The Impact of the Earthquake in Japan
on U.S. Imports
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Earthquake

March 11, 2011

Worst Recorded
Quake in Japan’s
History

B Seismologists
Estimate it is the
Worst there In at

» Least 1200 Years
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Worst Earthquakes Worldwide Since
1900

Chile 1960 Magnitude 9.5
Alaska 1964 Magnitude 9.2
Sumatra 2004 Magnitude 9.1
Kamchatka 1952 Magnitude 9.0
Japan 2011 Magnitude 9.0
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Impact of the Quake

Four fore-shocks that
surpassed magnitude
6.0

401 confirmed
aftershocks

® |In human terms,

worst wasn't the

< quake, but what
s followed



Tsunami

Quake Center Off Coast of
Honshu Island

Result was a Massive Tidal
Wave

Top Speed of Wave Estimated
at 500 Miles Per Hour

People had no more than 8-10
Minutes Warning

m Felt as far as the Coast of
< Oregon
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Fukushima Nuclear Power Plant

But That Wasn't All

The Tsunami Shut Down the
Power to the Cooling Units
Causing Damage to Two
Reactors and Radiation to Leak

Over 180,000 People
Evacuated and over 350,000
Rendered Homeless

m |n Total, the Disaster Left More
than 20,000 Dead
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Economic Impact

Damage to Japanese Power Grid
Led to Rolling Blackouts

Major Companies either shut
down or curtailed Production

Industrial Production plunged
6.4% in March

m Damage to Ports in North Meant
Products not Destroyed Still Could
be shipped

m Although Still Rising in March, the
M Overall Value of Japanese Exports
=  Plunged, and by May were Down

.S 10.3% From the Previous May



1995 Hanshin Earthquake
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Given the Impact, the Question in March of Last Year is the Capacity of
Japan to Recover

Is Some Precedence: Hanshin Earthquake hit that Kobe in January, 1995

Area Impacted then Made up 12.4% of Japanese GDP Compared to 7.8%
this Time

Output Fell Temporarily, but by February and March was actually up
Nationally

Even in Kobe, Manufacturing Output was at 98% of pre-quake Levels
Within 18 months

But, that Quake Only Measured 6.8 on the Richter Scale, Didn't set off a
Tsunami, nor was there a Major Impact on the Japanese Power Grid



What Was the Impact on
Japanese Trade to the U.S.

m The Question Posed in the Paper, was How the
Disaster in Japan Impacted Both Trade From Japan
and the Price of Japanese Imports

m If the Availability of Products From Japan Fall, in
Theory Prices Could go up Which Could Cause an
Inflation Push as Those Increases Passed though to
Consumer Prices

m So Did Trade From Japan Fall Off, and if so, What
was the Impact on Prices?
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Top 5 World Economies 2010
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Country

1.
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United States
China

Japan

India
Germany

* Real GDP (PPP) Values Based on World Bank

GDP wvillions of US Dollars)*

14,586,736
10,169,521
4,301,822
4,194,856
3,044,241
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Top 5 Automobile Producers 2010

Country

1. China

Japan

United States
Germany
South Korea
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*OICA Production Statistics

Automobile Units=
18,264,667
9,605,985
7,761,443
5,905,985
4,271,941




Top 5 U.S. Import Trade Partners

Country IMpOrts (gillions of Dollars)*
1. China 364.9
2. Canada 276.5
3. Mexico 229.7
4. Japan 120.3
5. Germany 82.7

* U.S. Bureau of the Census
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Dollar Value of U.S. Imports From Japan, January
2011-May 2011

Millions of Dollars
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! Source: U.S. Bureau of the Census
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Trade From Japan Following the
Earthquake

m Initially Following the Disaster in March, the
Value of trade from Japan Increased 12.5%
compared to February

m In April and May though, the Value of Import
Trade from Japan Plunged 29.9%

m Another Interesting Way of Looking at this is
by Industry Area
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Imports to the United States from Japan, by
Product Area, 2010

Product Area 2010 Dollar Value of Trade| Percent of Total Imports
in Billions of Dollars From Japan

All Commodities $120

Motor Vehicles Designed to

Transport People (HS8703) $32 26.4%
Machinery & Mechanical

Appliances (HS84) $25 20.8%
Electrical Machinery (HS85) $18 14.9%

Parts of Motor Vehicles

(HS8708) $7 5.8%
Optical, Photographic,

Measuring and Medical

Instruments (HS90) $6 5.0%

i

All Other Imports From Japan $31 25.6%
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Change in Trade From Japan After February 2011

Product Area

All Commodities

Motor Vehicles
Designed to Transport
People (HS8703)
Machinery &
Mechanical Appliances
(HS84)

Electrical Machinery
(HS85)

Parts of Motor Vehicles
(HS8708)

Optical, Photographic,
Measuring and Medical
Instruments (HS90)

Percentage of Total

U.S. Imports From
Japanin 2010

6.3%

27.8%

10.0%
7.1%

17.2%

10.4%

Percentage of Total| Percentage Change
in Import
Japan From March -| Composition From

U.S. Imports From

20.2%

10.1%
6.5%

14.7%

9.9%

Ja

-15.9%

-27.3%

1.0%

-8.5%

-14.5%

-4.8%



Dollar Value of U.S. Automobile Imports From
Japan, January 2011-May 2011

Millions of Dollars
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! Source: U.S. Bureau of the Census
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Automobile Trade From Japan
Following the Earthquake

m Like Overall Trade with Japan, the Value of
Imported Autos From Japan Initially Rose in March

m In April, Motor Vehicle Trade From Japan
Plummeted 69.4 Percent Before falling a Further
19.9 Percent in May

m In Two Months, the Value of Motor Vehicle Trade
From Japan fell From 331 Million Dollars to 84
Million
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Impact on Import Prices From Japan

m Supply Theory Would Predict that a Lower Supply
of Imports From Japan would Lead to Higher Prices

m Furthermore, U.S. Dollar Slipped 2.9% Against the
Japanese Yen From March to July 2011

m BLS Data: The Impact can be Seen by Looking at
the Price Index for Imports From Japan
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Percent Change in Import Prices From Japan
Compared to all Import Prices Excluding Fuel
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Price Movement

m Import Prices from Japan did rise Following the
Earthquake, but only 0.4 Between March and June

2011 Compared to 1.3 Percent the Previous
Quarter

m From June Through September, Import Prices From
Japan were up Even More Modest 0.2 Percent

m In Comparison, all Import Prices to the U.S,,
Excluding Petroleum Rose 1.2 Percent in the
Second Quarter of 2011 and 0.7 Percent in the
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Why Didn’t Prices Rise as Might Have
Been Predicted?

m As it Turned Out, the Disruption in the Supply of
Japanese Exports was Short
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Dollar Value of U.S. Overall and Automobile
Imports From Japan, January 2011-July 2011

Millions of Dollars
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Why Didn’t Prices Rise as Might Have
Been Predicted?
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m As it Turned Out, the Disruption in the Supply of
Japanese Exports was Short

m While Supply was Falling, Demand May Have Been
Down as Well
» Overall Dollar Value of U.S. Imports was Up in April and May

» But, U.S. Imports the Rest of the World for the Five
Industries Japan Most Heavily Imports to the U.S. fell 5.9%



Why Didn’t Prices Rise as Might Have
Been Predicted?

m Approximately 78.3 Percent of Imports From Japan
IS Related Party Trade where Prices Tend to be Less
Volatile

m The Majority of U.S. Import Prices from Japan are
Priced in U.S. Dollars and Only About 25% Passes
Through to the Dollar Price
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Impact of the Rising Yen in 2011: One
Last Economic Blow

m U.S. Dollar Fell Over 10% Versus the Yen between April

and October
m \Weakened Euro Even Lost More Value Against the Yen

® Reasons
» With an Estimated 10 Billion Dollars Worth of Infrastructure
Damage From the Quake, Anticipation that Spending in Japan
would be on the Rise
» European Debt Crises and Concerns About the U.S. Economy Left
Currency Investors Looking for a Safer Option

m Result: Japanese Companies Faced Higher Import Costs
Due to the Rising Yen, While Holding the Line on the

Prices of Their Outputs
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What has Happened to Import Prices
From Japan since September?
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Trend In Prices and the Exchange Rate

m Prices of Imports from Japan Continue to
Show only Modest Increases in the past two
Quarters, Up 0.4 and 0.3 Percent

m Value of the Yen Continued to Rise Relative to
Other Major Currencies through October
Before Leveling Off and Reversing Trend In
2012 against the Dollar
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Japan’s Ability to Recover




Looking at Different Product Areas

m Despite the Lack of Price Movement in Overall
Import Prices From Japan, Another Good Question
Would have been what about for Specific Product
Areas?

m Currently, Price Analysis by Country and Product
Type Not Possible

m Starting with the July Indexes this August, Data
will be available for Select 2, 3, and 4 Digit Indexes
by Country or Region of Origin

51:||fy



Contact Information

David T. Mead

Information & Analysis Section Chief
Division of International Prices
www.bls.gov/mxp
202-691-7154
Mead.Dave@bls.gov




