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International Developments

Billions of U.S. dollars
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In January, the gap between U.S.
imports and exports narrowed. It’s
too soon to tell whether this repre-
sents a break in what appears to be
an almost uninterrupted decline in
net exports since 1992. (Actually,
since early 1995—around the time
the dollar’s decline was reversed—
net exports have been relatively
constant).

The past year’s stronger dollar

may reflect lower U.S. inflation com-
pared to the rest of the world or a
change in the real terms of trade.
(The trade-weighted dollar averaged
104.5 in April versus 103.7 in
March.) Since the latest inflation
numbers are almost uniformly
higher—with U.S. inflation approxi-
mately constant relative to the rest of
the world—the change in the terms
of trade points to real, not nominal,
factors. Although most people have

been trained to disfavor a widening
trade deficit, the U.S. trade deficit
simply reflects a desire to borrow
goods and services from the rest of
the world. Therefore, reversal of the
decline in net exports since early
1995 implies a lessening of the na-
tion’s desire to borrow from abroad.
U.S. output is currently growing
more slowly than that of most of its
(continued on next page)
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0 U.S. NET EXPORTS

Net services exports

Net goods exports
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U.S. International Trade
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tracding partners. If today’s slow
growth portends slow future growth,
the diminished U.S. desire to borrow
from other countries may simply in-
dicate that the future does not look
rosy enough to ensure repayment of
the loan. Therefore, the narrowing of
the trade deficit can actually reflect
bad news—a slowing of U.S. growth
relative to that of its trading partners.

About 67% of last year’s increase
in net exports of goods and services

came from an expansion of net serv-
ices exports. Even net goods exports
rose in 1995, reversing a four-year
decline. Trade in goods continued to
account for 83% of the nation’s im-
ports of goods and services and
about 73% of its exports.

Imports fell slightly from January
to February, largely due to a decline
of almost $900 million in industrial
supplies and materials imports.
Conversely, exports of American
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goods and services rose over the
month in a broad-based advance.

Much of the export gain was ac-
counted for by capital goods and
services. This is welcome news for
the Fourth Federal Reserve District,
whose businesses are key players in
the capital goods sector. Apart from
consumer goods, which also posted
a healthy increase, most export cate-
gories changed only slightly from
January to February.



