports to each FTA country over the life of each
FTA, which ranges from 1985-2008 for Israel to 2007-2008 for the Dominican Republic. Once
these errors are corrected, and the proper weighted average is applied consistently, we
find that the Chamber’s own methodology shows the average growth of exports to FTA
partners to be 3.0 percent, but the average growth of exports to non-FTA partners to be
4.2 percent over 1998-2008. This mirrors our findings.

Misleading Claims on U.S. Export Growth to FTA Partners

“U.S. exports to partners with FTAs in effect in 2008 grew at an average annual rate of 17.4 percent since
each individual FTA went into effect, compared to an average annual growth rate of 6.0 percent for U.S.
exports to non-FTA partners.” -U.S. Chamber of Commerce, May 2010.°

“So from a trade perspective, this is a matter of leveling the playing field and, as we’ve seen with our other
free trade agreements, U.S. exports to our FTA partner countries have grown 40 percent faster than our
exports to the rest of the world.” - U.S. Trade Representative Susan Schwab, April 2008.”

“U.S. goods and services exports to the 11 trading partners with FT As that entered into force between 2001
and 2007 grew nearly 80 percent faster on average than did U.S. exports to the rest of the world. Taken
together, U.S. exports to all FTA partners have grown 40 percent faster than U.S exports to the rest of the
world.” - Office of the USTR, December 2008."

“Our FTA partners are also among the most rapidly growing markets for our exports. In fact, U.S. exports to
the 11 FTA countries implemented since NAFTA have grown nearly 80 percent faster than U.S. exports to
the rest of the world.” - U.S. Trade Representative Susan Schwab, March 2008."

“U.S. exports to the 11 trade partners with which the U.S. implemented FTAs between 2001 and 2007 grew
over 70 percent faster on average than did U.S. exports to the rest of the world. Moreover, although our FTA-
partner countries accounted for only 7 percent of the global economy in 2007 (excluding the United States),
they were the destination for 41 percent of total U.S. exports.” - Office of the USTR, March 2008."

“Since January 2000, the U.S. has implemented seven Free Trade Agreements (FT As) with eleven countries.
Between 1999 and 2007, U.S. merchandise exports to these eleven countries have increased 75.1 percent,
while U.S. merchandise exports to the rest of the world have increased only 66.7 percent.” - U.S. Department
of Commerce, February 2008."

“Where we have an FTA, our exports are growing a healthy 20 percent per year on average, more than twice
the rate of growth for our exports where we do not have an FTA.” - Office of the USTR, March 2006."*

¢ Finally, the overall trade balance with FTA partners also highlights the need for a different
approach. As of 2009, the United States had a $54 billion trade deficit in goods, excluding oil,
with the 17 FTA partners. Taking just the case of NAFTA alone, the United States went from a
$6 billion deficit in non-oil goods in 1993, the year before NAFTA’s implementation, to a $54
billion deficit in 2009 amidst the global drop-off in trade related to the crisis. The U.S. NAFTA
deficit peaked at $199 billion in today’s dollars. Trade officials have occasionally admitted this
unfortunate trend with U.S. FTAs: In an October 2006 speech to a Korean audience, Bush
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administration official Karan Bhatia said that it was a myth that ‘“The U.S. will get the
bulk of the benefits of the FTA. If history is any judge, it may well not turn out to be true
that the U.S. will get the bulk of the benefits, if measured by increased exports.” He added
that, in the instance of Mexico and other countries, ‘“‘the history of our FTAs is that
bilateral trade surpluses of our trading partners go up.”" Exports are only part of the
competitiveness picture. In the same way that exports are associated with job opportunities,
trade deficits (where imports outstrip exports) are associated with lost job opportunities.

e There are real people behind these numbers: since the United States began implementing
NAFTA-style FTAs in 1994, we have lost 4.9 million manufacturing jobs, as 43,000 American
manufacturing facilities closed.'® Since 2000 alone, well before the current unemployment
crisis, the proportion of private nonfarm jobs that were in the U.S. manufacturing sector
declined by 30 percent, from 15.5 percent to 10.9 percent.'” There are various explanations for
this decline, but significant flaws in U.S. trade policy are certainly a key factor. Economic
simulations have found that the U.S. economy could have supported an estimated 5 million
more jobs if not for the massive trade deficit that has accrued under current U.S. trade policy.18
Estimates for the NAFTA trade deficit alone point in the same direction: over one million lost
job opportunities over 1993 to 2004."

Economists of all stripes agree that the status quo trade policy has contributed significantly to rising
inequality. Over a decade ago, the Peterson Institute for International Economics sought to quantify
the effect of trade policy on U.S. income inequality, and found that nearly 40 percent of the increase
in inequality was attributable to U.S. trade policy.”” When the Economic Policy Institute (EPI)
updated the Peterson figures, it found that the average American family lost a net $2,000 a year
from the burden of rising inequality due to trade. EPI’s calculations take into account the consumer
savings from cheaper imports. Thus, net wage losses from trade now exceed the median American
household’s income tax burden by hundreds of dollars. EPI projects that, if current trade policies
and trends continue, all wage gains made since 1979 by workers without a four-year college degree
(70 percent of Americans) could be erased.”!

What Could Be the Basis for the Association between FTAs and Lower Export Growth?

It is beyond the scope of this paper to explore in detail why the United States has had lower export growth
with FTA partner countries: the central point is that the claim that export growth to FTA partners has been
higher than export growth to non-FTA partners is not supported by the actual U.S. government trade flow
data. And, the U.S. Chamber of Commerce studies relied upon to make this claim are deeply flawed.
Importantly, studies produced by corporate, government, and academic studies also do not establish
causation, and are greatly affected by the assumptions of their model. Our study should be seen as an attempt
to understand whether the data fit the predictions of FTA proponents, and to discover the flaws in their
research models.

The explanations for the FTA export-growth penalty include the possibility that the current FTA model
promotes foo much integration, meaning that economic growth in our FTA partners becomes too reliant on
the U.S. market. In other words, when the U.S. economy suffers a downturn our FTA partners’ overall
economic growth suffers disproportionately, and with it, their demand for U.S. exports. For example, the
International Monetary Fund found that the economies of countries in the Central America Free Trade
Agreement (CAFTA) suffered massively from the U.S. Great Recession, with each percent drop in U.S. GDP
causing a 0.7 to 1.0 percent drop in GDP among the CAFTA countries, largely due to trade and financial




links with the U.S. economy.22 Thus, a sounder strategy for both the United States and these countries, then,
might be to have more diversified trading relations than the FTA program creates.

Alternatively, it may be that the foreign investor protections included in the FTAs promoted U.S. firms to
relocate production to FTA partner countries. This could mean that, instead of exporting goods produced
here to these nations, U.S. firms produced for these nations’ domestic markets (and for the U.S. market) from
their new offshore facilities. It is also the case that FT As forbid many of the investment, procurement and
financial regulations used by countries that have successfully developed. So, governments of countries
willing to sign a U.S. FTA may already have a proclivity for abandoning such pro-development policies. As
a result, they may have slower growth rates than developing countries should have, and thus less demand for
U.S. exports.

Finally, it also could be that China’s accession to the WTO is “crowding out” U.S. exports in FTA markets.”
It is worth noting that this paper makes no attempt to resolve the “China question.” U.S. exports to China
have been quite high. Ironically, annual U.S. export growth over 1998-2009 to China (with whom the U.S.
does not have an FTA) has been 12.9 percent in comparison to 0.8 percent with U.S. FTA partners, although
exports to China in 1998 amounted to only $18 billion. However, U.S. imports from China have been much
greater than exports, negating the positive effects of increased exports. Thus, U.S. deficits with FTA
countries are now much lower than U.S. deficits with China. This — along with the finding in our report that
U.S. FTAs have not been associated with relatively higher export growth — provides support for the notion
that better trade agreements, combined with strong action on China trade and currency matters, are more
likely to resolve U.S. trade problems.”

Translating the Obama Export Initiative into Action: The TRADE Act is the Best Way Forward

Many corporate spokespeople have suggested that passage of the pending FTAs is a necessary
component of Obama’s export and job creation goalls.24 This report demonstrates that this claim is
not supported by the data on the FTA record.

Several further points should be made. First, it is highly unlikely that exports — as measured in real
terms — can double in five years, as President Obama pledged. A doubling of exports would imply a
15 percent annual export growth rate, sustained every year over the next five years. That is almost
double the annual average from 2004-2008, and compares with a 19 percent contraction in exports
in 2009. Exports of U.S. goods in inflation-adjusted terms have only doubled in one five-year
period in the last half century — the years from 1969 to 1974.%° (It is worth noting, however, that
imports also more than doubled (they grew by 120 percent) during that time period, and the United
States registered its first post-war trade deficit.)

Second, even if U.S. exports doubled over the next five years, and imports grew at their historic rate
over 2004-2008, the United States would still be left with a sizeable trade deficit. In other words,
even if the export doubling goal succeeded, (and the United States attained $2.1 trillion in goods
exports) unless import growth rates slowed, we would have $2.4 trillion in imports and a $320
billion U.S. trade deficit. This outcome would undermine President Obama’s goal of creating two
million new jobs from trade.

" In addition, the finding of this report of a lower export growth rate to FTA partners does not hinge on the fact that
China is a non-FTA country. If China were to be excluded from the analysis entirely and the results re-calculated, the
average annual export growth of exports to non-FTA countries over 1998-2009 would be 1.5 percent, compared to the
FTA growth rate of 0.8 percent.




Third, President Obama made many specific fair-trade campaign commitments, including to make
significant changes relative to the trade pact model used during the Bush-Clinton-Bush era.*®
Adopting President Obama’s trade reform commitments would be far more likely to produce
agreements that can assist in his export goals rather than simply adopting the Bush leftover
agreements as Obama’s own. In Congress, a majority of Democrats in the House of
Representatives have sponsored legislation that translates Obama’s commitments into a new model
for U.S. trade expansion. Called the Trade Reform Accountability Development and Employment
Act (H.R. 3012), the bipartisan bill has explicit provisions requiring a close examination of past
agreements to help understand how their specific terms produced the current outcomes. The
legislation also sets out a new trade agreement model for future pacts that is specifically designed to
deliver on the goals of U.S. export expansion and job creation.”’

While trade votes usually cause ferocious splits in Congress, the TRADE Act has become the basis
of rebuilding consensus for trade expansion — under different rules designed to meet different goals.
Typically few members of Congress cosponsor lengthy technical bills laying out specific details of
any policy as controversial as trade has been. In contrast, the TRADE Act (introduced in the House
by Rep. Mike Michaud (D-Maine)) is cosponsored by a majority of House Democrats, and nearly
two-thirds of committee chairs (13) and subcommittee chairs (57). Its sponsors include 25 Blue
Dogs, 22 New Democrats, and wide representation from other caucuses. A companion measure was
introduced by Sen. Sherrod Brown (D-Ohio) in the Senate, where it is also gaining cosponsorship
and attention.

In short, after 15 years of the American public living with the results of the NAFTA model, and a
close examination of that model’s outcomes, many in Congress and the U.S. President have been
elected promising a new American trade policy. This study shows why this commitment is not only
responsive to the American public’s demands, but also why it is a key part of delivering on
President Obama’s key export and job goals.



I1. ANALYSIS OF FTA TRADE DATA

Table 1a shows the average trade deficit with the 17 U.S. FTA partner countries over the three years
before and after FTA implementation. Because imports have outstripped U.S. exports to many
of these countries, the United States has large and growing trade deficits with its major FTA
partners and with the group of FTA nations as a whole. In the cases of Mexico, Jordan, and
Costa Rica, the United States went from small surpluses to trade deficits. After implementing FTAs,
the United States also maintained pre-existing trade deficits with Israel, Canada, Honduras, and
Nicaragua. Numbers in parentheses (red type) represent deficits. These numbers are from the
USITC, the non-partisan body responsible for conducting analysis on U.S. trade policy for the U.S.
government.

Table 1a: Change in Trade Balance of Non-oil Goods with FTA Partners™
(in Millions of Real 2009 Dollars)

Entry Date  Balance year before 2009 Balance Change
of FTA  FTA implementation*

Israel 1985 (929) (12,880) (11,951)
Canada 1989 (12,139) (223) 11,916
Mexico 1994 7,883 (53,907) (61,790)
Jordan 2001 133 239 106
Chile 2004 (1,735) 928 2,663
Singapore 2004 274 1,983 1,709
Australia 2005 6,986 10,239 3,253
Morocco 2006 81 905 824
El Salvador 2006 (282) (163) 118
Guatemala 2006 (742) (63) 680
Honduras 2006 (990) (571) 419
Nicaragua 2006 (663) (945) (282)
Bahrain 2006 (128) 190 319
Dominican Republic 2007 (42) 1,143 1,185
Costa Rica 2009 672 (2,010) (2,682)
Oman 2009 1,191 922 (269)
Peru 2009 (174) 256 430
Total (53,959)

*For Israel and Canada, this column is the trade balance in 1989 due to data availability.
Source: U.S. International Trade Commission

Table 1b illustrates the three-year average in the period three years before implementation,
and the most recent available three-year period. Taking these three-year averages smoothes
the year-to-year volatility in trade flows caused by the 2008-2009 global financial crisis and
yields a better picture of the U.S. trade balance with these FTA partners. Using this
methodology, we find that our trade balance with Israel, Canada, Mexico, Jordan, Nicaragua
and Costa Rica worsened after FTA implementation."

I Note that all numbers in this table are adjusted for inflation. See Appendix I for more detail on our general
methodology. Also, note that these tables reflect trends in “domestic exports minus imports for consumption,” the
measure used by the USITC. Utilizing the “total exports minus total imports” measure preferred by some corporate
groups and non-independent U.S. governmental agencies such as the International Trade Administration does not
substantially affect our findings on export growth.

" For more recent FTAs that do not provide the longer window of implementation, we use shorter time periods.
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Defenders of NAFTA-style trade agreements often argue that these pacts will create new
opportunities for U.S. manufacturers and farmers, but tend to cite the combined services and goods
trade figures to improve the appearance of their case. When the non-oil manufactured and
agricultural goods trade balance is separated from the services balance (as shown in Tables 1c
and 1d), however, it becomes clear that rising deficits with FTA partners have harmed both
farmers and domestic U.S. manufacturers.

Table 1b: Change in Trade Balance of Non-oil Goods with FTA Partners
Based on Multi-Year Averages (in Millions of Real 2009 Dollars)
Entry Date  Average three years  Average 2007-  Change Pre-

before 2009  FTA to Post-
implementation* FTA
Israel 1985 (929) (12,243) (11,314)
Canada 1989 (12,139) (17,849) (5,710)
Mexico 1994 10,020 (57,585) (67,605)
Jordan 2001 344 (172) (515)
Chile 2004 (1,218) (776) 442
Singapore 2004 398 4,306 3,909
Australia 2005 7,178 10,279 3,102
Morocco 2006 87 (137) (224)
El Salvador 2006 (339) (137) 202
Guatemala 2006 (908) 218 1,126
Honduras 2006 (945) (363) 582
Nicaragua 2006 (502) (852) (350)
Bahrain 2006 (18) 134 151
Dominican Republic 2007 (507) 1,404 1,911
Costa Rica 2009 253 (2,010) (2,263)
Oman 2009 939 922 (17)
Peru 2009 (1,395) 256 1,650
Total (74,605)

*For Israel and Canada, this column is the trade balance in 1989 due to data availability.
** For Costa Rica, Oman, and Peru, this column is the 2009 trade balance only.
Source: U.S. International Trade Commission
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Table 1c: Change in Trade Balance of Non-oil Manufactured Goods with FTA Partners
(in Millions of Real 2009 Dollars)

Entry Date Balance year before 2009 Balance Change
FTA implementation*

Israel 1985 (1,235) (12,904) (11,669)
Canada 1989 (28,909) 5,658 34,567
Mexico 1994 10,562 (50,709) (61,270)
Jordan 2001 10 143 133
Chile 2004 (71) 2,697 2,768
Singapore 2004 774 2,474 1,700
Australia 2005 7,010 10,141 3,131
Morocco 2006 13 784 770
El Salvador 2006 (487) (345) 142
Guatemala 2006 (407) 284 691
Honduras 2006 (820) (442) 377
Nicaragua 2006 (705) (922) (217)
Bahrain 2006 (112) 180 292
Dominican Republic 2007 (247) 945 1,191
Costa Rica 2009 1,252 (1,387) (2,639)
Oman 2009 1,129 882 (247)
Peru 2009 59 498 439
Total (42,022)

*For Israel and Canada, this column is the trade balance in 1989 due to data availability.
Source: U.S. International Trade Commission

Separating out the agricultural trade balance with U.S. FTA partners is especially revealing. The
increase in the farm trade deficit with FTA partners poses a stark contrast to the promised
gains for U.S. farmers touted by proponents of the NAFTA model.
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Table 1d: Change in Trade Balance of Agricultural Goods with FTA Partners
(in Millions of Real 2009 Dollars)

Entry Date Balance year before 2009 Balance Change
FTA implementation*

Israel 1985 390 163 (227)
Canada 1989 (442) (1,303) (862)
Mexico 1994 (443) (505) (62)
Jordan 2001 118 75 (43)
Chile 2004 (1,687) (2,018) (331)
Singapore 2004 13 80 66
Australia 2005 (94) 56 149
Morocco 2006 151 196 46
El Salvador 2006 78 134 56
Guatemala 2006 (569) (760) (191)
Honduras 2006 (303) (229) 73
Nicaragua 2006 (74) (119) (45)
Bahrain 2006 3 5 1
Dominican Republic 2007 247 239 (7)
Costa Rica 2009 (645) (674) (29)
Oman 2009 19 8 (11)
Peru 2009 (266) (276) (10)
Total (4,930)

*For Israel and Canada, this column is the trade balance in 1989 due to data availability.
Source: U.S. International Trade Commission

The picture is equally depressing if one ignores the sizeable import growth from U.S. FTA partners
and looks only at exports — as USTR and many corporate lobbyists tend to do. Table 2 shows U.S.
exports to each FTA partner over 1998-2009 since the implementation of each FTA. The average
rate of growth of exports to the countries with which the United States has FTAs was 0.8
percent. In contrast, U.S. exports to non-FTA countries grew twice as fast (2.2 percent), as
shown in Figure 1. In seven out of eleven years, exports to non-FTA partners grew faster than
exports to the bloc of U.S. FTA partners. It is also noteworthy that exports to non-FTA countries
appeared to recover more quickly following the 2001 recession. As Figure 1 shows, the slower
export growth rate the United States had with its FTA partners was associated with a dragging down
of the total U.S. export growth rates to the world.
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Figure 1: Average Growth of U.S. Exports to Non-FTA
Partners, the World, and FTA Partners

@ Non-FTA B World B FTA

5.0%

4.0%

3.0%

2.0%

1.0%

Average Annual Growth

0.0%

1998-2008 1998-2009

Source: U.S. International Trade Commission and authors' calculations

Figure 1 displays two sets of figures: one for the growth rates over 1998-2008 and another for the
growth rates over 1998-2009. In 2009, global trade flows contracted dramatically due to the global
recession, so the average levels for exports to both FTA and non-FTA partners was lower, but the

relative difference between the growth rates of exports to FTA and non-FTA partners remained
similar.
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Table 2: Growth of Exports to FTA and Non-FTA Partners (in Billions of Real 2009 Dollars)

1998-99 Growth | 1999-00 Growth 2000-01 Growth 2001-02 Growth 2002-03 Growth 2003-04 Growth 2004-05 Growth | 2005-06 Growth 2006-07 Growth | 2007-08 Growth 2008-09 Growth

Ig:g 1998 1999 1999 2000 2000 2001 2001 2002 2002 2003 2003 2004 2004 | 2005 2005 2006 2006 2007 2007 2008 2008 2009
Israel 1985 7.4 8.1 8.1 7.7 7.7 7.4 7.4 6.3 6.3 5.3 5.3 6.8 6.8 71 71 8.6 8.6 10.3 10.3 10.2 10.2 6.2
Canada 1989 180.7 187.2 187.2 193.4 193.4 174.8 174.8 169.6 169.6 1731 1731 184.9 184.9 | 200.9 200.9 210.5 210.5 220.0 220.0 221.1 221.1 171.7
Mexico 1994 98.8 104.5 104.5 124.8 124.8 109.5 109.5 102.4 102.4 96.7 96.7 105.4 105.4 | 111.4 111.4 121.6 121.6 123.2 123.2 130.7 130.7 105.7
Jordan 2001 0.4 0.4 0.4 0.5 0.5 0.6 0.6 0.6 0.6 0.7 0.7 0.7 0.7 0.9 0.9 0.9 0.9 1.2
Chile 2004 2.8 3.7 3.7 5.1 5.1 6.6 6.6 7.9 7.9 113 113 8.7
Singapore 2004 17.3 20.2 20.2 20.5 20.5 23.3 23.3 243 24.3 255 255 19.9
Australia 2005 153 16.0 16.0 17.9 17.9 18.5 18.5 20.8 20.8 18.3
Morocco 2006 0.6 0.9 0.9 1.4 1.4 1.5 1.5 1.6
El Salvador 2006 1.9 2.2 2.2 2.3 2.3 2.3 2.3 1.9
Guatemala 2006 29 3.5 3.5 4.0 4.0 4.5 4.5 3.7
Honduras 2006 35 3.8 3.8 4.5 45 4.7 4.7 3.2
Nicaragua 2006 0.6 0.7 0.7 0.9 0.9 1.0 1.0 0.7
Bahrain 2006 0.3 0.5 0.5 0.6 0.6 0.8 0.8 0.6
g:g:j;:?can 2007 5.3 6.0 6.0 6.3 6.3 5.0
Costa Rica 2009 5.0 4.3
Oman 2009 1.4 1.1
Peru 2009 5.7 4.4
Total FTA Partners 287.0 299.8 299.8 325.9 326.3 292.1 292.1 278.8 278.8 275.6 295.8 321.6 336.8 | 361.7 371.6 400.8 406.1 424.6 424.6 441.6 453.7 358.2
Non-FTA Partners 544.9 | 5245 524.5 559.0 558.6 512.7 512.7 470.0 470.0 482.1 461.9 502.2 486.9 | 519.3 509.5 585.9 580.6 655.1 655.1 721.2 709.1 578.3
FTA Export Growth Rate 4.47% 8.71% -10.47% -4.55% -1.14% 8.70% 7.39% 7.84% 4.56% 4.00% -21.05%
Non-FTA Export Growth Rate -3.76% 6.58% -8.22% -8.33% 2.56% 8.72% 6.66% 15.01% 12.84% 10.09% -18.44%
REA Growth Rate ans 8.23% 2.13% -2.25% 3.78% -3.70% -0.02% 0.73% 7.47% -8.28% -6.09% -2.61%
1998-2009 Average FTA Export Growth 0.8%
1998-2009 Average Non-FTA Export Growth 2.2%
1998-2009 Average FTA Growth Rate Minus
Non-FTA Growth Rate -1.4%

Source: U.S. International Trade

Commission and authors’ calculations




The situation is dismal across most sectors of the economy. Manufactured exports to non-FTA
countries grew by an annual average of 3.7 percent between 1998 and 2008 (and 1.7 percent
between 1998 and 2009). On the other hand, manufactured exports to FTA countries grew by an
annual average of 2.2 percent over 1998-2008 (and 0.1 percent over 1998-2009). While the U.S.
government does not release detailed country-by-country services data, it does release numbers for
34 countries, including the most important U.S. services trade partners.”* When we compare the
FTA countries to the non-FTA countries in this subset, we find that the FTA services export growth
rate is 5.5 percent and the non-FTA export growth rate is 5.7 percent over 1998-2008. This is data
up to 2008 — the most recent available.

Table 3 depicts the “FTA penalty” in dollar terms. To compute this “FTA penalty” for 2003 for
total goods exports, for instance, the rate of growth of exports to non-FTA countries (2.6 percent) is
applied to the value of goods exported to FTA partners in 2002 ($279 billion), which yields exports
of $286 billion. This value is then subtracted from the actual exports to FTA countries ($276
billion) in 2003 to yield a penalty of $10 billion. The same process is applied to exports to FTA
countries in all years. Summing over 1998-2009, the total FTA export penalty is $72 billion. For
manufacturing, agriculture and services, the comparable “dollar penalties” are $59 billion, $2.7
billion, and $6.9 billion, respectively. Summing over 1994 (when NAFTA was implemented) to
2009, the FTA export penalty still remains, totaling to $34 billion.”

Table 3: Annual Difference Between Actual U.S. Exports to All FTA Partners and Exports
to FTA Partners with the Non-FTA Growth Rate Applied
(in Millions of Real 2009 Dollars; Negative Numbers Indicate Loss of Exports)

Year Total goods Manufactured Agricultural Services*
goods goods
1999 23,608 22,292 136 3,701
2000 6,374 4,618 382 1,402
2001 (7,372) (9,763) 601 2,916
2002 11,012 11,491 136 859
2003 (10,326) (8,370) (1,461) 1,526
2004 (44) 449 (922) (5,951)
2005 2,471 1,045 310 (1,014)
2006 (26,642) (24,382) 452 (4,038)
2007 (33,607) (28,067) (1,213) (1,035)
2008 (25,838) (20,090) (1,033) (5,062)
2009 (11,814) (8,416) (115) N/A
Total (72,179) (59,193) (2,728) (6,697)

The manufactured and agricultural goods columns do not add up to the total goods column since
total goods includes other categories of goods such as minerals, gas, and publications.

* Services data is not available for 2009. Services data was available for only the 34 countries
listed in endnote 28.

Source: USITC, Bureau of Economic Analysis, and authors’ calculations

" One way to think about this exercise is the following: imagine that you have a balance sheet for trade for each year. In
2010, an all-powerful accountant trade god decided she was going to “reward” you or “penalize” you retroactively for
each year depending on (and in proportion to) whether your FTA export growth rate exceeded or fell below the non-
FTA rate. These lump sum credits and debits to your accounts don’t change the path of your past life, as in some sort of
“Back to the Future” scenario, but they could benefit or penalize you in the present. Of course, this scenario is
unrealistic (accountant trade god, anyone?!), but it is one way of illustrating the “penalty” that we describe without
creating odd new export “path dependencies” that are merely a function of an economic model.



Sometimes it is claimed that the highest export growth rate comes in the first few years of FTA
implementation. We assessed this claim by examining the export growth over the three years after
FTA implementation for each country to the average of the export growth rates to non-FTA

countries during that same period. Our method is inspired by a particular aspect of the Chamber of

Commerce methodology that we describe in Section III, and our results are depicted in Figure 2."

Exports to only three out of the 17 FTA
partners grew faster than the average of
the growth rates of exports to non-FTA
countries in the three years after each
FTA implementation. Put differently,
80 percent of FTA countries (namely
Canada, Mexico, Jordan, Singapore,
Australia, El Salvador, Guatemala,
Honduras, Nicaragua, the
Dominican Republic, Costa Rica,
Oman, and Peru) did not beat the
non-FTA rate even in their first three
years after implementation — when we
might expect the greatest gains.

“I Note that export growth to Canada is measured over 1990-1991 due to data availability, and the export growth to
Peru, Oman, and Costa Rica (and the corresponding non-FTA growth rate) is measured in 2009 because they became

Figure 2: Average Annual Growth of Exports to
FTA Partners in the Three Years after FTA
Implementation

m Country's export growth
@ Average non-FTA export growth in the three-year period

-30%

Percent Growth
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FTA partners only in 20009. Israel is excluded due to lack of accessible data in 1985-1987.
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III. PROBLEMS WITH RECENT U.S. CHAMBER OF COMMERCE CLAIMS ON FTAS
AND U.S. EXPORTS

The Chamber of Commerce has released several pro-FTA studies that are cited widely in the media,
by foreign officials, and even members of Congress.29 Yet, careful analysis reveals fatal flaws in

their methodology that completely undermine the validity of their results.

May 2010 Report on the Effects of U.S. FTAs

In May 2010, the U.S. Chamber of Commerce released a report that claimed exports to FTA
partners grew nearly three times faster than exports to non-FTA partners. The report asserted that
“U.S. exports to partners with FTAs in effect in 2008 grew at an average annual rate of 17.4 percent
since each individual FTA went into effect, compared to an average annual growth rate of 6.0
percent for U.S. exports to non-FTA partners.” This “finding” by the Chamber is based upon an
array of flaws and questionable methodological decisions." If the inconsistency in the Chamber’s
methodology is corrected, as we show below, the group would have found that exports to FTA
partners grew slower than exports to non-FTA partners.

CHAMBER USES DIFFERENT METHODS TO CALCULATE FTA AND NON-FTA EXPORT
GROWTH: The Chamber study employed one method to calculate the rate of growth of
exports to FTA partners and a completely different method to calculate the rate of growth of
exports to non-FTA partners. By comparing apples and oranges, the Chamber produces a result
that at first glance seems to support its political arguments about the benefits of U.S. trade
agreements. In reality, the faulty analysis generates misleading results. As the findings presented in
Sections I and II in this report demonstrate, comparisons of FTA and non-FTA export growth
conducted using a consistent methodology show the opposite of the Chamber’s claims.

First, the Chamber calculates the growth rate of exports to FTA partner countries separately from
divergent dates of entry into force. For example, Mexico’s FTA annual average growth rate is
calculated by computing the average annual growth rate over 1993-2008, while El Salvador’s FTA
export growth rate is calculated by computing the average annual growth rate over 2005-2008."" To
reach the “FTA partner export growth rate,” the Chamber then calculates the average of the annual
average export growth rate for all FTA partners. We call this the “unweighted average” method. In
sum, this methodology inflates the FTA country export growth rate by giving the same weight to
countries that are vastly different in importance to U.S. exports. By calculating averages of
averages, the study treats the percentage gains for Canada (2009 U.S. exports $172 billion) the same
as it treats the percentage gains for Morocco (2009 U.S. exports $1.6 billion).

Then, instead of using the same method to calculate the average annual growth rate of exports to
non-FTA partners, the Chamber sums total U.S. exports to all non-FTA partners for each year over
1998-2008, and then computes the average annual growth rate of that sum. This depresses the non-
FTA country export growth rate (compared to the Chamber’s FTA country export growth rate) by
giving little weight to insignificant trade relationships with small markets where the levels of U.S.
exports are volatile (and which thus sometimes have sky-high export growth rates). This method

"I See box “Misleading Claims on Export Growth to FTA Partners” in Section I for more of these types of claims made
by proponents of NAFT A-style trade pacts.
""'In this subsection, we only use data from 1998-2008 — the period under examination in the Chamber study.
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can be termed the “weighted average” method.”! Crucially, the Chamber does not calculate the
growth rate of exports to each non-FTA partner country separately. As a result, the volatile trade
volumes with small markets that boost the Chamber’s FTA export growth rate are suppressed for
the non-FTA export growth rate. Thus, their non-FTA export growth rate is lower than their FTA
export growth rate just by virtue of giving a lot of weight to volatile trade relations with small FTA
partners only. In other words, the Chamber treats FTA countries as “individuals” in their FTA
export computations, but treats non-FTA countries as an undifferentiated “aggregate.” Thus, the
Chamber’s analysis compares apples and oranges in a way that severely biases their estimate in a
manner that supports their lobbying claims.

The Chamber’s results showing an “FTA premium” with this internally inconsistent method
are not surprising in the least. Randomly choosing countries and applying this method usually
yields these same results — with export rates using the ‘“unweighted average” beating those
using the “weighted average.” That is to say that a randomly selected country (possibly an FTA
partner or not an actual FTA partner) can be placed in each FTA country’s “slot” and then the
Chamber’s calculations can be redone to determine if their results are unique to FTA partners, or if
the results are simply a product of their chosen internally inconsistent methodology.

For example, the data for a randomly chosen country can be designated as an “FTA country” in
1994 to fill Mexico’s place, another randomly chosen country can be designated as an “FTA
country” in 2001 to fill Jordan’s place, and so on.** Then, to mirror the Chamber’s methodology,
exports to the remaining non-FTA countries can be summed each year over 1998-2008, and the
growth rates of this aggregation can be found for each year. The Chamber’s internally inconsistent
methodology (unweighted versus weighted averages) can then be applied to the growth rates of
exports to FTA and non-FTA partners.

When this random choosing of countries is done by computer calculations 10,000 times and the
Chamber’s internally inconsistent method is applied, the unweighted average growth rate of exports
to these randomly chosen “FTA-designated” countries is higher than the weighted average growth
rate of exports to the “non-FTA-designated” countries in 9,999 cases, i.e. nearly 100 percent of the
time. Furthermore, in 9,893 cases (i.e. 99 percent of the time), the unweighted average “FTA export
growth rate” is at least three times greater than the weighted average “non-FTA export growth rate”
with this random designation of countries as “FTA countries.”

The Chamber claims that “U.S. merchandise exports to our FTA partners grew nearly three times as
rapidly as did our exports to the rest of the world from 1998 to 2008,” but it is clear from this
simulation that, 99 percent of the time, the same result is achieved by designating random countries
as “FTA countries” and performing the same calculations.”® This exercise conclusively shows that
the Chamber’s internally inconsistent methodology that purports an export boost from FTA
implementation is deeply flawed and produces a systematically inaccurate and biased result.

If the Chamber applied the weighted average method consistently to both the FTA and non-
FTA partners instead of just to the non-FTA partners over 1998-2008, they would have found
that exports to FTA partners grew slower than exports to non-FTA partners. In fact, exports to
FTA partners as a whole grew by an annual average of only 3.0 percent over 1998-2008, while
exports to non-FTA partners as a whole grew by an annual average of 4.2 percent over 1998-2008,
when the data is adjusted for inflation.
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CHAMBER’S “UNWEIGHTED AVERAGE” METHOD FLAWED BUT ALSO CONTADICTS
CHAMBER”S OWN CONCLUSIONS: If one applied the Chamber’s ‘“unweighted average”
method consistently for both FTA and non-FTA partners, the “export penalty” would actually
increase! Table 4 displays the growth rate of exports to each individual FTA partner. It also shows
the average growth rate of exports to FTA partners and the non-FTA partners for each year. Notice
that the FTA and non-FTA export growth rates are very different from those displayed in Table 2.
In contrast to Table 2, where exports to FTA and non-FTA countries are aggregated before
calculating the growth rate, Table 4 shows the results of computing the annual growth rate for FTA
(and non-FTA countries) by averaging the growth rates for all individual countries that had an FTA
in a given year, giving each country equal weight in the averaging regardless of the value of exports
to that economy. With this method of calculating the FTA and non-FTA growth rates, exports
to non-FTA partners grew by an annual average of 19.6 percent between 1998 and 2008, while
exports to FTA partners grew by only 7.8 percent.

Table 4: Growth Rates of Exports to FTA and Non-FTA Countries
(1999 = Export Growth Between 1998 and 1999; Figures Adjusted for Inflation)

Average

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008  1999-

2008

Israel 93%  -55%  -34% -151% -158% 27.3%  52% 207% 19.4%  -0.8% 4.1%
Canada 3.6% 33%  -96%  -3.0% 20%  6.8%  86% 48%  45% 0.5% 2.2%
Mexico 57%  19.4%  -12.3%  -6.4%  -56%  9.0%  57% 91%  1.3% 6.1% 3.2%
Jordan 79%  15.1%  18.2%  8.0% 10.6% -0.6%  29.7% 47%  11.7%
Chile 29.0% 39.6% 29.1%  18.9%  43.8%  32.1%
Singapore 16.8%  1.2% 13.6%  4.6% 4.8% 8.2%
Australia 51% 11.4%  35%  12.6% 8.1%
Morocco 62.2%  49.2% 8.8%  40.1%
El Salvador 13.4%  3.2% 2.7% 6.4%
Guatemala 19.8%  141%  11.8%  15.2%
Honduras 9.6%  17.8% 46%  10.7%
Nicaragua 15.9%  167%  17.2%  16.6%
Bahrain 46.2%  16.8%  327%  31.9%
Dominican Republic 11.9% 4.6% 8.3%
Average of FTA partners  6.29% 5.8% 43%  -2.3% -03% 16.1% 10.9% 19.6% 15.1% 11.0% 7.8%
's;’ret:]aegz of non-FTA 17%  182%  17.5% 6.3%  21.4% 385% 14.1% 212% 307%  26.1%  19.6%
FTA growth rate minus 45%  -125%  -21.8%  -87% -21.7% -22.4%  -33% -15% -156%  -151% -11.8%

non-FTA growth rate

Source: U.S. International Trade Commission and authors’ calculations

THE CHAMBER STUDY DOES NOT CORRECT EXPORT DATA FOR INFLATION: The
Chamber does not correct the historical export data for inflation.* This failure to convert nominal
dollars into real dollars artificially magnifies their claimed FTA export boost.

THE CHAMBER CALCULATES THE FTA AND NON-FTA GROWTH RATES OVER
DIFFERENT TIME PERIODS: The non-FTA export growth rate that the Chamber calculates is
based on trade flows over 1998-2008, yet the FTA growth rate is based on an average of growth rate
of exports to each FTA country over the life of each FTA, which ranges from 1985-2008 for Israel
to 2007-2008 for the Dominican Republic. So, once again the Chamber is comparing apples and
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oranges, since the global economic conditions (and global demand for U.S. goods) have varied
considerably over time. There was a general contraction of U.S. exports over 2000-2003, but most
FTAs were implemented after 2004 when U.S. exports generally began to boom. Thus, the
calculation for FTA export growth benefits from this post-2004 boom, but the non-FTA export
average suffers from the general contraction in 2000-2003.

Besides claiming that the growth of exports to FTA partners has been greater than the growth of
exports to non-FTA partners, the Chamber also claims that exports to FTA partners grew much
faster in the years after implementation of each FTA than in the three years prior to implementation.
This technique for judging the impact of the implementation of FTAs does not account for how
global and U.S. economic conditions vary widely over time, pulling up or pushing down U.S.
exports to the world generally.

For most FTAs, U.S. exports generally were in a slump in the three years prior to the
implementation of most of the FTAs, while U.S. exports to all countries in the years after
implementation boomed. Thus, the apparent “FTA premium” that the Chamber seeks to
demonstrate could be merely the impact of the global economic conditions in the years surrounding
implementation.

For example, it is true that U.S. exports to Chile and Singapore increased at a greater rate after the
implementation of their FTAs in 2004 than in the three years before implementation.
Coincidentally, the U.S. exports to the world grew at an average annual rate of -4.9 percent in the
same three-year period before implementation of the Singapore and Chile FTAs.™ The average
annual growth rate of total U.S. exports over 2004-2008, which is the time period that the Chamber
used to calculate the growth of exports to Chile and Singapore, was 9.0 percent. The total export
growth rates surrounding 2006 exhibited a similar pattern. Nearly one half of the FTA partners that
the Chamber studied became FTA partners in 2006: Bahrain, Morocco, El Salvador, Nicaragua,
Honduras, and Guatemala. Total U.S. exports grew at an average rate of 5.6 percent in the three
years before 2006, but total U.S. exports grew at an average rate of 9.7 percent in 2006-2008. So,
again, the “FTA boost” that the Chamber claims for these countries is more likely due to the
improving fortune of U.S. global exports generally rather than an effect of the FTA.

When we examine FTAs that entered into force in a completely different time period, such as
NAFTA, it is apparent that this FTA boost is spurious. The growth of U.S. exports to Canada
and Mexico, by far the most substantial U.S. FTA partners, actually was lower after
implementation of the Canada-U.S. FTA and NAFTA than before implementation (as a
consistent application of the Chamber’s own calculations show). According to even the
Chamber, the average annual growth of exports to Canada and Mexico was 6.7 percent and 9.5
percent in the three years before their FT A implementation, respectively; since implementation, the
average annual growth rate has slowed to 5.0 and 6.1 percent,* respectively.” Given that U.S.
exports to Canada and Mexico accounted for 81 percent of all U.S. exports to its FTA partners in
2008, this decline in the growth of exports to Canada and Mexico after FTA implementation is quite
consequential. As discussed in Section II of this report, a comparison of the performance of exports
to FTA partners in the three years after implementation reveals that the exports to 80 percent of

* The inflation-adjusted growth rates of exports to Singapore and Chile during this period were -4.4 percent and -10.0
percent, respectively.
* Since the Chamber does not adjust for inflation, these growth rates are not adjusted for inflation.
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FTA partners grew slower than the average of the growth rates of exports to non-FTA countries in
the three years after each FTA implementation.

PROBLEMS WITH “BLACK BOX” METHODS: Another section of the Chamber of Commerce’s
May 2010 report claims to estimate the effects of FTAs on U.S. GDP and employment through a
computable general equilibrium (CGE) model. CGE models employ an array of complicated
mathematical techniques to make predictions. The results from CGE models are highly dependent
on the assumptions put into their “black box.” The Chamber chooses to freeze wages, which allows
the number of workers in the economy to vary. Other models freeze the number of workers, but
allow wages to vary. Arguably, if one is committed to CGE modeling, the second assumption is
more realistic, since under a full employment scenario the results would essentially require that
fully grown adult workers be created from out of thin air!

Moreover, past attempts to predict the effect of trade agreements on trade flows have been wildly
inaccurate. For example, a 1993 CGE predicted that the U.S. trade surplus with Mexico would
expand after NAFTA.*® Instead, NAFTA led to a huge U.S. trade deficit with Canada and Mexico
that continues to inhibit job growth in the United States to this day.

As noted, a separate CGE study conducted by the USITC estimated that China’s tariff offer for
WTO ascension would only increase the U.S. trade deficit with China by one billion dollars.”” In
reality, the trade deficit with China skyrocketed by $167 billion between 2001 and 2008. The
repeated failure of CGE models to predict the effects of changes in trade policy calls into question
the validity of the Chamber’s CGE analysis of FTAs.

PROBLEMS WITH SERVICE SECTOR METHODS: In addition to the general problems with
CGE models, the Chamber of Commerce’s CGE model is deficient in the way that it deals with the
service sector. The study finds that the vast majority of employment gains from FTAs is in the
services sector. Of the 5.4 million jobs gained from FTAs, according to the Chamber, 4.8 million, or
88 percent, are in the service sector.”® This is despite the fact that reliable quantification of the
impacts of FTA service provisions (since there are no services tariffs) and of services trade are
widely recognized as inaldequate.39 The model shows only 379,000 manufacturing jobs gained from
FTAs, so it claims that FTAs support 12 times as many services jobs as manufacturing jobs.*’ Yet,
the Chamber finds that FTAs boost U.S. services exports by only $20 billion.*! Although there are
some cross-linkages between the production of goods and the provision of services, only $4,200 in
annual services exports was created by the implementation of the FTAs for every services job
created by FTAs, according to the Chamber.

The U.S. Department of Commerce, by contrast, has found that only 2.8 million jobs are supported
by total U.S. services exports to all countries, and that each of those jobs are supported by $203,000
in annual services exports.*” In other words, the Chamber’s estimate of the number of jobs
created by the implementation of FTAs alone is 73 percent greater than the Department of
Commerce’s estimate of total services jobs supported by all U.S. services exports. These huge
discrepancies between the Chamber’s estimate of the employment effects of services trade and the
Department of Commerce’s estimate raises serious questions about the validity of the Chamber’s
analysis.

The Chamber’s large estimate of the impact of FTAs on services employment is partially based on
the notion that FTAs substantially reduce the cost of providing services internationally, thereby
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promoting greater trade in services and creating U.S. jobs.”> However, an analysis of services
exports to FTA and non-FTA partners casts doubt on this thesis. The U.S. government only releases
data for U.S. services trade with 34 countries (generally the most important U.S. services trade
partners), but the available data can be used to infer broad trends in the growth of exports to FTA
and non-FTA palrtners.44

Over 1998-2008, U.S. services exports to the FTA partners for which there are data (Canada,
Australia, Chile, Israel, Mexico, and Singapore) grew at an average annual rate of only 5.5 percent,
while U.S. services exports to non-FTA partners as a whole grew at an average annual rate of 5.7
percent. The “FTA export growth penalty” for services holds true starting in the NAFTA era as
well: between 1993 and 2008, U.S. services exports to FTA partners as a whole grew at an average
annual rate of only 3.2 percent, while U.S. services exports to non-FTA partners as a whole grew at
an average annual rate of 4.0 percent. Given that U.S. services exports to non-FTA partners are
growing faster than U.S. services exports to FTA partners, it is hard to understand how the Chamber
found such a large positive effect of FTA implementation on U.S. services trade and employment.™

POOR PROOFREADING LEADS TO 300 PERCENT OVERSTATING OF EXPORT EFFECTS
OF FTAS: The text of the Chamber’s report quotes the exact same figure for exports in two
different places when discussing two very different estimates, indicating that they mistakenly
copied from the wrong table in their report. This error is repeated throughout the report. The
Chamber claims that the tariff reduction prescribed by implementation of 14 FTAs alone “expanded
total U.S. exports of goods and services to the world by $462.7 billion.”” However, this $462.7
billion figure is simply an exact copy of the figure that they report for the scenario where all trade
with all FTA partners ceases: “Furthermore, total U.S. exports of goods and services to the world
are $462.7 billion higher than they otherwise would be because we trade with these countries.”*® In
fact, all the goods and services exports in Table 5 of the Chamber’s report, titled “U.S. Output,
Exports and Employment Related to U.S. FTAs, 2008,” add up to only $108.2 billion, though the
“total” reported in that table is $462.7 billion.*” The erroneous total seems to have been copied from
Table 4, which is supposed to estimate the effects of ceasing all trade with FTA partners. This
$462.7 billion figure, which is 327 percent higher than the actual figure, is quoted throughout the
report as the effect of FTA implementation alone upon exports, including in the executive summary.
This is a severe error even if the Chamber’s analysis were to be considered otherwise accurate.

CHAMBER CLAIMS LARGE EMPLOYMENT GAINS FROM NAFTA DESPITE
SKYROCKETING DEFICIT: The Chamber rightfully acknowledges that the most important FTA
is NAFTA by far, but it claims large positive employment gains from NAFTA rather than the losses
that other sophisticated studies have found. The Chamber claims that “NAFTA trade represents 92
percent of the net employment gains associated with the 14 FTAs in 2008.”*® In other words, the
Chamber claims that the implementation of NAFTA alone has created 5 million jobs in the United
States. This claim appears to be inconsistent with the reality of the skyrocketing trade deficit with
the NAFTA partners since NAFTA was implemented in 1994. The inflation-adjusted non-oil U.S.
trade deficit with Canada and Mexico in 1993 amounted to only $5.7 billion. By 2008, the non-oil
trade deficit had skyrocketed to $72 billion, an increase of 1,160 percent. This rising deficit
correlated with the destruction of U.S. jobs, not the creation of jobs, as the Chamber claims. The

¥ That is unless the Chamber’s claim is that the bulk of the 4.8 million new service jobs are resulting from services
exports to tiny FTA countries for which the U.S. government doesn’t release data, like Guatemala — which is
unbelievable on its face.
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Chamber’s findings on NAFTA’s employment effects are the complete opposite of the findings of a
study on the employment effects of NAFTA conducted by the Economic Policy Institute (EPI). EPI
found that the rising deficit with Canada and Mexico since NAFTA was implemented has displaced
more than one million U.S. jobs.*

September 2008 Chamber Study on Projection of Export Gains with Colombia, Panama, and
South Korea FTAs

A Chamber of Commerce report released in September 2008 made some of the same claims found
in the May 2010 Chamber report and repeated many of the same methodological mistakes.” It also
conveniently excluded from its calculations the U.S. FTAs that comprise 85 percent of all two-way
U.S. FTA trade (NAFTA, the Israel FTA, and the Jordan FTA) and the FTA countries with whom
the United States has large deficits. And, it repeated the previously noted errors of using different
methods to calculate the rate of export growth to FTA partners and non-FTA partners and not
adjusting the trade data for inflation.

This report claimed that “U.S. merchandise exports under these new trade agreements have been
rising by an annual average of 32% since their entry into force. This compares with an annual
average increase in U.S. merchandise exports globally of 16.5% in the 2003-2008 period. In short,
U.S. merchandise exports to these 10 countries have been rising roughly twice as rapidly as such
exports globally.” The Chamber then used this inaccurate misleading calculation to claim that that
“The trade agreements with Colombia, Panama and South Korea are projected to boost U.S.
merchandise exports to those markets by $42.6 billion per year within five years of entry into
force.” This study contained the following additional methodological faults on top of the flaws of
the May 2010 report:

CHAMBER EXCLUDES NAFTA, ISRAEL AND JORDAN FTA: While calling its findings a
study of U.S. FTAs, the Chamber chose to exclude every trade agreement implemented before 2003
from its analysis. This decision allowed the Chamber to exclude NAFTA, which is by far the most
economically significant trade agreement of all the U.S. FTAs in force, and which comprises a
significant share of the U.S. FTA trade deficit. Canada and Mexico are the first and second greatest
importers of U.S. goods, respectively, and accounted for about 30 percent of total U.S. exports in
2009. Excluding such an important piece of the FTA group is not a sound methodology. This
methodology biases their findings in favor of their claim of FTA benefits because export growth to
the NAFTA countries has been very low. The Chamber also excludes the U.S.-Israel trade
agreement, implemented in 1985, and the U.S.-Jordan trade agreement, implemented in 2001.
Mexico, Canada and Israel represented 84 percent of all two-way trade under U.S. FTAs in 2009.
Mexico and Canada are the two largest U.S. FTA partners.

CHAMBER USES NONSTANDARD METHOD TO CALCULATE AVERAGE ANNUAL
EXPORT GROWTH RATES FOR ITS PROJECTIONS OF FUTURE GAINS: Compounding its
other errors, the Chamber’s study calculates average annual percent growth of exports over 2003-
2008 in a completely nonstandard way, and then switches to a different calculation method (the
correct method for annual growth calculations) when they calculate the projections over 2008-2012.
This 2008-2012 projection estimate is then the basis for the Chamber claim about export gains from
the Bush-era FTAs with Colombia, Korea and Panama.
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To calculate the average annual export growth rate for FTA partners that implemented FTAs in
2003, the Chamber simply computed the percent difference between exports in 2003 and exports in
2008, and then divided that difference by five. They used a similar method to calculate the average
annual percent growth of exports to FTA partners that implemented FTAs after 2003. This incorrect
method greatly overstates the actual year-to-year percent growth. The Chamber should have
computed the growth rate for each year, added them together and then divided by the number of
years that the FTA has been in force to obtain the average annual growth rate.”!

The report claims, for example, that the average annual growth of exports to Singapore over
2003-2008 was 18.1 percent, but the actual average annual growth rate, when calculated
correctly using the data in the Chamber’s report, was 13.9 percent. Thus the Chamber
overstates the annual growth of exports to Singapore by 4.2 percentage points. When the Chamber
then applies this inflated growth rate to Colombia, Panama, and South Korea to make projections, it
uses the (correct) compounding growth calculation method. Using the compounding growth
calculation method would have been the right method to use if the Chamber had used it both for
calculating historical export growth and for calculating the projections, but this is not what the
Chamber did. Since the Chamber used a nonstandard method to calculate historical export growth
rates, their projections based on those rates are simply bad math. This bad math is yet another way
in which the Chamber’s “FTA export growth rate” is artificially and incorrectly inflated.

In Table 5, we utilize a corrected version of the Chamber of Commerce’s own methodology to show
the estimates of possible growth of U.S. exports to Colombia, Panama, and South Korea if the
Bush-era NAFTA-style FTAs with those countries are implemented. Under the corrected
Chamber’s methodology, the United States would lose out on $30 billion in exports to Panama,
Korea and Colombia over the next five years. We also add in Vietnam, Brunei and New Zealand, if
those countries enter the U.S. FTA club via a TPP. The United States would lose out on $34 billion
in exports to these six countries over the next five years under these scenarios.™

I To get these figures, we take the actual U.S. exports to these countries in 2009, and have them grow over the next five
years at both the average 2005-2009 FTA-country rate of 0.55 percent and the average 2005-2009 non-FTA country rate
of 5.23 percent. See Section III for more detail on the Chamber’s method as described in their September 2008 report.
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Table 5: Projections of Exports to Proposed FTA partners under FTA and Non-FTA Growth
Scenarios (in Millions of Real 2009 Dollars)

2010 2011 2012 2013 2014 Total

Projection based on FTA growth rate (0.55%)

Colombia 8,800 8,849 8,897 8,946 8,995 44,487
Panama 4,086 4,108 4,131 4,153 4,176 20,653
South Korea 27,223 27,372 27,523 27,674 27,826 137,617
Vietnam 2,983 2,999 3,016 3,032 3,049 15,079
New Zealand 2,075 2,087 2,098 2,110 2,121 10,492
Brunei 97 98 98 99 99 492
Total 45,264 45,513 45,763 46,014 46,267 228,820

Projection based on non-FTA growth rate (5.23%)

Colombia 9,210 9,691 10,198 10,731 11,293 51,123
Panama 4,276 4,499 4,735 4,982 5,243 23,734
South Korea 28,490 29,980 31,547 33,197 34,933 158,146
Vietnam 3,122 3,285 3,457 3,637 3,828 17,329
New Zealand 2,172 2,286 2,405 2,531 2,663 12,057
Brunei 102 107 113 119 125 565
Total 47,371 49,848 52,455 55,198 58,084 262,955

FTA rate projection minus non-FTA rate projection

Colombia (410) (843) (1,301) (1,785) (2,298) (6,636)
Panama (190) (391) (604) (829) (1,067) (3,081)
South Korea (1,267) (2,607) (4,025) (5,523) (7,107) (20,529)
Vietnam (139) (286) (441) (605) (779) (2,249)
New Zealand (97) (199) (307) (421) (542) (1,565)
Brunei (5) 9 (14) (20) (25) (73)
Total (2,107) (4,335) (6,692) (9,184) (11,817) (34,135)

Source: U.S. International Trade Commission and authors’ calculations

September 2009 Estimates of Effects of Colombia and South Korea FTAs

In September 2009, the Chamber of Commerce released a study that claimed to predict the effects
of implementing the Colombia and South Korea FTAs.” It estimated that implementation of the
Colombia and South Korea FTAs would create 383,400 jobs in the United States. The Chamber
used a computable general equilibrium (CGE) model to predict the effect of these FTAs, but as
discussed above in this report, CGE studies have a very poor track record in predicting the effects of
changes in trade policy upon trade flows. In addition to the problems inherent in CGE models, the
Chamber’s CGE study on the Panama and Colombia FTAs nowhere gives an estimate of the
increase in U.S. imports due to the FTAs. At a minimum, any study that claims to predict the effects
of a trade agreement upon the U.S. economy should deal with both sides of trade — exports and
imports. Given that the study does not even report any estimates of an effect on imports, it is not
clear whether the study accounted for the effects of rising imports at all. Indeed, failing to account
for the effects of increased imports would go a long way toward explaining how the study came up
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with its unreasonably large increase in the total number of jobs under the Korea and Colombia
FTAs.

Moreover, the study does not take into account the likely effect of currency manipulation and the
changes in foreign direct investment and the offshoring of jobs that trade agreements typically
induce.™ In contrast to the Chamber’s claims of job creation from these FTAs, a study conducted by
the Economic Policy Institute estimated that 214,000 workers would lose their jobs if the Colombia
and Korea FTAs were implemented in their current form.”*

IV. PROBLEMS WITH RECENT NAM CLAIMS

On March 17, 2010, Public Citizen’s Lori Wallach published an op-ed in The Hill newspaper,
which argued that President Obama has a key opportunity to craft a new trade policy that could
break with the failures of the NAFTA-WTO model, fulfill his campaign promises, and deliver
prosperity, balanced trade and usher in a new green economy. A month later, The Hill published an
op-ed response to Wallach from lobbyist Frank Vargo of the National Association of Manufacturers
(NAM).> Vargo’s piece features numerous statistical errors and misleading comments, which we
debunk below. Just the most glaring one: Vargo misleadingly claims that we have a manufacturing
goods surplus with FTA countries... by counting goods that are made overseas — not by U.S.
workers — that are “re-exported” through the United States.

® In his op-ed, Frank Vargo claimed that, “The fact is that U.S. free trade agreements (FTAs) have
never been a significant factor in the U.S. trade deficit, and over the past two years FTAs have
resulted in a U.S. manufactured goods surplus of nearly $50 billion.” However, his “surplus” of
$50 billion includes billions of dollars in “exports” that are merely “re-exports” of foreign
products. These products pass through U.S. ports and were not made by American workers. The
proper way to measure the effect of the trade balance on U.S. jobs is to find the difference
between domestic exports (i.e. exports of goods made in the U.S.) and imports for consumption.
With this correct measure, the trade balance in non-oil manufactured goods with U.S. FTA
partners over 2008-2009 comes to a deficit of $97 billion.

e Vargo asserted that, “There is no question the United States has a trade problem, but it is not
caused by FTAs. Our challenge is with oil imports and with countries where we do not have
trade agreements.” China accounted for 67% of that manufactured goods deficit over 2008-2009
and 75% of the manufactured deficit in 2009 alone. In fact, Wallach’s op-ed discussed the
“NAFTA-WTO model,” and U.S. trade problems with China have taken off since the country
joined the WTO in 2001. Moreover, since 2001, export growth to our FTA partners has been 3
percentage points lower than that of non-FTA partners — showing that FTAs are not the silver
bullet to greater-than-average export growth.

e Vargo claimed that, “Consider NAFTA and the assertion that it cost millions of manufacturing
jobs. In reality, Labor Department data show that for almost a decade after NAFTA, the United
States gained nearly a half-million manufacturing jobs.” The fact that the total number of
manufacturing jobs experienced tepid growth in the mid 1990s is not a vindication of NAFTA.
As the population grows, we would expect that the number manufacturing jobs would grow with
it, all else equal. That is what is truly stunning about the NAFTA-WTO period. Even in the
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early years of these pacts, the share of manufacturing jobs as a share of total nonfarm jobs
steadily shrank, as the trade deficit with Mexico and Canada grew, as Figure 2 shows. Then,
starting in the late 1990s, even the total (not just relative) number of manufacturing jobs started
to precipitously decline, for the first time in U.S. history.”

e Vargo claimed that, “What Wallach failed to mention in her opinion was that the manufactured
goods deficit with NAFTA barely budged after 2001 while nearly doubling with the rest of the
world....Growing oil imports do not cost manufacturing jobs, and aside from energy imports,
the deficit is virtually unchanged.” In reality, the non-oil manufactured goods deficit with the
NAFTA countries grew by 16% between 2001 and 2007, before the global collapse of trade
during the 2008-2009 global recession.™ This is not a “virtually unchanged” non-oil trade
deficit.

e Vargo further claimed that, “Jobs displaced by imports from NAFTA were offset by the jobs
gained from exports.” The United States has negative net exports (i.e. a trade deficit) both with
NAFTA countries and the world as a whole. The Economic Policy Institute — utilizing
methodology that NAFTA-WTO proponents also use — have found that the NAFTA trade deficit
accounts for over a million lost jobs, and the overall trade deficit accounts for over 5 million
jobs.

FIGURE 2

U.S. Manufactured Goods Deficit with NAFTA (Left Axis) and Share of
Manufacturing Jobs in Total Nonfarm Employment (Right Axis)
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“ill This is derived from inflation-adjusted numbers of the deficit in terms of domestic exports and imports for
consumption.
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Vargo claimed, “FTAs are also tarred by alleging large agribusinesses and ‘job offshoring
multinationals’ are ‘the few beneficiaries’ of those agreements - implying that trade agreements
don’t work for most of America. Again, the facts tell a different story. Census Bureau data show
95 percent of U.S. exporters to NAFTA are small and medium-sized firms.” Government
estimates do not show relative benefits from NAFTA for small businesses. According to the
USITC: “Although Canada and Mexico were the leading markets for both SME [small and
medium-sized enterprises] and large-firm exports between 2002 and 2007, export growth to
these markets during this period was below average. Whereas total exports grew by 96.7 percent
for SMEs and 63.0 percent for large firms, export growth to Canada and Mexico combined was
70.8 percent for SMEs and 48.0 percent for large firms... As a result of the differing growth
rates between the leading markets (Canada and Mexico) and emerging markets (China and
India), the former’s share of total SME exports decreased from 29.8 percent in 2002 to 25.9
percent in 2007, and the latter’s share of total SME exports increased from 5.0 percent to 8.4
percent over the same period.”’

Vargo claimed that, “U.S. manufactured goods went from consistent deficits before CAFTA to a
surplus that has totaled over $12 billion since the agreement.” The manufactured goods balance
with CAFTA countries did shift from a deficit to a surplus, although the surplus is less than
NAM claims. With domestic exports and imports for consumption, the combined manufactured
goods surplus over 2006-2009 was $4.4 billion, not $12 billion.™"

Vargo further claims that, “The U.S. has moved into a surplus with Peru.” The U.S. non-oil
manufactured goods deficit with Peru in 2006 was $2.4 billion; in 2007, there was a deficit of
$0.9 billion; in 2008, there was a surplus of $0.1 billion; and in 2009, there was a surplus of
$0.5 billion. The Peru FTA went into effect in 2009, so the U.S. actually had a surplus with Peru
before the FTA was implemented. At the rate of the Peru FTA, we could sign FTAs with all 192
members of the United Nations, and still only be a tenth of the way to Obama’s goal of doubling
exports in five years.

Vargo wrote that the U.S. could not achieve the goal of doubling exports in five years “with the
policies in the “TRADE’ Act Wallach supports, which would wipe out existing FTA surpluses,
give away America’s environmental technologies and the jobs associated with them, and cost
countless billions in lost exports as its onerous provisions prevent other countries from
negotiating with us.” In reality, unlike the current failed trade policy favored by NAM, the
TRADE Act actually establishes benchmarks to ensure that FTAs create and maintain balanced
trade and new jobs. In this and other areas, the TRADE Act would lay out what rules need to be
in trade agreements to gain swift congressional approval. It is the current trade model that
creates uncertainties for other counties, since the Bush administration negotiated deals with
Colombia, Korea and Panama that could not get support. Thus, these deals are languishing.
Nothing in the TRADE Act requires that we “give away America’s environmental technologies
and the jobs associated with them,” although the TRADE Act would ensure that trade rules do
not hinder the fight against climate change.

Xiv

This is not counting the Dominican Republic before 2007 or Costa Rica before 2009, since those countries had not

implemented CAFTA before then. The 2005 deficit with all CAFTA countries was $1.5 billion.
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On May 7, The Hill published Public Citizen’s response to Vargo’s op-ed, pointing out that his
calculation of the deficit with FTA partners included re-exports, among other deficiencies. On May
27, Vargo responded again with a lengthy letter to the editor™:

In his letter, Frank Vargo quotes a Commerce Department factsheet stating, “With exports
exceeding imports, the U.S. has a trade surplus in manufactured goods with its FTA partners. In
just the first two months of 2010, the trade surplus in manufactured goods with our trade
partners totaled $3.0 billion.” However, the Commerce Department’s factsheet does not
consider that many of the goods that the Census Bureau counts as “exports” to these countries
are actually goods temporarily imported from third countries that are then re-exported as
substantially the same product. In other words, U.S. workers do not produce these goods. If the
Commerce Department had accounted for this issue, it would have found that the U.S. actually
had a trade deficit of $12.4 billion with our FTA partners in the first three months of 2010.

Vargo continues to quote the same fact sheet, which says, “The U.S. trade surplus in
manufactured goods with Peru has grown 173 percent in the first two months of 2010 [as
compared with the first two months of 2009].” It is misleading to cherry pick Peru as an FTA
“success story” without mentioning the other two FTAs that entered into force in 2009: Costa
Rica and Oman. Our trade relationship with Costa Rica went from a $264 million surplus in
non-oil manufactured goods in the first three months of 2009 to a $704 million deficit in non-oil
manufactured goods in the first three months of 2010 (this is even including re-exports, which,
as discussed below, Vargo insists on including). As for Oman, our non-oil manufacturing
surplus with Oman declined by 13 percent in the first three months of 2010 as compared with
the first three months of 2009.

Vargo claims that, “GTW makes a severe miscalculation in their trade deficit calculation by
subtracting re-exports from the export side of the trade balance and neglecting to subtract them
from the import side. This miscalculation drastically overstates the U.S. manufactured goods
trade deficit by $114 billion in 2009. According to the Census Bureau’s Foreign Trade Division
and the International Trade Administration’s trade analysis office this method used by GTW is
not a legitimate way to calculate the trade deficit.” This is a misreading of the different types of
data collected by the government, and it leads to an incorrect conclusion.

o A major part of the Census Bureau’s role in collecting and disseminating trade data
involves calculating the U.S. current account, which is important for properly
accounting for the international balance of payments59 More generally, the Census
Bureau concerns itself with this “broadest measure of trade” of interest to
government accounting rather than the measure of trade most relevant for U.S.
businesses and workers.®® For these reasons, the Census includes re-exports in its
trade balance calculations.

o Vargo is correct when he chooses to exclude oil from discussions of the jobs impact
of the trade balance — although the oil deficit is important for balance of payments
calculations, it does not significantly inhibit job growth like the manufacturing
deficit does. Similarly, when we are concerned with job growth, we should exclude
re-exports since they are primarily important for balance of payments calculations. In
fact, the USITC notes that “Analysis of international trade data, whether for tabular,
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econometric, or modeling purposes, almost always excludes transshipments [i.e. re-
exports] and relies on data on domestic exports...”®" In its annual 300-page analysis
of shifts in U.S. trade patterns, each time the USITC calculates the trade deficit, it
uses domestic exports and imports for consumption, rather than including re-exports,
as Vargo suggests.62 The USITC excludes re-exports because, ‘“For economic
analyses, such as for understanding the position of a particular U.S. industry, or for
labor or environmental questions, domestic exports and imports for consumption are
more likely to be relevant concepts than total exports and general imports, because
they are more closely tied to the U.S. market.”® Even the Chamber of Commerce in
its May 2010 report on the effects of FTAs on the U.S. economy uses domestic
exports as the proper measure of trade flows.*

VI. CONCLUSION

This report has been concerned with two key questions: are corporate claims that U.S. exports to
FTA partners grow at a greater rate than exports to non-FTA partners consistent with the data, and
have FTAs been associated with relative (not only absolute) export benefits? The answer to both
questions is no. Rather, the data show an export growth penalty with U.S. FTA countries relative to
non-FTA countries. And, the data show a U.S. trade deficit with the bloc of U.S. FTA partners.
Further, as we explain, the methodology of various Chamber of Commerce studies projecting export
gains is severely flawed with predictably biased results.

Our findings provide support for the notion that a more detailed review and renegotiation of existing
FTAs — along the lines envisioned in the TRADE Act and by President Obama on the campaign
trail — could help answer why the data show such unfortunate outcomes under the current U.S. FTA
model. These initiatives also rightly ask the question of what changes to the WTO may be
necessary, since mounting U.S. job losses and deficits have not only occurred under various FTAs,
but also under the flawed global WTO regime. In short, there are many ways to increase U.S.
exports, but the data show that more of the same NAFTA-style FTAs are not the answer.
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APPENDIX: THE METHODOLOGY USED FOR THIS REPORT

All data in this document was inflation-adjusted to 2009 dollars using the consumer price index
research series for all urban consumers (CPI-U-RS) as estimated by the Congressional Budget
Office in Table C-1 of The Budget and Economic Outlook: An Update, released in August 2009.%°
While other deflators could be used, the CPI-U-RS provides numbers that most readily comparable
to the numbers that readers encounter in their everyday lives.

The data on trade flows in this report was gathered from the Interactive Tariff and Trade DataWeb
of the USITC in March and September 2010. For analysis of exports, the report used data on
“domestic exports,” which, according to the USITC, “represents goods that are grown, mined,
produced, or manufactured in the United States and sent to foreign countries. Domestic exports
include goods from U.S. Foreign Trade Zones that have been enhanced in value.” In this report,
data on imports are “imports for consumption,” which “represents foreign goods that immediately
enter U.S. consumption channels. Goods being held in bonded warehouses or U.S. Foreign Trade
Zones are not included until they are withdrawn for consumption.”®

Domestic exports and imports for consumption are the best measures for determining the economic
effects of trade flows. According to the USITC, which is responsible for producing independent
studies on the effect of FTAs on the U.S. economy for Congress, “Analysis of international trade
data, whether for tabular, econometric, or modeling purposes, almost always excludes
transshipments [i.e. re-exports] and relies on data on domestic exports...”® An economist at the
USITC has further noted that, “For economic analyses, such as for understanding the position of a
particular U.S. industry, or for labor or environmental questions, domestic exports and imports for
consumption are more likely to be relevant concepts than total exports and general imports, because
they are more closely tied to the U.S. market.”®®

However, to check the robustness of the results, it is useful to include re-exports and examine if
there are significant differences. To do this, we simply use total exports (which include re-exports
of foreign goods) and general imports. Including re-exports does not substantially affect the main
results of this report. Instead of an average annual growth rate over 1998-2009 of 0.8 percent for
FTA partners, including re-exports yields an average annual growth rate over 1998-2009 of 1.7
percent for FTA partners. And instead of an average annual growth rate over 1998-2009 of 2.2
percent for non-FTA partners, including re-exports yields an average annual growth rate over 1998-
2009 of 2.4 percent for non-FTA partners. Thus, there is still an “FTA export penalty” of 0.9
percentage points.

The main difference in using total exports and general imports is the finding of a trade surplus with
FTA countries in 2009. However, as even FTA advocates have noted, “Let’s remember: we’re
coming out of a steep recession. Our trade deficit is half what it was two years ago. Do we all feel
better? I don’t think so.”® This shows why it is important to raise exports and balance trade, not
only to do one or the other.

In the sectoral analysis of exports, we split export data into sectors by the North American Industry
Classification System (NAICS) goods classification numbers. NAICS 31, 32, and 33 were grouped
into manufacturing exports and NAICS 11 was taken as agricultural exports. Due to data
availability, it was necessary to use data categorized by the Standard Industrial Classification (SIC)
system for data before 1997. SIC number 01 was used for agriculture and SIC numbers 20-39 were
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used for manufacturing. In Table 1, non-oil goods are defined as all goods except those in the
NAICS 2111 and 3241 categories and the SIC 131, 291, 295, and 299 categories. Data for trade in
services was obtained from the Bureau of Economic Analysis in Table 2 of Detailed Statistics for
Cross-border Trade, available at http://www.bea.gov/international/international _services.htm.

Oil goods are excluded from the deficit calculations in Tables 1a, 1b, and 1c because volatile oil
prices can severely distort the deficit across time and because oil imports do not compete with
domestically produced goods to the extent that imports of manufacturing goods do, for example.
Except in Table la and 1b, however, exports and imports figures discussed in this report do not
exclude goods in these oil classifications. For example, the $97 billion 2008-2009 non-oil
manufactured goods deficit mentioned earlier in the text of the report would be $94 billion if this
more expansive definition of oil goods were to be used. In the trade data made available by the
USITC, U.S. trade with dependent territories is separated from U.S. trade with their respective
parent countries. Trade flow data of dependent territories was added to the trade flow data of their
respective parent countries before the analysis was performed.

To calculate the rate of export growth to FTA countries for each year, we do the following:

1. Determine which countries had FTAs with the United States in that year and include them in the
calculation.

2. Sum all the exports to all of those countries in that year and then, separately, sum all the exports
to all those countries in the previous year.

3. Find the percent difference between the two sums, which will give us the growth rate of exports
in the desired year.

To calculate the 2003 FTA growth rate, for instance, we first include Israel, Canada, Mexico, and
Jordan since all of them had FTAs with the United States in effect in 2003. We find the sum of the
exports to these countries in 2003 and then we find the sum of the exports to these countries in
2002. We then find the percent change of these sums from 2002 to 2003. Now, to find the 2004
FTA growth rate, we include Israel, Canada, Mexico, Jordan, Chile, and Singapore since the Chile
and Singapore FT As entered into force in 2004. We find the sum of the exports to these countries in
2004 and the sum of the exports to these countries in 2003 to obtain the 2004 growth rate.

Note that both the 2003 and the 2004 FTA growth calculations involve summing exports to FTA
partner countries in the year 2003. Importantly, though, the 2003 FTA export aggregation for the
2003 growth calculation does not include Chile and Singapore, whereas the 2003 FTA export
aggregation for the 2004 growth calculation does include Chile and Singapore. Because we
carefully construct a growth rate separately for each year with the appropriate group of countries,
our methodology does not produce a situation in which the export growth rate is artificially inflated
by the addition of new countries between one year and the next. Moreover, it has the advantage of
looking at the same group of countries under the same global economic conditions prevailing in the
given year.

In mathematical notation, the growth rate of the non-FTA aggregation for year ¢ is obtained through
the following expression:
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Where X, is the value of U.S. exports to country i at year t and X/, is the value of U.S. exports to
country i at year ¢-1, given that country i does not have an FTA in force with the United States in
year ¢, i.e. given that at time ¢ country i is not in FTA,, the set of FTA partners in year ¢. The
aggregation for FTA partner countries is obtained in the same way except that each country i does
have an FTA in force in year .

The method described above can be termed the “weighted average” method since first summing
exports to FTA partners and non-FTA partners each year and then computing the annual growth
rates of the two aggregates is equivalent to computing the weighted average of the growth rates of

exports to each country in the two groups separately, weighting each growth rate by U.S. exports to
each country in the base period. This fact is proven below.

Recall that the weighted mean, ;c, of a set [x,, x,,..., x, ] with weights [w,,w,,...,w, ] is defined by

n
_ inwi
_ =1
X = —n ,
S :
i=1

Define the rate of growth of exports to country i for year ¢ as

i i
i Xt_Xt—l
t i
-1

where X! is the value of U.S. exports to country i at year t and X/, is the value of U.S. exports to

country i at year ¢-1. Now, replace x; with 7' and w; with X' in Equation (2) thusly:
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Equation (3) is identical to Equation (1) when restricting i to the set of countries that are not FTA
partners in year ¢, so using Equation (1) is equivalent to computing the weighted average of export
growth rates.

Another way to estimate export growth rates to FTA partners and non-FTA partners is to first
compute the growth rate for exports to each country individually, then to separate the countries into
FTA and non-FTA partners, and finally to average the growth rates across countries. For example,
instead of aggregating exports to Chile, Mexico, etc. each year, this method would compute the
annual growth rate for Chile, then compute the annual growth rate for Mexico, and so forth. To get
the final FTA growth rate, the method would then compute the average of the Chile, Mexico, etc.
growth rates. This can be termed the “unweighted average” method. In mathematical notation, the
growth rate for non-FTA countries for year t would be obtained through the following expression:

1 5 X' -Xx!,

i
N i¢ F1aA, X,

Where X, is the value of U.S. exports to country i at year t and X/, is the value of U.S. exports to

country i at year ¢-1, given that country i does not have an FTA in force with the U.S. in year ¢ (i.e.
given that at time ¢ country i is not in FTA,, the set of FTA partners in year ¢), and n is the number of
countries that do not have an FTA in year z. The growth rates for FTA partner countries is obtained
in the same way except that each country i does have an FTA in effect in year ¢.

To test the robustness of our results under different methodologies, we computed the FTA and non-
FTA export growth rates using this “unweighted average” method. Rather than weakening or
reversing our results, this method (which is partially utilized by the Chamber of Commerce in its
studies) yielded a difference between the growth rates of exports to FTA partners and non-FTA
partners that was actually greater than the difference that we found with the “weighted average”
method, as shown in Table 5.
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