Rising export and import prices in 1987

reversed the trend of recent years

The falling value of the dollar played

s

a large role in export and import price increases;
exports were also affected by rising commodity prices

and imports, by rising fuel prices

ROBERT BLANCHFIELD AND WILLIAM MARSTELLER

In 1987, both U.S. export and import prices broke the
downward trend of recent years. Export prices rose 6.9
percent, the first increase recorded in the all-export price
index which was begun in 1983. (See table 1.) Import
prices turned sharply upward, rising 14.8 percent after
falling every previous year since the all-import index was
initiated in 1982.! (See table 2.)

The rise in export prices reflected the strong upward
trend in commodity prices. Food and crude materials
prices rose substantially in 1987 compared to previous
years. (See chart 1.) For example, exported food prices
were up 9 percent last year after falling 13.2 percent in
1986. Similarly, those for crude materials rose 20.7
percent in 1987 following a 2.5-percent increase in 1986.
On the other hand, 1987 price increases for manufactured
goods were only marginally changed from those posted in
1986. Price changes for intermediate goods were mixed.

Last year’s 14.8-percent increase in the all-import index
. was a significant upturn from the 8.7-percent drop in
1986; however, when fuels and related products are
excluded, the price changes for the last 2 years were very
similar, 9.6 and 8.4 percent, respectively. This is indica-
tive of the large influence that fuels exert on the all-import
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index. Imported fuel prices rose 43.8 percent in'1987 after
declining 51.5 percent in 1986. /

Falling dollar and the trade balance

The falling value of the dollar continued to play a large
role in the upward price movements for both exports and
imports. For a better measure of the effect of the dollar’s
movement on the prices of imports and exports in foreign
currency terms, the Bureau of Labor Statistics developed
new indexes. They indicate that, while prices of nonfuel
imports have risen 22.4 percent in dollar terms, the trade-
weighted value of the dollar has fallen 32.8 percent since
March 1985. (See chart 2.) Nonfuel import prices in
foreign currency terms declined 17.7 percent during the
same period. These offsetting price movements suggest
that foreign exporters have been willing to absorb a
substantial portion of the drop in the trading value of the
dollar. In addition, the moderate increase in export dollar
prices since the first quarter of 1985 suggests that U.S.
exporters are using currency changes to improve their
competitive position. As a result of a modest export price
increase in dollar terms of 5.4 percent, and a 27.2-percent
drop in the dollar’s trade-weighted value,. foreign cur-
rency prices of U.S. exports have fallen 23.2 percent since
the first quarter of 1985.

The dollar began its fall in February of 1985. In
September of that year, the decline was accelerated when
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the Group of Five countries—the United States, Japan,
West Germany, Great Britain, and France—agreed to
intervene in foreign exchange markets to bring the dollar

down further. However, by February of 1987, the dollar :

had fallen 37.2 percent from its peak, ? leading to a
meeting of the Group of Five countries and Canada and a
consensus (the Louvre Accord) to stabilize exchange rates
at approximately the levels existing at that time. It was

imbalances, the United States would strive to reduce its
budget deficit, and West Germany and Japan would
stimulate their economies.

This program of exchange rate stabxhzatlon experi-
enced initial success, but some economic analysts were

concerned that the high interest rates necessary 'to -

maintain the value of the dollar would lead to an
economic slowdown Although both short-term and long-
term interest rates were relatively stable through April
1987, both beganan upward trend in subsequent months
which continued ‘until the dramatic fall of the stock
market on October 19. For 'exarnple, the rate on 3-month
U.S. Treasury bills increased from approximately 5.5
percent in January 1987 to 7 percent in mid-October
1987. The 30-year U.S. constant-maturity rate rose over
the perlod from 7.3 to 10 percent.’

Fear of an economic downturn led to an easing of
monetary policy and, hence, to lower interest rates. In the
9 weeks following the fall of the stock market, the dollar
dropped another 7.6 percent,* setting postwar lows in

, becomes destablhzmg

- by damaging growth prospects in the world economy.
further agreed that, in order to alleviate the. large trade
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world money markets numerous times.’ Finally, on
December 22, 1987, the Group of Seven (the Group of
Five countries plus Canada and Italy), determmlng that
the dollar had fallen far enough, “agreed that either
excessive ﬂuctuatlons of exchange rates, a further decline
of the dollar, or a ‘rise 1n the dollar to an extent that
+. could be counterproductlve
26

In addition to the fallmg dollar, the Natlon s persistent
trade deficit was “once “again .a major ‘story .in U.S.
international economic relations-in 1987. Although the
deficit decreased by 5 percent in constant dollars,” in-
nominal terms it set a new high in 1987 for the ﬁfth
consecutive year at $171 2 billion; up from $156.2 billion
in 1986. Significant deﬁmtsv were reglstered against Japan;
$59.8 billion; the so-called Four Tigers (Singapore, Hong
Kong, South Korea, and Taiwan), $ 3,7-.7'~ billion; Western
Europe, $30.2 billion; the Latin American Free Trade -
Association countries,® $14.9 billion; and Canada, $11.7
‘billion,” West Germany ($16.3 billion) accounted for over
half of the U.S. deficit with Western Europe, while
Mexico and Brazil accounted for $10.3 billion of the
deficit with the Latin American Free Trade Assomatlon'
countries. The deficits recorded with the Four. Tigers
individually were: Singapore, $2.3. billion; Hong Kong,
$6.5 billion; South Korea, $9.9 billion; and Talwan, $19
billion.'® Chart 3 shows the relatlve shares of the us.
trade deficit by reglon
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A number of explanatlons have been put forward in
recent years for the seemmgly contradxctory trends of a
rising U.S. trade deficit and the falling dollar They
mclude the ]-curve effect the mternatlonal debt CrlSlS,

‘ countries whose currencres are pegged to the dollar, and :

the willingness and. ablhty ‘of foreign exporters to cut

profits, costs, or both to lrmrt dollar-denommated prrCe - '

mcreases

Most estimates mdlcate that the ]-curve effect——that is, ‘

k¢ lagged improvements in the trade balance after a currency
deprecratlon—should be seen wrthln 12 to 18 months
after the depreciation. The J-curve effect further assumes

‘that, after the -initial depreclatron, the value of. the"

“cutrency in questron is stable. However, since early 1985,
'the dollar has not been sufficiently stabilized to determine
the j-curve effect. The effect of each successive fall in the
,‘dollar has spilled over into previous depreciations, blur-
.ring the effect of any one partlcular decline. Thus, the
-magnitude of the j-curve effect, if any, has been difficult to
"determine.. ‘ :

The 1nternational debt - crisiV has contributed to the
Nation’s mabrhty to reverse its trade imbalarnce, especially
with Latin American countries. External debt has forced
these countries to tlghten their belts domestrcally and
promote substantial export growth in order to accumulate
‘U.S. dollars to service their. debts. This practice: restricts
the ability of U.S. ﬁrms to export to these countries.

A clear treénd in: recent years' toward increased trade

with the newly mdustrrahzed countries also is.a source.of - -
the deficit! However, the cor ntron that'their cutrencies” i
have not appreciated relatlve to the dollar did not hold
true in every case last year ‘The currencies of three of the

Nation’s major trading partners—Singapore, South Ko-
rea, and Taiwanfrose 8.8, 8.8, and 24.1-percent, respec-
tively.!’ It'is interesting to note that Taiwan had both the
largest trade surplus and the largest currency apprecia-
tion' vis-a-vis the  United States of any of the newly
1ndustr1allzed countries. :
Lastly, although it is apparent that import prices have
not risen as much as ‘might have been expected in the face
of sharply appreciating foreign currencies, the reasons for

 this are less clear. When the dollar initially began: falling,

the standard assumptron was that foreign exporters were
narrowing profit margins significantly to maintain market
shares. However, recent evidence suggests that, as forergn
currencies have appreciated, the focus among U. S. trade

: ;,partners "has been on reducing costs rather than proﬁt

‘margins as a method of holding the line on import prices.

Takmg Japan as a prime. example of a country ‘whose

currency has appreciated against the dollar, yet which has
been able to maintain a high level of exports to the United
States, one can examine the reasons for thrs occurrence.

" When the value of the dollar falls against ‘the currencies

. of surplus countries, the costs of the raw materials, also

fall, because many world markets- for these products -
transact busrness exclusively in dollars ‘For example, the

+-drop-- in the yen-denommated price: of oil allowed the

Japanese chemrcal industry: to limit -price increases to
about 9 percent dunng 1987.'2 Lower interest rates in_

- Japan  also enabled the Japanese to enjoy relatlvely
- cheaper capltal costs. In additi

som Japanese mterme-
diate . manufacturing_ ‘has locate
‘whose ‘currencies -and-wages ‘a1

Malaysia. Many Japanese firms a
increase labor and capital product1v1t-y.r
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Recently, structural considerations have also been
advanced to explain the inability of the falling dollar to
induce a more favorable trade balance. The dollar’s
appreciation during 1980-85 allowed many foreign ex-
porters to undercut the prices of their U.S. competitors.
Thus, many U.S. producers were forced out of selected
markets, causing domestic capacity in these industries to
fall or be completely eliminated. For example, if there are
no longer any U.S. manufacturers of a particular product,

such as videodisk players, then no domestic substitute

exists at any price. In such a scenario, a cheaper dollar
alone may not be enough to return nominal trade flows to
their previous levels. If the price elasticity of demand is
less than 1, price increases of imported videodisks will
actually worsen the deficit. Domestic manufacturers’
ability and willingness to reenter the market depends on
industry startup costs and forecasts of the future level of
the dollar, as well ‘as other factors particular to the
industry. ~

On a macroeconomic level, another explanation for the
persistent trade deficit is differential rates of growth in
gross national product between the United States and
some of the surplus countries. For example, since the last

" year of balanced trade, 1980, the cumulative GNP growth

in the United States exceeded that of Western Europe and
Japan by 12 percent.!* A higher growth rate implies a
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greater absorption of imports. In order to regam a trade
balance, this trend must be reversed. :

Export price developments

Food.  The index for exported food products, which
represents approximately 13 percent of the all-export
index, rose 9 percent during 1987. This increase was due
primarily to an 11.6-percent advance in the grain sub-
category. Overall, 1987 was an unusually successful year

~ for U.S. farmers, as their incomes hit record highs. !4

Farm debt declined, land values stabilized, and export
volumes rose in both real and nominal terms. In fact, 1987
was the first year since 1980 in which agricultural exports
increased, with grains playing a major role in the
turnaround. Japan continued to be the largest consumer
of U.S. farm exports, as it had been since 1964.'°

The combination of a weaker dollar and changing
domestic agricultural policy contributed to the popularity
of U.S. grain on world markets. The U.S. Department of
Agriculture lowered, the loan rates for selected agricul-
tural products, including grains. This policy adjustment
reduced many loan rates to near world-market prices and

~allowed U.S. agricultural products to be more competitive

on international markets. The Agriculture Department’s
Export Enhancement Program also promoted exports by
allowing farmers to sell their goods overseas at below

Chart 1. Annual percent price changes for selected export product groups, 1984-87
| Percent | | | Percent
25 - 25
[ Food: ,
0 g Crude materials 120
15 - W Fuels 4 15
' : Machinery ’
10 4 10
M Miscellaneous
manufactures _
5 | 4 5
0
4 -5
4 -10
- ’ -15
1986 1987 s
NOTE. Sold bars denote eltegorles o' untlrldied goods. patterned bars denote utooorles of fhbhed ooods.




IMarch 1985

- 1001
. 130 ) -
Imports, excluding fuel

120 o

110° -
100 [ «
%0
ao‘ =

10

go L1 oo g

’ Cﬁart 2. Quarterly indexes of U.S. dollar prices, foreign currency prices, and dollar - -
exchange rate values for all imports, excluding fuel, and all exports, 1985-87 . Co

[March: 1985
- = 100]
110"

All exports.

105 |
100. -

o5 |

85
.80

7%

70 |c||-|‘||‘||:|1t|-"

market rates and recelvt; a government subsidy equal to
the difference between the sale price and market price.

This program was particularly effective in promoting -

sales of wheat and barley.

In the major grain subcategories, the index for wheat,
which represents 3 percent of the all-export index,
advanced 6.8 percent during 1987 because of reduced
plantings and stronger worldwide demand. However,
index movements during the year were inconsistent as
prices .rose during the first quarter, fell significantly
during midyear, and climbed again at yearend.

The initial price rise was primarily due to large wheat
purchases by the Soviet UmOn, North Africa, Latin
America, Japan, and China. Normal seasonal .price
declines and a large U.S. winter wheat harvest helped
dampen midyear prices. (Winter wheat is planted in the
fall and harvested in the spring.) Record leldS caused the
harvest to increase 1 percent from 1986, despite govern-
ment programs that idled more than one-fifth ‘of the
Nation’s cropland.'® These programs were des1gned to
reduce excess stocks of selected crops in order to bolster
prices."” Midyear demand frot
ing China and the Soviet Uni

remained strong: -

Export wheat prices advanced 8.9 percent durlng the

fourth quarter owing to a smaller world crop and

¢lected countnes, mclud- -

heightened world demand for Whest. Demand w‘kas espe-
cially strong from countries that experienced crop short-

“falls because of inclement weather, such as China; India,

and the Soviet Union. Reduced plantings in Canada and\ ‘
Australia, both net exporters of wheat, caused harvests in
those countries to fall and allowed U.S. exporters to pick
up much of the shortfall. An increased willingness on the
part of some countries to rely on imports to satisfy
domestic needs also contributed to the wheat industry’s
success during 1987. Ultimately, world demand for U.S.
wheat exceeded the 1987 supply at the prices prevailing at

~ the beginning of the year. This imbalance resuited in

higher yearend prlces, and reduced domestic stocks by 30

percent.

Rice' export prices soared 81.3 percent during 1987.
Early in the year, however, prices were flat due to sagging -
demand which reflected increased self-sufficiency in Asia,

lack of economic growth in Africa, and declining reve-

nues in the Organization of Petroleum Exporting
Countries.'® Increased supplies, especially from Thailand,
contributed to the already depressed rice market. Devel-
ents in”the first half of the year were also strongly
affected‘ ‘by U.S. Depa‘.rtment of Agriculture policy:
changes of 1986. In AApril of that year, regular Govern-
ment loan rates, wh1ch set a floor for the U.S. price for

7
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rice, were changed to- those of marketing loans, which

more accurately reflect world prices. This change sent -

U.S. prices tumbling to the world-market level and ‘was
still affecting prices during the first half of 1987.
Tightened world supplies, however, characterized the
remainder of the year. In response, prices rose 6.7 percent
during the third quarter and 77.4 percent during ‘the
fourth quarter. Production in many of the leading rice-
producing nations, including Thailand, India, Bangla-
desh, China, Nepal, and Burma, was reduced significantly

because of inclement weather. Particularly hard hit was -

the harvest in Thailand, the world’s leading rice exporter.
Because world stocks of rice are traditionally not as high
as those of other crops, rice prices rose qulckly, as did the
quantity of U.S. exports.

Like the indexes for wheat and rice, the index for

exported corn, which represents approximately 4 percent
of the all-export imdex, rose during 1987 by 10.3 pércent.
- Export prices were volatile during the year, falling in the
first and third quarters and rising significantly in the
second and fourth quarters. The fall of prices early in the
year can be attributed to burgeomng supplies of feed grain
and a S-billion-bushel carryover from 1986."° However,
the combination of unusually large second-quarter pur-
chases by the Soviet Union and tight supplies bolstered
midyear prices. Restricted supplies in the United States
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were largely due to the Agriculture Department’s “Acre-
age Reduction Program,” in which 88 percent of Ameri-
can corn growers participated.?® A seasonal drop in prices
took place in the third quarter. Record yields of summer
harvest also: had a dampening effect on prices. Prices
rebounded strongly in the fourth quarter due to height-
ened demand and reduced harvests by two major produc-
ers,” Argentina and Thailand. Thailand’s' exports were
reduced by attempts to substitute corn for rice in domestic
consumption. U.S. farmers also contributed to higher
prices as they withheld crops from the market in
anticipation of increasing prices. Market speculation was
based on the fact that the crop in 1987 was 1 billion
bushels lower than in 1986.

The U.S. grain industry experienced strong advances in
both exports and prices for the first time in several
years.?! Farmers appeared to be better- positioned to
weather economic fluctuations than they were during the
early 1980’s; because of reductions in'debt, lower interest
rates, and the 1987 farm bill which shored up the ailing
farm  credit’ system and created a number of debt
restructurmg opportumtles :

Crude materials. ~ After a moderate 2.5-percent rise in
1986, prices of exported crude materials advanced 20.7
percent during 1987. Although all product categories,

Four Tigers
(Singapore,
- Hong Kong,
South Korea;
and Taiwan)

Chart 3. Percent distribution of U.S. trade deficit by region, 1987

Japan

Latin America
Free Trade
Assoclation




except crude mmerals showed price increases, the prod-
uct.groups contrrbutmg most to this large increase were

wood, metalliferous ores:and. scrap, textile- ﬁbers, pulp ‘

and wastepaper, and oilseeds. : :
.-A-lower dollar and strong .overseas housmg markets
enabled wood- export prices-to increase-32.8 percent in
1987—the largest annual inerease since .1978. The in-
crease. was propelled chiefly by:the strength of a large
‘third-quarter price rise—19 percent, the largest quarterly
_ increase ever recorded in this index. ,
Indexes for ‘the main categorres of wood exportts,
softwood logs and:lumber; rose 52.5. and 20.4 percent,
respectively, largely ‘due to ‘the ‘strength of very large

third-quarter price increases (32:9 and 10.4 percent).

These increases were facilitated by the highest quarterly
level of log and lumber exports in at least 15 years.”?

- Because Japan currently is the largest purchaser of Us.
softwood logs and-lumber, its-influence on the U.S. export

market is significant. . In 1987, .the ,Japanese housing

market was the main impetus for the large price increases
in U.S. softwood log and-lumber exports. Housing was

one of the sectors successfully targeted. in the Japanese .

Government’s attempt to stimulate domestic consump-
tion, and this development is an: example of what the-U.S.
Government had hoped for from the Japanese and West

German. economres—stlmulatlve growth leading to larger
volumes of imports from the United. States. Moreover,.

wood-based” construct1on was spec1ﬁcally targeted m
Japan. - : : =

position to satisfy much -of the additional Japanese

demand for logs and lumber because of Japanese dissatis- -

faction with supplies from the Soviet Union, the banmng

by the Canadian Government of eXports.. of high-grade-

hemlock logs, the raising of export taxes-on other grades
and- species by the Canadlans, and -most rmportantly,
the lower value of the U.S. doltar. In fact, Tog exports to

Japan were 15 percent higher, and lumber exports 33; C

percent higher, than in 1986.2 i :
. The year 1987 was an excellent one for producers of
metal scrap. Large price increases for -metal scrap

outweighed a 7.1-percent decline in metal ores to raise the -

export price index for metalhferous ores and scrap by 28.6
percent. High rates of capaclty utilization in prrmary
steel, aluminum, and copper plants resulted in hlgh us.
scrap consumptlon

Ferrous scrap export prlces posted a 29 6 percent gain, ,’

~ Although exports fell to 10 million tons in 1987 from their

level of 11.7 million in 1986 R

domestic demand ‘that abs | a4 greater share of total
, productlon rather. than. Qrt markets (domestlc
ferrous scrap purchases'rose,9.9,percent in real terms last
year?’). Some traders claimed that high prices in the
domestic market resulted in domestic sales of approxi-

U.s. log and lumber exporters ‘were in.an advantageous :

this reflected a strong °

mately 1 m11110n tons.of top-grade scrap that otherw1se
would have been exported.*® ,

“Nonferrous base metal scrap pnces rose, 55 8 percent

'durmg 1987. A stronger aluminum market allowed

consistently strong aluminum-scrap price increases
throughout the year. Also, COpper scrap prices, while less
consistent, were a pleasant surprise for dealers. Prrces for
alloyed copper scrap were up 44.8 percent during the
year, and those’ for unalloyed copper scrap soared 74

' percent

U.S. brass mrlls, which account for approximately 40
percent of domestrc .copper: scrap consumptron, stepped
up production in 1987.° This increase reflected strong
domestic demand»and, fewer imports -resulting from a
weaker dollar and the success of the anti-dumping efforts
of the Copper & Brass Fabricators. Council. Meanwhile,

© copper scrap exports through the first 11 months of 1987

were essentially the same as 1986 levels i m real terms
Also contributing to. the tight market were declines of
copper scrap supphes in recent years. Many manufactur-
ers whose operatlons produce scrap as a byproduct have
moved offshore, while the remaining firms produce less
scrap as a result of more efficrent productlon processes
In"1987, U.S: textile fiber manufacturers experienced -
the highest capacity utilization rates in 20 years.?? Textile
fiber export prices rose 24.1 percent durmg 1987 on the
strength of a 34.4-percent increase in exported raw cotton
prices. :
Strong productlon of finished cotton goods in Japan,
the newly industrialized countries, and the. European
Commumty led to a healthy demand for raw cotton.
World consumption of raw cotton was at a record-setting
pace of 81.9 million bales in 1987. Moreover, 1987 world
production levels were at 77.4 million bales, lower than in

1986 due to the expectation that the low prices of 1986

would continue and to poor weather in 1987.%
~US. pulp and wastepaper export prrces rose 21 percent
in 1987. Trght market conditions. ‘were . reflected in the

fifth consecutive record year of world shlpments of
‘chemlcal ‘paper-grade market pulp, 7.3 million metric
tons, and the lowest inventories of North American and
~ Scandinavian producers in 8 years, 641,000 metric tons.**

Sulphate woodpulp export prices were up 24.9 percent

and accounted for over half the value of the pulp and

wastepaper index. Sulphate woodpulp is used in the
manufacturmg of kraft: llnerboard used pnmarlly m
making corrugated containers. A strong world economy

- requires the use of containers for shipping and, therefore,

keeps demand for ‘sulphate - woodpulp - healthy u.s.
corrugated box shipments were up 4.8 percent in real
terms m 1987 breakrng the record hrgh set in the prev1ous
year.”

Markets were.so strong that U.S. exporters were able to
raise prices substantially in dollar terms and, because of -

9



MONTHLY LABOR REVIEW June 1988 e

1987 Export and Import Prices

Chart 4. Quarterly indexes of U.S. doflar prices, foreign currency prices, and dollar

exchange rate values for selected categories of exports, 1986~ 87
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the low level of the dollar, increase sales by undercutting
other major producers, such as the Scandinavians. At the
same time that pulp and wastepaper export prices rose
21.0 percent, the trade-weighted value of the dollar fell
14.6 percent. The result was that the price of exported
pulp and wastepaper in foreign currency terms rose
k slightly in- 1987—3.3 percent. (Seechart 4.). ‘This indicates
that a tlght world market: for. crude paper; products has

not made it necessary for U.S; exportersto take advantage
of the sharp changes in relative: prices. that currency
adjustments would have accomplished to increase sales. .
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" Prices of exported oilseeds were up 17 percent in 1987,
the first increase since 1983. This rise was driven by an
18.4-percent rise in soybean prices, also the first increase
in 4 years. The index was volatile, falling 4 and 6.3
percent in the first and third quarters, while rising. 13.6
and 14.5 percent in the second and fourth, ,

Soybean prices began 1987 at the depressed levels
charactenstlc of the 2 previous years, largely aresult.of a.
high level of .world supplies;. However; when ithe :price
descended toward the U.:S; loan-rate (a: Government-sét:
rate which effectively acts as a minimum price), the price



strengthening ‘mechanism took ‘effect. A price level at or
below the loan rate encourages U.S. farmers to forfeit

their crops to the Department of Agnculture s Commod- - |

ity Credit Corporation stocks in lieu of repaying their
Government loans. Because these crops do not reach the
market, supplies are tightened. In addition, Brazil, a
major competitor, underestimated. its own domestic
demand and, therefore, had fewer soybeans available for
- export. Lastly, in the fourth- quarter, the Soviet Union
reentered the U.S. market with major purchases of
~ soybeans and soybean meal. This surge in demand pushed

prices up 14.1 percent during a time of year when they

usually fall, resultmg in the first annual prlce increase
since 1983.

Chemicals.  The .index for exported chemicals and
chemical products rose 18 percent in 1987 following years
of relatively stability. Capacity constraints and higher raw
materials costs in the form of surging oil prices contrib-
uted to the advance in the chemical index. After years of
depressed prices and sales, the U.S. chemical industry was
revitalized during 1987 because of the fall in the dollar’s
value and heightened worldwide consumer and industrial
demand.*® In response to these factors, export prices rose
in all major subcategories, including organic chemicals
(29.5 percent), inorganic chemicals (42.4 percent), fertil-
izers (36.7 percent), and resins and plastics (27.6 percent).
- Chemicals, which fepresent approximately 10 percent
of the all-export index, trail only oil and automobiles as
America’s largest smokestack industry.?” Products manu-
factured. by the chemical industry provide materials to
many sectors of the industrial economy, ranging from
industrial process chemicals to high-technology products.

The industry also provides many consumer ‘goods, includ-
ing drugs, cosmetics, and paints.

The success of the chemical industry in 1987 occurred
as a result of that industry’s vast transformation duririg
the previous decade. Rising ‘demand, increasing prices,
and greater profit opportunities characterized the late
1970’s. In response, chemical ‘manufacturers worldwide
expanded capacity. However, higher oil prices and the
economic downturns of the early 1980’s resulted m
overcapacity and caused profits to fall precipitously.’
The industry responded by cutting capacity and investing
heavily in research and development to develop specialty
chemicals such as drugs, engineering plastics, and agri-
chemicals.”® These products typically enjoy higher profit
margms and less cychcal demand than do bulk chemx-
cals.®®

The combmatlon of lower production and mcreased
demand for both bulk and’ specmlty chenicals ‘helped

make 1987 the most ‘successful ‘year in thé domestic
industry since 1980. As chart §'illtistrates, the doHar valie

of chemical exports increased 10 percent in 1987 to reach
$24.8 billion. thle imports also rose marginally during

" Chart 5. Dollar volume of U.S. imports
“and exports of chemicals, 1980-87
Bilions . BHons
of dollars o of dollars
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the year, the trade surplus in chemicals was the largest
since 1980 at $10.2 billion, up $1.6 billion from 1986.%!

The declining value of the dollar clearly had a positive
effect on the trade balance in chemicals. The combination
of the 18-percent advance in the price of exported
chemicals and the i mcrease in real exports reflected U.S.
producers’ ability to raise prices without sacrificing
market share. ~

Surging crude petroleum prices were an obvious con-
tributor to higher chemical prices during 1987. Petroleum
feedstocks, prices of which skyrocketed due to the rising
cost of crude oil, account for approximately 70 percent of

.. total production costs of organic chemicals.*?

Heightened demand for products manufactured from
chemicals such as synthetic rubber, plastics, paints,
fertilizers, and drugs also helped bring about the advance
in chemical prices. This demand placed a strain on many
chemical producers, which already - were operating at
85-95 percent of capacity. Rather than invest heavily to
open new plants, many “firms chose to -install more
efficient equipment to increase an éxastmg plant’s pi'(?duc-
tivity. " Inaddition: to-‘being’ mﬂuenéedfby tigh SOsts;
domestic: chemieal’ producers ‘Have been réhictant to’ oﬁen
new plants, because they feared ati app%ecmtton of 'the
dollar or an increase'in petroleum feedstock prices.*® =
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Similar to that for bulk chemicals, the index for
exported fertilizers'surged 36.7 percent during 1987 and
was also up 27.1 percent in foreign currency terms, as
chart 4 illustrates. The dramatlc rise¢ in forelgn currency
prices indicates that factors other than exchange; rates
affected the decision of U.S. exporters to raise prices.
These factors included capacity limitations, higher raw
materials costs, and moderately increased foreign de-

| mand

Capacrty hmltatlons were caused by the combmatlon of
low fertilizer prices in recent years and technical problems
which caused plant shutdowns during 1987. In addition
to U.S. capacity constraints, a labor. strike in Turkey
rendered that country incapable of exporting its usual
large quantities of fertilizer.. »

Higher raw materials costs, in the form of 1ncreased
urea and diammonium phosphate prices, also contributed
to the- 36.7-percent jump 'in exported . fertilizer prices.
Urea’ and diammonium phosphate! are produced from
natural gas and phosphate rock, respectlvely, whlch both
were more expensive in 1987. :

Finally, two atyplcal occurrences during 1987 caused
demand for U.S. fertilizer to surge: First, the European
Community eliminated specific duties on diammonium
phosphate, which Tled 'to easier market'access for US.

1987 Export and Import Prices

exi)orters Second, 'China and India both entered the
market as buyers after depletmg their. own mventorles
“After hearly a decade of decline; the us. plastlcs
mdustry rebounded strongly in 1987. Like' producers of
its chemlcal feedstocks, the plastics’ industry durmg the
early 1980’s was characterlzed by 1ncreasmg raw mate-
r1a1s costs, falling profits, and €Xcess. capacny In re-
sponse, many firms closed mills and laid off workers
during the. mldv 1980’s 1n order to lower productlon
capabilities.** '

Lower oil prlces in 1986 the contmued declme of the

~ dollar, and the expansion of the packagmg mdustry led to

increased U.S. plastics exports durmg 1987 The greater
use of plastlc motor oil containers,. drsposable dlapers, '
plastic grocery sacks, and other plastlc consumer goods
helped bring about the renewed health of the domestlc
plastlcs mdustry _ ,

The combmatlon of capaclty constramts, soarmg petro-,
luem prices..in_mid-1987, and. herghtened consumer
demand generated a 27.6-percent advance in the index for

. exported plastlcs This price climb allowed many plastics

producers to increase profit margins. lost during the
recessions. of the early. 1980’s.*® The continued ‘substitu-
tion of plastics for metal, glass, paper,. and wood in
various industrial - and - consumer. apphcatrons should
ensure mdustry vitality.*” - :

| '«Chart 6 Quarterly indexes of U. s dollar prices foreign currency priees, and dollar
;exchange rate values for selected categorles of Imports, 1986-87 G
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Intermedtate products The export price index for

mtermedlate manufactured products -rose. 6.7 percent

during 1987. Although all major categorles in this area
experlenced s1gn1ﬁcantly hrgher export. prices during the
year, the major increases were for paper and ‘paperboard
products and nonferrous, metals ‘One 81gn1ﬁcant aberra-
tion was a small (0. 9-percent) advance in the index for
exports of mlscellaneous metal manufactures This rela-
tively small increase was due to the strong competition
the United. States. faces in. world markets from many
“Pacific Rim nations. Competmon is especially fierce in
cutlery, handtools, fasteners, and wire products markets.

‘Export prices | of paper “and - paperboard - products ‘

advanced 9.9 percent during 1987, but actually fell '1.1

percent. in forelgn currency terms. (See chart 4.) The 9.9-

percent increase was primarily the result of a 21. 3-percent
jump in export prices in the kraft paper and paperboard

subcategory. This increase was largely the result of strong’

demand iin the European and ‘Asian markets which was
augmented by a weaker dollar..U.S. producers continued
to penetrate foreign - markets; achieving-'a 9-percent
increaSe in_export:shipments to approximately. 5 million
tons.*® Although paper and paperboard production was
up during the year, utrhzatlon rates were actually shghtly

lower than in 1986 because productlve capacn;y mcreased :

during 1987.4-

Foreign demand was: espec1ally strong for unbleached
and bleached grades of paperboard packaging. These
materials are used in the manufacture of corrugated boxes

and account for approximately- 70 percent. of all export .

shipments in the paperboard area. 0 Mill strikes and

startup problems also affected prices during the year by -

causing supply shortfalls. U.S. paper manufacturers’

adoption of new technologies, such as multi-ply- forming,

high-pressure. presses, and preprinted hnerboards, en-
abled them. to. reduce costs: Wh11e improving product
quality during 1987. ~

The - export index for nonferrous metals rose 20.7
percent during 1987 as a result of tightened supplies and
stronger world demand for most base metals. Strong
foreign demand also allowed U.S. producers to increase
the real dollar value of exports by 18 percent.”! ~

Specifically; export ‘copper prices increased 24.4 per-
cent during 1987. Surging domestic demand for copper
was the biggest reason for higher copper export prices and
also contnbuted to the. 82-mlllxon-ton declme in real
exports.” 2

The combmatlon of strong demand from Japan and
Europe, the stock market drop in October, and mflatlon
fears led to a 23; 5-percent advance in the export prlce of
s1lver s

" The: expansron of heavy 1ndustry contrlbuted 0
hrgher export prices for. both nickel and alummum durmg
1987. Very little ntcke} was avallable for: export during the

year because of greater domestlc demand for stainless

steel.”® Domestic capacity limitations forced many U.S.

producers to ignore export opportunities and added to the
6.6-percent rise in exported nickel prices. Alumlnum
prices also climbed (24.3 percent) in response to the
strengthening of the durable goods industries and a
weaker dollar. The dollar’s decline against the yen made
Us. exporters more competitive against Japan—thelr
biggest rival in world aluminum markets, U.Ss&xports
rose 18 percent during 1987, owing to the lower dollar
and lower import tariffs on aluminum shipped to Japan
and the European Community.

Machinery and transport equipment. . The machinery
and transport -equipment index, which accounts for over
one-third -of the all-export index, continued its gradual
upward climb, rising 1.7 percent-in 1987. This was the
third consecutive year in which it increased between just 1
and 2 percent. In only one category—office machines and
automatic data processing (ADP) equipment—did prices
fall, by'2.8 percent. The increases for the remainder of the
indexes were limited to a relatively narrow range, from
0.9 to 4.3 percent. : : .

The fall in prices for office machmes and ADP equlp-
ment was predominantly driven by a 3.7-percent decline
in ADP machine prices. Most significantly, central proc-,
essmg unit prices fell 7.2 percent. The trend toward mini
and micro systems and personal computer networks has
led manufacturers of central processing units to make
significant price reductions. Declining demand amidst-a

‘very competitive market induced many companies to take

advantage of the lower dollar to either maintain or
increase their market share, rather than raise prices. In
fact, for office machines and ADP equipment as-a whole;
the 2.8-percent dip in export prices, combined with the-
13.7-percent decline in the trade-weighted value of the

dollar in' 1987, resulted-in-a 16-percent drop in export

prices for these products in foreign currency terms. (See
chart 4.) General industrial machines prices were up in all
categories, leading to a 2.6-percent overall increase. The
largest rise occurred for heating and -cooling equlpment
and parts—4.9 percent. The trade balance for general

- industrial: machmeswas in deficit for the first time in

1987. The forecast for 1988-is that the dollar volume of
exports will be 27 pércent lower than in 1982.5¢ -

For many years, U.S. manufacturers of ‘industrial
machines have been moving production offshore in order
to penetrate particular markets. Because these firms
export to both the United States and other countries, this.
effectively raises U.S. tmports and lowers exports, Unless
production ‘returns to the United States, the fall in the,
dollar may do little to reverse the detenoratmg tradef
deficit in thls, product area,

soagdl

Electrrcal machlnery and equlpment prlces rose 3 7

_percent in 1987. Prices in all product categories were up.
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Electrical component prices rose 6.2 percent the largest
mcrease since 1984. :

" Increases in export prices of electrical components were
driven by a strong domestic market. - Dollar-volume
shipments increased by an estimated 8.2' percent; ship-

_ment quantities were up - 12.5 percent. Much of this
growth was due to increased demand from the personal
computer and defense industries.>

" Propelled by the strength of the personal computer
market; shipments of U.S. semiconductors rose 13 percent
in dollar terms in 1987.% A large portion of this growth
occurred near the end of the year when unit shipments
were running at a nearly 30-percent annual growth rate.’’
This increase helped to push semiconductor export prices
up 4.4 percent—the largest annual increase since 1979.
Hrgher raw materials costs also exerted upward pressure
on prices.

- The strength of the global semiconductor market was
apparent in increased revenues for the domestic mdustry,
the largest backlogs in 2 years,” and a healthy ratio of
new orders to actual shrpments—known as the book-to-
bill ratio. Market growth occurs when this ratio is greater

- than 1, as it was during 1987. U.S. exports of semiconduc-
tors, which have the largest trade weight in the electrical
components category, were pushed up 20 percent in
1987.% Increased exports led to an 11-percent decline in
the trade deficit for semiconductors, reducing it to $1.01
billion.

The production of metal oxide silicon memory devices
is characterized by significant economies of scale. This
factor, in combination with an extremely competitive
world market and technological improvements in the.
production process, has led to depressed world prices for
these products in recent years. This has been particularly
true_of dynamic random -access memory devices
(DRAM s). Poor markets, particularly in 1985 when
companies endured large losses, resulted in the suspension
of production by many U.S. companies. A trade agree-
ment enacted in September 1986 between the United
States and Japan has contributed to more stable prices,
but now there are few U.S. producers of market dynamic
random access memory devices. Nevertheless, one of the
objectives of the trade. agreement was to ensure greater
access to the Japanese market, which is especially
1mportant to U.S. exporters because Japan s electronics
and automotive industries now consume half of the
world’s production of semiconductors.®

Import pnce developments

Energy:s.i ‘The’indext for itnported :energy, ‘which repre-i
sents one-third+of:the trade vakue of the all-nnport index,:
soared {43.8; percent: dilrmg 1987:Fhiscincrease, in large'

part, reflected surging prices of petroleum,; which consti-:
tutes 94 percent.of the energy index. Higher petroleum
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prices were related to the renewed commitment of OPEC

to-oil production quotas and a fixed-price system. Higher
import prices were also a result of helghtened uUs.
demand for petroleum.®!

Faced with' rapidly decreasmg world oil prices, the
OPEC ministers met in December 1986-in an attempt' to
curb production and shore up prices. Prior to that
meeting, the -absence of quotas allowed many OPEC
members, including Saudi Arabia, to ‘discount prices in

‘order sell a large volume of crude petroleum. This

practice sent prices falling during 1986. Faced with lower

~world oil prices, and therefore more- limited profit

opportunities, U.S.” firms curtailed many exploration
projects and U.S. drilling dropped significantly in the first
quarter of 1987. Consequently, U.S. petroleum produc-
tion fell -from approximately 9.2 ‘million barrels-per day
(mb/d) early. in 1986 to about 8. 3 mb/d durmg early
1987.%2

In response-to declining prices, OPEC ministers agreed
in December 1986 to lower production through country-
specific quotas and to return to a fixed-price system that
allowed crude petroleum' prices to range from $16.27
to $18.92 per barrel.®® First-quarter 1987 production

" responded, dropping 2.1 mb/d from the volume at the end

of 1986.% Supplies tightened immediately, and the price
of imported crude petroleum rose 31.7 percent during the -
first quarter.  To avoid expensive purchases, petroleum
firms worldwide immediately began drawing heavily -on
their petroleum stocks. In the United ‘States; stocks of
petroleum products were drawn down at a rate of 0.5
mb/d during the first quarter of 1987, the fastest pace
since 1979.5° However, this trend did not curb the import
flow of crude petroleum;: which rose approximately 1.1
mb/d during early 1987.%6 :
OPEC’s continued adherence to production quotas was
manifested in the 9.4-percent increase in- import crude
petroleum prices during the second quarter. In June 1987,
the OPEC ministers agreed to keep the official benchmark
price at- approximately $18 ‘per barrel and to raise
production 5 percent over second-quarter levels.®” opPEC
production levels, however, rose drastically during the
third quarter, -ending . approximately 3.1 -mb/d above
quota levels, causing import prices to moderate.%® Iran,
Irag, Kuwait, and:the United Arab Emirates all produced
well- above established quota levels in order to export large
volumes ‘of ‘crude petroleum. Fearing interruptions of
petroleum  shipments ‘through the Persian Gulf, many
importer nations, including the United States, purchased
significantly higher volumes of OPEC petroleum during
the third quarter. The United States, in fact, spent $12.6
billion ‘on crude oil and- petroleum products: during the
third quarter; a 27-percent mcrease over the amount spent
during the'second quarter.*® L ‘
“‘In “an- attempt "to “stein * the excess’ ﬂow of crude
petroleum, OPEC calléd a stop-gap meeting of its monitor-



ing committee in. September 1987. Little - progress
was realized from this meeting, however;-and. “overpro-
duction” - continued through the -end- of -the -quarter.
Consequently, oil companies in the United -States in-
creased stocks of crude petroleum and petroleum prod-
ucts in land storage to 1.6 billion barrels by the end of
third-quarter 1987.7°

Despite increased  supplies, prices moved moderately

-higher (0.4 percent) during the fourth quarter owing to

the increased demand for OPEC. petroleum. OPEC’s pro-
- duction fell, but was still approximately 2 mb/d above its
quota of 16.6 mb/d.. Demand for OPEC oil waned in the
fourth quarter due to earlier stockpiling of petroleum by
purchasers worldwide. who feared an interruption in
petroleum shipments.. :

Dissension among OPEC members at thelr December
1987 meeting led to an agreement that failed to address
the problems of ‘‘overproduction” or discounted prices.
OPEC ministers did agree to keep the production level at
16.6 mb/d and the benchmark price at approximately $18
per barrel. However, production at yearend continued at
approximately 18.6 mb/d (2 mb/d above quota level) and
contributed to already burgeoning inventories.”’ Some
OPEC ‘members chartered tankers to store. crude petro-
leum in order to maintain relatively stable production
levels as export sales fell during the winter months.”

- Despite higher prices during 1987, imports continued
unabated, averaging 4.52 mb/d, or 12.3 percent higher
than 1986 levels. U.S. dependence on OPEC. oil increased
during the year while domestic productlon declined 5
percent.” :

Ultimately; the combmatlon of increased domestic
consumption and lower U.S. production resulted in the
second consecutive annual increase in petroleum imports;
and made 1987 the most costly year for imported energy
since 1980. The Nation’s total bill for imported petroleum
for the year was approximately $45 bllhon, or one-fourth
of the total trade deficit.”* S

In sharp contrast to developments: for petroleum,
import prices of natural gas fell 11 percent during 1987.
The index for imported: natural -gas rose moderately
during the first half of the year-and fell precipitously near
yearend. Initial increases canbe -attributed, in part, to
soaring crude petroleum prices, “because natural gas
competes with distillate® fuel oil in the home heating
market and with residual fuel oil in the power generating
market. The large drop in prices during the second half of
the year can be attributed to continued excess supplies.
U.S. supplies of natural gas increased 3.4 percent during
the year; largely due to an increase of 1.7 percent in U.S.
production: and a 32-percent rise in imports from Can-

ada.”’ A fall in demand also helped bring about the price-
decline during the second half’of: the year. The drop-int-

consumption in-the industrial and-commercial sector was
partially explained by the fact that many U.S. firms were

still-depleting their stocks of relatively inexpensive resid-
ual fuel purchased during 1986. The single bright spot for
natural gas producers was the utility sector where U.S.
demand rose from 1.777 trillion cubic feet in 1986 to
1.923 trillion cubic feet in 1987. The increased demand by
this sector reflected a switch back to natural gas caused by
the sharp increases in heavy oil prices.”®

Intermediate products.  Although prices increased in all
major subcategories of imported intermediate manufac-
tured products, including leather, rubber, cork, and
textiles, the overall rise of 13.3 percent was prlmanly
caused by large advances. in the indexes for nonferrous
metals and iron and steel.

The index for imported nonferrous metals (except gold)
jumped 24.9 percent during 1987, due largely to the fall in
the dollar, tight supplies, and surging demand in U.S.
manufacturing industries. It seems clear that factors other
than exchange rates, played a s1gn1f1cant role., .in_ the
increase as forelgn exporters raised prices 10.7 percent in
their own currencies, “passing through” the entlre ‘depre-
ciation of the dollar. (See chart 6.) ‘

Tight supplies had a s1gn1ﬁcant impact on the 1ndex for
imported nickel, which rose 39.3 percent during 1987.
The closing of the primary American nickel smelter in
1986 made the United States almost totally dependent on
foreign supplies. The combination of scarce domestic
production and booming U.S. demand for stainless steel
induced an 1l-percent increase in the quantity of nickel
imports during 1987. Increased production of stainless
and other specialty steels did, in fact, raise U.S. primary
nickel consumption to the highest level since 1974. Tight .
forexgn supplies caused by mine closures and extended
summer shutdown contnbuted to hrgher mckel prlces
durlng the year.

Tight supphes also contributed to a 50. l-percent surge
in copper import prices during the year. Domestically,
higher consumptlon of reﬁned copper left U.S. 1nventor1es
ata 13-year low.””

" After years of sluggishness, the U.S. aluminum indus-
try rebounded sharply in 1987 due to a resurgence of
demand from customers in heavy industries. Driven by
exceptionally strong world demand, U.S. primary produc- ,
tion rose 4 percent, to an estimated 3.2 million tons,
during 1987.”® Domestic demand was especially strong
for packaging materials, particularly aluminum cans and
foils.”” Import prlces responded rising 37.8 percent
during the year.

Despite lower domestic consumption, prices for im-
ported zinc advanced 3.6 percent during the year-due to
lower . U.S.: produetion; and: the +fall. :of theidollar.: The:
galvanization iof: steel ‘is zine’s: largest application:in: the:
United : States; .and: the™ auto rindustry. s the | largest:
domestic: market for this: product. The-average: weight of -
galvanized steel used per car has increased 34 percent
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over the last 3 years. In addition; orders for galvanized

steel during 1987 frequently exceeded capacity, fueling
higher import prices. :

After falling precipitously in 1986, imported tin prices
rose 15.3 percent during 1987. Lower 1986 prices had
forced the closure of many: less éfficient world producers,
which resulted in reduced capacity. Lower production
and therrenewed health of the U.S. steel industry were the
- primary reasons for higher prlces of 1mported tin durmg
the year.

- After years of relative stability, the index for iron and
* steel, which represents 3 percent of U.S. imports, rose
steadily throughout 1987. The '17.2-percent advance in
prices was’ largely a reflection of the weaker dollar:
Foreign exporters lowered prices only 0.7 percent in
foreign currency terms during the year, allowing nearly
all of the dollar’s fall to be passed through in the form of
sharply higher U.S. import prices. (See chart 6,) Stronger
demand, continued enforcement of the voluntary restraint
agreements. negotiated with - foreign governments, and
higher raw materials costs also.contributed to the rise in
imported steel prices during 1987. These factors led to a
fourth-quarter price rise of 5.1 percent, the largest single
quarterly increase since 1984. “All major subcategories
experienced -price gains including: - pig iron (19.3 per-
* cent); bars, rods, and angles (12.4 percent); plates and

sheets (16.9 percent); hoop and strip (14.5 per-
-and: tubes, pipes,-and fittings .

_ cent); .wire (5.3 percent);
(19.7. percent).” As a-result of higher costs for imports,
domestic “prices of ‘many ‘steel products were actually
lower than the prices of 1mports for the first tirne in
several years.

‘Higher import pnces durmg 1987 also reﬂected the
continued decliné of the dollar vis-a-vis the currencies of

major steel-exporting countries, including Japan and

West Germany. Higher import prices for products such as
steel plates and sheets, which tend to originate in these
countries, can be directly related to the fall in the dollar.
Japan was especially hard hit by the dollar’s deeline as
approximately 30 percent of Japanese steel output is
directed toward the export market, and-25 percent is
indirectly exported “in the form of automobiles and

~ machinery.® Because the dollar’s fall made foreign steel

less competitive on domestic ‘markets,  U.S. producers
were able to regain some: of the market share lost since
1980

Demand also played a role in’ the advance of the index
for iron and steel. During a typical year, steel orders
slacken and backlogs are low by summer; however,
during mid-1987; new orders were 24 percent higher and
unfilled orders were i
response, delivery dates
quarter, and, in some ‘instances; duplicate orders were
placed w1th more than one steelmaker in order to ensure
supply.®! Fearing the market strength was temporary,
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domestic steelmakers were reluctant to reopen marginal
plants becatise of the substantial cost. The temporary

-shutdown of some facilities for repair, and the slow return
- to the market of the largest U.S. steelmaker after-a 62

month strike, also hampered domestlc steel product1on
durmg the year. :
~Along with the domestic supply shortfalls, 1mport
volumes also were lower due to the 1mpact of voluntary
restraint agreements. These arrangements are negotiated

 bilaterally and allow. imports based on a- percentage of

forecast consumption. Because consumption was ex-

pected to decrease during 1987, allowable 1mports were

reduced’ as well.}? The goal for 1987 was to reduce

imports of finished steel from 26 percent to. 20 percent of

the U.S. market 83 Voluntary restraint agreéments were

espec1ally effectlve in reducing import quantity of steel

wire, which fell 7 percent during the year. The decreasein

shipments, combined with the lower dollar, led to a 12-

percent rise in the index for imported wire.

; Although import volumes fell during the year, 1mport

penetration remained high at approximately 22.5 percent, -
or. 2:percent above the target: of the administration’s

import - restraint program. This was primarily due to
surging imports from countries not covered by a volun-

“tary restraint agreement, 1ncludmg Canada, Turkey,

Argentlna, and Sweden.? , ‘
Rising raw materials costs also helped bnng about the
advance in the index during 1987. This was especially true
for imported hoop and strip, for which prices increased
14.5 percent during the year as a result of rising
worldwide scrap costs. '
The dollar’s large apprec:atlon between 1980 and 1985

also indirectly affected the price and market share of

imported steel during 1987. During those 5 years; the
dollar’s appreciation allowed foreign sellers to undercut
the prices of rival U.S. firms in domestic markets. Many
U.S. producers were driven out  of the market, and
domestic capacity fell 27 percent between 1982 and 1987.
During 1987, the dollar’s decline forced many foreign
exporters to raise prices; however, the ability of U.S.
manufacturers to exploit: the market was hampered by
capacity limitations. Ultimately, this structural change
allowed foreign producers more freedom to raise export
prices because of insufficient U.S. competition.

Factors contributing to the rise in imported steel prices
during the year were numerous:; In turn, these price
increases ‘allowed many domestic producers to-expand
sales to both American, and to a ‘small extent, foreign
purchasers. However, ‘export activity was limited in
some cases by capacity constraints and strong domestic.
demand. A positive fourth-quarter sign was an announce-
ment by UsxX Corp. that it was reopening its export'
division, which has been largely dormant since 1984.%



Machirtery and transport 'éqztﬁiiﬁent. . Thejimport price

index for machinery and transport equipment,. which

accounts for approximately one-quarter of the all-import
index, advanced 7.7 percent in 1987. This was'the third
~ consecutive year of higher prices. All eight product
categories were up, with the smallest increase at 3.6
_ percent and the largest at 16.7 percent. The main movers
of the index were specialized industrial machinery,
general industrial machinery, electncal machinery and
equipment, and road vehicles'and. parts
.. Imported road vehicles and varts, which ‘account for
42.8 percent of the machinery and transport index, rose
6.4-percent in 1987. This. followed a 13.1-percent advance
.in 1986. The smaller increase was largely attributable to a
slack automobile market in the United States. Automo-
biles account for approximately two-th1rds of the product
- category, and: desplte the continued declme of the dollar,
-imported automobile pnces ‘rose only 4 3 percent—the
smallest increase in 3 years. -
The relatively modest increase in 1mported car prices

was accomplished while maintaining proﬁtabrhty, .albeit
at narrower margins, largely due to the apparent ability of -

Japanese exporters to cut costs in order to maintain
market shares. For example, Toyota reduced costs by

close to 160 billion yen during the fiscal year ended June '

30, 1987.% Toyota’s cost-cutting measures included re-
ducing the number of manufacturing stations on assembly
lines, giving only modest annual wage increases to labor,
enforcing a Saturday-to-Wednesday workweek at some
factories to take advantage of cheaper weekend electricity
rates, and getting agreements on price reductions from
subcontractors who supply components f
Oversupply- characterized the domestic automobile
market in 1987, as both domestlc,and 1mport inventories
were at their highest levels in.years.”” Unit sales in the
United States were below 1986 levels by 10.7 percent.
Both domestic and import car sales fell, the former by
13.8 percent and the latter by 2.8 percent®® Market
shrinkage allowed the share for imports to increase from
28.3 percent in 1986}to an unprecedented 31.1percent last
year. Japan’s market share edged up to 21.3 percent from
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YPrice developments dlscussed in thls artlcle are based on data from
the BLs International Price Program:(iPp). That: program produces
import and export price indexes’based on the Standard Industrial Trade
Classification schéme; Both indexeés'usea modified Laspeyres formula.

Price data are collected for more: than 22, 000 products,. and are not

_FOOTNOTES

20.7 percent in 1986 despite:a drop in sales of ‘190, 819
units.® :
-Falling unit sales werenot a umform ‘occurrence among :

~importers. For example, Hyundai’s sales rose 56.1 percent
“(moving the company from the sixth to the fourth largest
, 1mporter) Yugo, 35.7 percent and Acura, 107 1

percent.”®

The. Japanese may have found that bulldmg plants in
the Umted States dampens pressure on them to limit auto
exports to this country. However, the current high value
of: the yen has also proven:it to be an efficient cost-cuttmg
measure In:fact, Japanese auto producers located in.the

r Umted States will be exporting autos to Japan later in

1988 Sales from - this transplanted production were
543, 884 units in: 1987 up 57.2 percent from 1986, while
the market share rose from 3.0 to 5.3 percent. Japanese
compames accounted for 88.8 percent of this type of
production in 1987. In addition, for the first time,
American Honda Motor Co.’s U.S. sales in 1987 actually
exceeded exports to the United ‘States by Honda Motor

- Co. Ltd. (the manufacturer located in Japan).’

Specialized industrial machinery prices advanced 13.1
percent. They were led by prices for textile machinery and
parts, which rose 19.3 percent. European and Japanese
exporters have acquired significant power in the U.S.
market due to their superior development and commer-

. cialization of technological advances in most types of

textile machinery.®? This has enabled them to pass along a

large part of the exchange rate adjustment to U.S.
1mporters, as evidenced by the sharply hrgher dollar
prices.

- Textile machinery imports increased 22 percent in
1987, to over $1.1 billion. The leading importers were all
countries with strong currencies: West: VGermany: 41
percent), Switzerland (16 percent) Japan (15 percent),

‘Italy (8 percent), and France (4 percent). Imports.

accounted for 59 percent of new supplies in the United
States in 1987, up 50 percent from 1986 levels

General industrial machinery import-prices increased
13 0 percent on the strength of first- and fourth—quarter
price increases of over 5 percent. .. - : S

seasonally adjusted. Price indexes are weighted by the value of trade in
1980. Beginning with the - first-quarter . 1988 release in ‘April, the 1pP
indexes will shift. to 1985 weights. In .addition, the indexes will be
recalculated: from 1985 forward using the new. weights. BLS also
publishes these series by Standard Industrial Classrﬁcatxon and end-use
classifications. :
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