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that were being undertaken to deal with these problems. The 
results of that study are contained in the attached report, The 
Other Deficit: A Review of International Trade in California--
and the U.S. 

The forecasts of continuing record trade deficits portend another 
session in which international trade measures will occupy a very 
visible berth on the Legislature's agenda. We hope that you will 
find the information in this report to be of use to you during 
the deliberations. If you have any questions about the report, 
please contact John Griffing in the Senate Office of Research at 
(916)445-1727. 

SENATOR DAVID ROBERTI 
President pro Tempore of 

the Senate 

ELISABETH KERSTEN 
Director, Senate Office of Research 

SENATOR ROSE ANN VUICH 
Chair, Banking and 

Commerce Committee 
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CHAPTER I: 

INTRODUCTION 

The growth of international trade the postwar period has been 
both phenomenal and pervasive. Consider the lowing high-
lights: 

e Thirty-five years ago, imports and exports totalled only 10% 
of our GNP. Today the figure is over twice that, down 
slightly from a 1980 peak of 25%. 

e Over 6 million U.S. workers owe their jobs to exports. If we 
include port workers and others whose jobs depend upon im
ports, international trade may account for 10 million jobs in 
this country. 

e In California, 25% of farm production is sold to foreign 
buyers, and the state's leading industries -- aerospace, com
puters, and semiconductors -- are almost synonymous with in
ternational markets. 

The growth in trade not only affects us as workers and producers, 
but as consumers as well. Indeed, it would be hard to imagine 
what life would be like today without imports, from the clothes 
we wear to the cars we drive, from the beer we drink to the tele
visions we watch. 

But today's news is not a testimonial of the postwar growth in 
international trade and the role that trade has played in raising 
the world's standard of living. On the contrary, record defi
cits, unfair trade barriers, increasing international competi
tion, declining industries, and trade-related unemployment 
dominate the headlines. 

The reasons that trade has become an area of problems rather than 
opportunities are not difficult to find. The recent worldwide 
recession, growing international debt burdens -- especially in 
Latin America, lingering adjustment problems related to the oil 
shocks of the 1970s, and -- for the U.S. at least -- a dollar 
that is by all accounts severely overvalued, have all contributed 
to the current turmoil. 

Where will this lead us? Many analysts are concerned that grow
ing trade tensions will be manifested in additional protectionist 
efforts, moves which will begin to undo nearly 40 years worth of 
progress toward the goal of free trade among all nations. Other 
observers are more sanguine, believing that the world's current 
trade problems are temporary and surmountable. 

The answer to this question, despite its importance, is really 
beyond the scope of the report. The purpose of this paper is 
much more modest and basically twofold. First, it is to assess 
the current status of our international trade performance at both 
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CHAPTER 

THE U.S. TRADE 

Although the current economic 
its second year, there is scant 
international sector of U.S 
month seems to bring the announcement of 
trade deficit. In 1983, the U.S. merchandise trade fie 
reached $61.1 billion, nearly twice previous year's record 
(see Table 1) . The cumulative deficit for the first seven months 
of 1984 has already eclipsed the 1983 mark, most forecasters 
-- including Secretary of Commerce Malcolm Baldrige -- are pro
jecting full-year deficits well over $100 billion for both 1984 
and 1985. 

Some commentators are quick to point out the 
u.s. merchandise trade account is 1 and no cular cause 
for alarm. Indeed, one must go back to 1975 to positive 
balance. During most years the u.s. runs a surplus in services 
trade which more than offsets the de it. For exam-
ple, the U.S. ran a surplus on trade s 1983 of 
almost $54 billion. The primary sources of s surplus are 
earnings from u.s. investments abroad and earnings from services 
provided by u.s. banks, insurance companies, engineers, lawyers, 
and so forth. 

GOODS MID 
YEAR HEJtCIIANDISE SERVICES 

1960 s 19.7 $ 28.9 
1965 76.5 41.1 
1970 42.5 65.7 
1975 107.1 155.7 
1976 114.7 171.6 
1977 120.8 184.3 
1978 142.1 220.0 
1979 184.5 286.8 
1980 224.3 342.5 
1981 237.1 375.7 
1982 211.2 349.4 
1983 200.3 332.2 

1 

U.S. P'OREIGH TRADE 1%0-1983 
(in billions of dollars} 

GOODS MID 
MERCHANDISE SERVICES 

$ 14.8 $ 23.7 
21.5 32.8 
39.9 60.1 
98,2 133.0 

124.2 162.4 
151.9 194.2 
176.0 230.3 
212.0 282.1 
249.8 333.5 
265.1 362.6 
247.1 350.6 
261.3 365.1 

MERaJAm}ISE 

4.9 
5.0 
2.6 
8.9 

- 9.5 
-31.1 
-34.0 
-27.6 
·25.5 
-28.0 
-36.5 
-61.1 

Source: U.S. Department of Commerce, Bureau of Economic Analysis, 
Survex of Current Business, June, 1984, pp. 42-43. 

GOODS MID CIJRRI':NT 

SERVICES ACCOON'I 

s 5.1 $ 2.8 
.3 5.4 

5.6 2.3 
22.7 18.1 
9.2 4.2 

- 9.9 -14.5 
-10.3 -15.4 

4.7 - 1.0 
9.0 1.9 

13.1 6.3 
- 1.1 - 9.2 
-32.9 ·41.6 
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A and more measure 1 
formance is current account ba 
merchandise and s plus 
final column in 1 demonstrates, 
are being reached s measure as well. 
account deficit of $41.6 bil was not was 
nearly equal to the total of the previous six current account 
deficits the U.S. has run since 1960.2 Forecasters are also 
projecting 1984 and 1985 current account deficits of more than 
$100 billion. 

Behind these figures are which more directly il trate 
the reasons that trade analysts are alarmed at the growing trade 
deficits. Foremost among is the s of jobs such 
deficits entail. According to estimates by Data Resources, Inc., 
a leading economic forecasting se ce, the shift in trade has 
cost three mill American jobs overall since 1980.3 The 
employment losses have been severe in several of the 
more traditional, blue collar industr s such as steel, autos, 
and machine tools. As Chart 1 shows, imports been gaining 
larger and larger shares of U.S. market for these products 
with a resultant in j countries. But for the 
acceptance of voluntary auto s by the Japanese, the 
import penetration figures and unemployment rates among 
auto workers would cons worse. 

IHPORT PENETRATION 

<Impor~c o• o Pere•n~Qea o~ U.S. Consumption~ 
5~----~~~~~~~~~~~~~~~----~--------, 

41.5 

MACHINE 
STEEL AUTOS 

25.2 22.9 

1970 1980 1984 
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The trade de s not 
also represent a s of 
industries which are dependent 
with the growing imports of fore le no 
figures exist to measure the rate of bank-
ruptcies among export-related some sense of 
the difficulty from the export 1 Merchandise 
exports peaked at $237 billion in 1981 and since fa by 
nearly 16%. Goods and services exports are down nearly 12% from 
their 1981 high. The good news is exports are not expected 
to decline further in 1984 although bene 11 come too 
late for many firms. The failure of se interna-
tional trading expertise they represent s that 
will prolong the trade deficits when, if, u.s. export markets 
begin to recover. 

Three major economic developments account 
recent declines in the U.S. balance of 

for the bulk of the 
First and foremost 

occurred as the is the loss of price competitiveness 
value of the dollar has appreciated 
A second factor is differential growth ratesi 
the latest worldwide recession has been relatively stronger and 
has come earlier in the U.S. than most other nat A final 
reason is related to the international have 
been particularly troublesome for Latin 

The Rising Dollar 

Chart 2 

',ALU€ OF THE u.S. DOLLAR, Hl70-l964 l5a,...---------------......, 

Source: 

real terms, 
correcting for in 
dollar's se has been 
as ic.S Just as 
dol has 

the 

I 

s have become 
less As a result, 
the cost of foreign-made goods 
has plummeted, and Americans 
have shi their purchases in 
favor of more 
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As Table 2 illustrates, the trade with 
Latin America 1981 as a $ 6.3 bi 
lion defic in 1983, a negative of $20 llion in just two 
years. Mexico accounted for $12.1 billion of that amount. Dra
matic swings between 1981 and 1983 also took place trade with 
Europe (minus $11.3 billion) and Canada (minus $8.3 billion). 
Interestingly enough, the trade deficit with Japan increased by 
only $3.8 billion. And, had it not been for a decline in oil 
imports and oil prices, the Nation's trade deficit would have 
been worse. The u.s. trade deficit with OPEC nations improved by 
$18.8 billion over the same period 

Table 2 

u.s. TRADE BALANCES BY COUNTRY, 980-83 

(in millions of dol s) 

COUNTRY 1980 1981 1982 198 

TOTAL $-25,512 $-28,001 $-36,469 $-61,055 

Canada -1,277 -2,242 -9,323 -10,546 

Western 20,348 12,235 6,793 981 
Kingdom 2,970 -263 -2,352 -2,008 

-243 -887 -2,689 -4,284 

Japan -10,411 -15,802 -16,991 -19,630 

Latin America 1,319 3,705 -5,407 -16,286 
Brazil 566 -691 -1,362 -2,403 
Mexico 2,647 4,44 -3,820 -7,693 
Venezuela -740 -122 431 -2,237 

OPEC Members -38,234 -2.8,837 -10,866 -10,036 
(includes Venezuela 
and Ecuador) 

SOURCE: Survey of Current Business, U.S. of Commerce, 
Bureau of Economic Analysis, June 1984. 
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YEAR EXPORTS 

1960 $ 1.4 
1965 1.5 
1970 4.2 
1975 10.3 
1976 11. 5 
1977 12.2 
1978 14.9 
1979 20.3 
1980 26.8 
1981 30.0 
1982 29.1 
1983 29.4 

Source: Security fie 
Trade Databank; u 

California's Place in 

Not surprisingly, Californ 
terms of international trade 
size of the state's economy ( 
in the world);9 its 
the most rapidly developing 
mix. Numerous California 
to walnuts and aircraft to te 
heavily dependent upon 

The state's leadership 
goods and agricultural 
in services if 
nation in the export of manu 

le 3 

IMPORTS 

$ 1.3 
1.9 
4.4 

11.7 
15.3 
19.1 
21 5 
24.9 
29.4 
31.7 
32.6 
37.9 

11.4% of the U.S. total A recent 

BALANCE TOTAL 

$ 1 $ 2.6 
- • 4 3.4 
- . 2 8.7 
-1.4 22.1 
-3.8 26.8 
-6.9 31.3 
-6.6 36.4 
-4.6 45.2 
-2.6 56.2 
-1.7 61.7 
-3.5 61.7 
-8.6 67.3 

1 
rtment of Commerce. 

50 states in 

, are 
success. 

of Commerce shows that in 1981, st which such 
data are available, California's manufactured exports reached 
$18.8 billion, more than level 1977 and 61% higher 
than runner-up Texas (see 4) .10 
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BY STATE 

(in billions of dollars} 

RANK 
EMPLOYMENT

2 
1981 STATE % % 

California $ .1 $ .8 106% .:>% .5% 
2. Texas 5.4 11.7 117 12. 12.7 
3. Illinois 6.3 .4 64 13.4 12.9 
4. Ohio 6.0 10.4 72 14.8 14.7 
5. ~lichigan 6.9 10.3 48 14.7 14.6 
6. New York 5.8 10.2 74 12.7 11.4 
~ Washington 2.8 9.0 222 29.2 26.3 I. 

8. Pennsylvania 4.7 8.1 13.4 13.2 
9. ~1assachusetts .3 5.1 .4 14.2 

10. Indiana 2.9 5.0 70 13.7 13.3 

u.s. TOTAL $85.8 $164.3 91% 13.4% 12.8% 

1 r • d • Export-related manufactures as percent or state manufactur1ng pro uct1on. 

manufacturing employment percent of manufacturing 
employment. 

Source: u.s. Department of Commerce, Business America/ 6, 1984, p. 

Cali 
is not the 

cording to 
cultural 
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1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
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on that state's 
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estimate is undoubted more accurate, 
California leads the states 
absence of app s 
states. 

Nonethe ss, it is c 
three exporting states. 
the number of commodi s for 
state. For example, California 
exports of 11 commodities -
olives, pistachios, prunes, 
Ladino clover In total, 
fornia accounts more half of 

RANK AGRICULTURAL 

1 
.1_. 

3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 

Cotton 
Almonds 
Oranges 
GrapRs 
Rice 
Lemons 
Beef 
Wheat 
Prunes 
Peaches 

11. Walnuts 
12. 
13. 

4. 
15. 
16. 
17. 
18. 
19. 
20. 

TOTAL 

Alfalfa 

Tomatoes 
Lettuce 
Onions 
Strawberries 
Ce 
Dry Beans 
Cottonseed 
All other 

$ 89 • 0 
236.3 
194.2 
245.5 

1 . 1 
82. 
9 

2 8. 
71 ~ 

38. 
45.2 
3 • 4 

9. 8 
21.2 
15.5 
36.0 

7 "7 
'• I 

74 . 6 

5 

8 5 • 0 

28.8 
28.7 
2 • 4 
9. 9 

19. 6 
642.6 

$3,332.4 $3,053. 

SOURCE: California Department of Food and 

among the top 
nation 

the leading export 
100% of the u.s 

9% - 4% 
+ 3 

- 5 +25 
- 6 -13 
-65 +36 
-] +1 
+ -1 
-3 -67 

0 - 6 
-19 -11 
-12 -3 
- 6 +50 
- 2 +22 
-11 -1 

7 - 5 
-30 - 3 
+64 +26 
-'- 8 +44 
-21 45 
-12 -56 

NA -13 

21% - 8% 

Crop and Livestock Renort Service. 
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Declining Farm Exports 

Nowhere in the s do we 
appreciating dol 
do California's farm s. 
dropped 21% in 1982, the 
and Livestock Reporting Service began col in 
1975. Farm exports lined another 8% in 
any, improvement is expected in 1984's numbers. 

Table 5 lists California's 20 1 commodities 
markets 

commodi
while only two 
both years. 

and illustrates deep perva 
that have occurred in the last five years. 
ties suffered successive declines in export s, 
-- strawberries and celery -- showed increases for 

California's Leading Trade Partners and Products 

Table 6 

1. Machinery and Mechanj Equipment $ 6.4 

2. Electrical Machinery Equipment 5 .. 

Aircra and Spacecraft 

4. and 
2.2 

5. Petroleum and Natural 1.3 

6. Other 11.9 

TOT AI, $29.4 

SOURCE: International 
Bank 

i 
exports are 1 

to the state's agricul
tural sector, manufac

commodities, 
high techno

products, dominate 
state's top export 

categories Table 6 
sts state's leading 

1983. Ma
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list 
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of comprise 
25% 
E and 

to 
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le 7 

CALIFORNIA'S PRINCIPAL IMPORTS - 1983 
(in billions of dollars) 

1. Electrical Machinery and Equipment 

2. Motor Vehicles 

3. Machinery and Mechanical Equipment 

4. Apparel 

5. Petroleum and Natural Gas 

6. Opticals, Scientific Instruments, and 
Photographic Equipment 

7. Firearms, Sporting Goods and Toys 

8. Shoes, Hats, Gloves and Luggage 

9. Other 

TOTAL 

- 16 -

s 9.2 

5.6 

5.4 

2. 0 

1.8 

1.5 

1.0 

• 9 

37.9 

SOURCE: International Trade Databank, Security Pacific 
Bank 

On the 

es 
7) • 

billion of goods 
ported by Cali 
1983, motor vehicles, 
ea most visible 
of prod-
ucts in California, 
accounted for $5.6 1-
lion. However, elec-

1 machinery and 
equipment led the list 
at $9.2 Ilion, with 
non-e 1 machin-

and equipment in 
position. Other 

Given leading of 
surprising that Japan s easily 
ner with nearly $22 billion 

s and 
California's 

is not 

trade 
Although is 
whole, is not among the ten countr 
California, according to Census Bureau 

, however, those are based on 
customs districts are not a accurate. 
inaccuracy is general not the 
which gathers trade st of 
and de nat 1 
California's 
total trade (compared Census Bureau 
data) . 

Close on 
by Hong Kong and 
in California's trade s 
trade shares. Two-thirds of the 
custom districts is As s. we inc 
tralia and New Zealand, the total share increases to 72%. 
comparison, Europe accounts for 14.3% of Ca 
7.7%, and Latin ca 5.5%. 
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e 8 

CALIFORNIA'S 10 LEADING TRADE PARTNERS - 1 

(in llions of dol 

COUNTRY EXPORTS TO IMPORTS FROM 

1. Japan $6.9 $15.0 

2. Canada 2.7 

3. Taiwan 1.6 

4. South Korea 2.7 

5 . Hong Kong 1.3 

6. Singapore 2.0 

7. West Germany 1.0 

8. Australia 2.1 

9. Ma ia 1.2 

10. Mexico 1.1 

Note: Ranking based on total trade. 

SOURCES: International Trade Databank, Secu 
Bank, Canadian Consulate General 

• 8 

3.9 

2.6 

1.9 

1.2 

1.6 

1.4 

1.1 

1.1 

TOTAL 

$21.9 

5.5 

5.5 

5.3 

3.2 

3.2 

2.6 

2.5 

2.3 

2.2 

c National 
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3. 

The 

Convinced that a more 
trade and investment 
state/private, nonpro , 
introduced legislation (AB 3757) 
Office of International 
Ca fornia State World Trade 
houses of the Legislature by 
into law by then Governor 

The World Trade 
California's previous 
elevated the trade function 
a high-level ss 
ranking elected of 
and the Governor and 
tion, the Pres 
the Assembly each have 
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Second, 
private 
appointed 
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nor, and 
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gathering and use 
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Although AB 3757 went 
got off to a s start. 
site appointments to 
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became operational. Its ac 
budget considerations. 
culties, the Commiss 's t 
a proposed $465,000 (the amount 

22 -

Brown, 
to lish 

it with a newly 
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lming margins and was signed 
on September 29, 1982. 
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SB 1196 for the 
program: for 
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mil to serve or loan guaran-
tees extended or guarantees 
will to be secured a 25% reserve in the Ex-
port Finance Fund. , however, the Governor 
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penses intact. 
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SB 1261 (Robbins) - s bill would have provided a 1/2 of 1% bid 
advantage to California automotive manufacturing businesses par
ticipating in the bidding on state contracts, and would have re-
quired the Commission for Deve to 
ject of tax s for automot 
the state. It was vetoed by the Governor. 

AB 2157 (Vicencia} 
Training Panel to 
steel imports and 
contractors using 
sources. It 
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national Ladies 
imports. The measure 

Miscellaneous 

Inter
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A number of lls were but 
failed the 1983-84 Session: 

s measure wou Presi-
ss to enact authorize 
of Jus s by 

high technology industries cooperative re and develop-
ment and to certify those which the u.s. Attorney General deter
mines are not likely to vio federal antitrust laws. It died 
in the Assembly Judiciary Committee without a hearing. 

AB 808 (M. Waters) - ited the invest-
ment of state funds in any U.S.-ba business 
doing business in or with South Africa. measure died in the 
Assembly Finance and Insurance Committee. 

AB 1694 {Katz, et al) - This bill would 
enterpr1se, which quali as a committee 

required a business 
reporting purposes 
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countries must US. (e.g., 
copyrights) and provide Footwear, 
handbags, luggage, goods ap-
parel have been imports. Coun-
tries with per capita GNPs over $8,500 must be graduated out of 
the program. A two-year evaluation of the program will be con
ducted after which the President will be able to make changes in 
the GSP's product and country coverage. 

2. U.S.-Israel Free Trade Area 

At the request of , H.R. 3398 authorizes the 
President to negotiate reductions and/or removal of tar-
iffs and non-tariff trade barriers between Israel and the U.S. 
Any agreement will be subject to Congressional approval, although 
the bill provides for an expedited review of any deal worked out 
with Israel. The act also s the President the authority to 
negotiate similar bilatera trade th Canada and any 
other country seeking a free trade area with U.S., again 
subject to Congressional approval. 

3. 

H.R. 3398 incorporated 
the version adopted was 
posal. As adopted, 

so-called " ty Act," although 
tamer than the l pro-

ate with designated major trading 
trade barriers to U.S. (i.e., California) 
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wine exports and to 

would have required 
importation of wine 

fornia wine ex-
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the President to se 
from countries di 
ports. 

In addition, H.R. 3398 domestic wine industry to 
include growers of wine grapes allow those growers to 
file antidumping countervail with the u.s. 
International Trade ss 
grape growers against European wine were 

by wine 
they were 

not considered to be part of wine industry. 

4. Reciprocity 

The bill also incorporated the International Trade and Investment 
Act, giving the president more negotiating authority against 
foreign trade barriers involving trade services and trade in 
high technology products. Services trade will not be covered by 
many of the same remedies that apply to unfair trade in goods. 
The act also authorized the President to negotiate lower tariffs 
on various high-tech products such as transistors, certain inte-
grated circuits, etc. s st provision could be of special 
importance to California manufacturers. 
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st 
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s does not mean that a the dollar will be an 
unmitigated blessing. 11 increase the rate 
of inflation as imports expens and as prices in-
crease on competitive Moreover, a drop in 
value of the dollar by an outflow of capital 
which, in turn, will put upward pressures on u.s. interest rates 
and draw funds from the interest rate sensitive sectors of our 
economy such as housing and consumer durab goods. Last but not 
least, a drop the dollar will put a dent in the overseas 
travel plans of those Americans who have been putting off their 
international travel p recent surge of the dollar has 
made overseas travel a real bargain, and record numbers of U.S. 
travelers have been heading to attractive for
eign destinations. 
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11. The Council of State Governments, " Presence 
Abroad: The Deve of s," Lex-
ington, KY, r 1984 sed on a by 
National Association of State Development Agencies). 

12. This section draws heavily from the following paper: 
"California's International Trade," Lou Angelo, Senate 
Office of Research, October 1982. 

13. tional information on the ss can found in "Re-
port of the California-Japan Trade Mission," May 7, 1984, 
available from the California State World Trade Commission. 
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D. 1985 Farm ation 1985 fers 
prospects or omnibus trade farm 
legislation. Commission members empha
sized the need for representation of 
California specialty crops growers and 
directed staff to accelerate efforts to 
influence next year's farm legislation. 
To this end, staff s begun consul ta
tion with industry representatives, 
developing priorities for California's 
specialty, high-value, and value-added 
crops. 

E. Generalized System of eferences 
Congress reauthorized for 8 1/2 years 
the GSP program, which allows many pro
ducts from developing countries to enter 
the United States duty-free. WTC staff 
was instrumental in compromise language 
that will save the lifornia specialty 
crops industry hundreds of thousands of 
dollars annually. Meeting with United 
States Trade Representative William 
Brock and several members of Congress, 
staff argued successfully for language 
that prohibits consideration of GSP 
applications deni in the previous 
three years. 

F. Unitary Tax -- Unitary tax reform pro
posals failed to clear the Legislature 
during its closing days this year, but 
efforts to modify controversial 
method wi 11 resume when lawmakers con
vene again in January. The Commission, 
at its September meeting, adopt a 
position supporting reform. pro-
posal, supported by the Governor, would 
allow multinationals a choice between 
the unitary method a waters-edge 
approach. However, domestic multi
nationals object to that roposal as it 
reaches to foreign div ends and is 
claimed to put domestic multinationals 
at a competitive disadvantage vis-a-vis 
foreign multinationals. 
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bill, written by Ass ly Member Gwen 
Moore, provides an appropriation not to 
exceed $30,000 for the study. Staff 
will shortly solicit proposals. 

D. Agricultural Trade Seminars During 
the last year, the Commission has hosted 
a series of four agricultural trade 
development seminars in cooperation with 
the California Department of Food and 
Agriculture, the California Farm Bureau 
Federation, and the University of 
California Cooperative Extension. Owing 
to the success of these seminars, the 
Commission has agreed to co-sponsor 
additional programs in San Diego and 
Monterey. Intended to improve the 
profit-making potential of California 
exporters and shi rs, the seminars 
explore policies, sources of assistance, 
and market strategies and i ormation. 
Previous seminars have each drawn 
roughly 100 participants. 

E. Promotional A colorful 
t o ormation advertising 

lifornia's goods, services, and 
investment portunities recently joined 
the Commission's assemblage of promo
tional material. A 12-page booklet 
describing t pe le and products of 
California also features a set of 14 
fact sheets summarizing an array of the 
state's key industries from agri
culture to aerospace. The rna terial was 
prepared under Commission staff super
vision by Coming Attractions Communica
tion Service of San Francisco. 
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