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that the rest of the world’s problems will not affect
us, but with today’ s interdependent economies, thisis
probably an unrealistic hope. Now, one year into the
Asian flu, we are beginning to get a clearer picture of
the impact. The good news is that much of the
American economy has seemingly shrugged off the
difficulties overseas or has even gained because of
the cheaper imports now available. But U.S.
manufacturing growth has slowed to a crawl, and
U.S. agriculture is down as well. Manufacturing
firms actually lost more than a quarter of amillion

jobs over the year. Thisis mostly because of a
combination of sales lost to depressed foreign
markets and sales lost to overseas competitor firms,
who can now take advantage of their weakened
currencies to undersell U.S. producers throughout the
world, including those here at home.

Tennessee, one of the most manufacturing
intensive states in the U.S., may thus have particular
reason to worry. So how isit doing? A year ago we

continued on page 2

1999 East-West International Trade Conference

mbassador Jim Sasser (China) will join

former Senator Howard Baker in co-chairing
the Seventh Annual East-West International
Trade Conference April 19-21 at Nashville’s
Vanderbilt Plaza Hotel. The 1999 conference
boasts more than 70 speakers, including eight
current or former ambassadors, thirteen consuls
general, corporation CEOs, business
executives, and trade experts.

Participants will gain new business

partnerships and learn how to better market
their businesses in the international market
through trade sessions, opportunities to network
with trade experts, and roundtable and panel
discussions. Business students from around the
region will also be attending the conference.

For more information or to attend, please
contact Frank Barnett, East-West Conference,
at (423) 212-0123, fax (423) 212-3277, or
e-mail eastwest@knox.mindspring.com. =
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A Big Drop in State Exports to the Flu Victims
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took alook at the vulnerability of state exportersto
the Asian downturn. Now it’s time to return and see
what has happened.

Tennessee Exports Hold Up
Better Than Most

The news could be alot worse. Tennessee
exporters undeniably have been suffering in this new
environment, but, perhaps surprisingly, the state is
doing much better than the nation as a whole. A chart
of export growth by month (on page 1) tells the story.
Nationally, around the first of last year, export
growth suddenly and steeply declined. By April,
exports were actually below the level of the previous
year. Tennessee did not escape this pattern, but its
decline in export growth has been much more
moderate. The chart ends with the third quarter, but
this trend has continued through the rest of 1998.

Why has the state done relatively so well? One
reason is that only about four percent of Tennessee's
exports go to the directly affected Asian “flu”
victims—Indonesia, Thailand, and Korea—only two-
thirds of the national average. A second isthat while
another 8.5 percent of state exports go to Japan, now
in the midst of its own recession, exports there have
held up better for Tennessee than for most other
American states. Third, and perhaps most important,
a surge of exports to Mexico over most of the year
was enough to almost offset exporters problems in
Asia. So there are some silver linings.

Nevertheless, though the state has done relatively
well, it has still had to face significant trade losses.
Like the rest of the U.S., Tennessee companies have
become increasingly reliant on Asian markets. Over

the entire 1990s, this region has been the source of
the state’'s greatest export growth. In the three years
before this crisis, state exports had risen 133 percent.
Agricultural exports, in particular, have been East
Asian dependent. The past few years have seen more
than 40 percent of its sales going to that region.

Who’s Been Hurt?

Over the first three quarters of last year, the state
lost about a tenth of its sales to the region. Exports
fell to $678 million for East Asia (excluding China),
and to $505 million for Japan. Several industries
have taken mgjor hits. Chemicals and electronics are
the state' s two largest industry exportersto this
region of the world. Both suffered large reverses. In
dollar terms, the Tennessee chemical industry has
borne the brunt of the Asian flu. Its export losses
amount to something over $125 million, close to
equaling the losses posted by all the other state
manufacturers put together. The electronics industry
lost afifth of its sales to East Asia (just under $90
million, the second biggest drop in dollar terms). In
percentage terms, it has been rubber, among the
larger industries, that has suffered most. It has seen
its exports to Japan fall by 17 percent, and its salesin
the rest of East Asia decline by 40 percent.
Agricultural crops and industrial machinery are the
other two large victims of the Asian flu, each with
losses of well over ten million dollars. The
transportation sector, on the other hand, has fallen
between two stools. The state' s largest export
industry shared the pain in most of East Asia, losing
aquarter of its exports ($28 million), but countered
this by actually increasing its sales in Japan by about
$15 million. A net loss, but not nearly as bad as it
could have been.

This schizophrenic performance aertsusto a
seldom noted fact: afew industries have actually
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been able to increase their salesinto thisdire
market. Both textile and apparel salesto the region
are up, probably as part of the integrated production
processes that take advantage of East Asia s reduced
manufacturing costs. Processed food exports are
also up strongly ($15 million, some twenty percent,
mostly because of greatly expanded salesin Hong
Kong). In spite of the well known difficulties of
many American primary metal industries, Tennessee
firmsin this sector have aso been expanding sales
into the region. And another strong performance was
registered by the state’'s scientific, medical, and
industria instruments sector, which has seen its
exports grow by about a tenth ($20 million) across
East Asia. So, as with any major economic change,
not all sectors have moved in tandem, and there have
even been winners, an important point that bears
remembering.

The state’ s performance is variegated not only
by industry, but by country. In some countries
(Malaysia, Hong Kong, Singapore) exporters have
more or less held their own. Importantly for this
state, significant increasesin transportation,
industrial machinery, and instrument sector exports at
least kept salesto Japan roughly steady. Severe
export losses have been limited to the three directly
affected Asian flu nations, along with Taiwan. All
four of these countries posted losses of a fifth or
more. The common theme is large losses in chemical
and electronics exports. The more devel oped markets
of Taiwan and especially South Korea also proved
disastrous for the Tennessee transportation industry.
For both markets, these exports have declined by
more than half. We might end with the strange case
of the Philippines, where exports actually rose by
better than a quarter, to $12 million. Here even
chemical and electronics exports were up.
Unfortunately, the Philippine market, however
robust, is, in the East Asian context, but adrop in the
bucket.

Sizing Up
the Impact

Looking across the state, one could argue that of its
local economies, Nashville and Knoxville have the

in Asian exports (see the
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important to the area have also fared pretty poorly as
aresult of the Asian flu. Lumber exports, in
particular, are off aimost $8 million, primarily due to
big losses in Japan. (The Tri-Cities export
percentages are not reported due to disclosure
problems.) Electronics firms in the Memphis area
have experienced losses, but Memphis's primary tie
to Asiais as an agricultural broker, and its direct
losses are probably limited. Chattanooga and Jackson
are not big Asian exporters.

In sum, what has the global downturn cost
Tennessee? A full accounting would include not only
lost exports, but the mixed blessings of increased
imports as well. It would also account for the
complex effects of trade in third markets. Most state
exporters have faced stiffer competition from East
Asian firms throughout the world and have |ost
exports because of it. However, even if we perform a
simple economic impact analysis only of the effects
of the global loss in exports over the first three
quarters of 1998, we still find that the cost to the
Tennessee economy of these foregone exports is not
inconsiderable. The state lost atotal of $115 million
dollarsin exports in East Asia over the first nine
months of last year. Even if we add back into the
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accompanying chart). But
so far, automotive-related
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tie of the two cities to the
Asian economies, have
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3rd Quarter 1998

The good news is
that the dollar is
clearly beginning to
fall.... The bad
news is that it
remains
extraordinarily
strong.

Dangerously
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equation the increase in exports to Mexico, Canada,
and Europe, and the gains that they have provided to
the state economy, we still find that the net
slowdown in state exports has cost this state some
760 jobs and more than $21 million in personal
income. In other words, even after including all the
good news from the rest of the world, the Asian flu
till hurts. (Afuture Global Commerce will break
down the economic impact of state exports by region,
where we can see how costly the Asian crisis would
have been if not offset by these other gains.) In away,
these figures illustrate the situation perfectly. They show
the real costsinvolved in the loss of any of the state’s
export markets, but they also show that the impact has
not been catastrophic. Thanks to a strong showing by
some state industries, and the precarious but real
survival of the Japanese market, state exporters are, in
the main, coping with the Asian flu. Perhaps that session
on the couch can be put off for awhile. =

Tennessee Trade-Weighted Dollar Index

tate exporters finally got a break. After ayear and a

half of relentless gains, the dollar hasfinally
crested. The Tennessee Trade-Weighted Dollar Index
fell four percent, to 132.5, during this past quarter.
Thisisits steepest quarterly drop of the past five
years. The dollar’s slide was nearly worldwide. Only
four of the index’ s twenty-two currencies fell against
the dollar during the fourth quarter of 1998, those of
Brazil, Canada, Great Britain, and Sweden. This, of
course, was before Brazil’ s sudden devaluation. And
the value of the Canadian and British currencies each
changed by only about a penny. On the other hand, the
dollar weakened across Europe, Asia, and Australia.
Sharp rebounds of the Asian flu currencies led the
way. Korea, Indonesia, and

was five years ago. Not only exporters have been
hurt by the strong dollar over the past severa years.
Growing research suggests that its dramatically
increased value may also have reduced both
profitability and new investment across all U.S.
manufacturing firms.

In spite of the sudden collapse of Brazil’s real
plan, there is good reason to suspect the dollar will
continue to fall in the near future. The largest current
account deficit since 1987 almost ensures the
greenback will weaken over the months ahead. Given
all the other adversity Tennessee exporters have been
facing recently, this should produce at least a small
sigh of relief. =
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Tennessee International Trade Report

ennessee exported $2.55 billion in goods over the

third quarter of last year, again of ameager 0.6
percent from 1997. This was the poorest quarterly
performance in more than two years. Perhaps the best
that can be said is that the state continued to
outperform the nation, where exports actually
declined from ayear ago. The East Asian crisis was
certainly abig factor. Sales to East Asia dropped by
amost fourteen percent. But the problem was global.
Exports to South Asia were off two percent, and
foreign sales to the Middle Eastern oil exporting
states dropped by more than a third. The latter, of
course, are suffering from continued low energy
prices.

In past quarters the state has been rescued from
poor performances el sewhere by strong gains in the
Americas, but here too, the third quarter was a
disappointment. Latin American markets fluctuated
wildly. State exporters posted big drops in Bolivia,
Chile, and Brazil that all but eliminated their equally
big gainsin Argentina, Colombia, and Ecuador. Total
exports to the region were thus only up 1.62 percent.
Mexico, the site of astronomical export growth in
recent quarters, finally returned to earth. Though
Tennessee agricultural exports absolutely exploded,
more than doubling from a year ago, overall export
gains south of the border were much more modest.
Third quarter exports to Mexico stood at $274.4
million, asolid, but unspectacular, 5.56 percent
increase. Meanwhile, exports to Canada were down
for the first quarter in memory ($805.9 million, off
1.3 percent). A nearly $70 million declinein
automotive exports was the biggest factor, but there
were significant declines in chemical and primary
metal salesaswell.

Foreign sales to Japan ($177 million) and the
European Union ($570 million) each grew alittle
more than 4.5 percent. The most noteworthy
performance in Europe was that of the United
Kingdom, where exports grew by just about afifth
from ayear ago. The lion’s share of thisgain wasin
the transportation sector. Indeed, except for the U.K.,
sales to Europe were generally flat. The brightest
region by far was Australasia, where exports gained
more than sixteen percent to $76.3 million. This
region isasurprisingly big market for Tennessee.
State exports to Australia and New Zealand are today
about sixty percent of the size of al exports to China,
Taiwan, and Hong Kong. East Europe also performed
well, with exports to Russia, Poland, and the Czech
Republic al more than doubling from 1997. We will
have to wait to see how Tennessee has fared in this
region after the Russian economic collapse of last
summer. Finaly, Turkey stood out as one of the best
markets for the quarter. Salesto Turkey were up
better than eighty-five percent, to $26.1 million.

Sectorally, it was a quarter of some very
divergent performances. Many of the major export
sectors had a very difficult time of it. Foreign salesin
the transportation sector were off about a tenth, with
losses in Canada and Mexico particularly severe. In
the chemical industry, where the decline was pretty

much worldwide, exports were off almost seventeen
percent. The most stricken sector was the primary
metal industry, where exports fell by more than a
third. Large market losses in Canada and Latin
America have reduced this industry to total quarterly
exports of less than fifty million. On the other hand,
several sectors did continue to turn in very good
performances. Agricultural exports have stayed on
the rebound. Strong sales increases were reported not
only in Mexico, but in Turkey and parts of Central
and South America. Rubber industry exports grew by
athird, to $122.6 million, mostly because of growth
in Canada, Argentina, and the U.K. Textile and
apparel exports also continued to gain, increasing
twenty nine and thirty nine percent respectively from
ayear ago. And both the industrial machinery and the

medical, scientific, and industrial instrument sectors
saw their sales increase by better than ten percent.

In sum, while there remain a few bright spots, it
was generally a difficult quarter for state exporters.
We do not expect this to change anytime soon.
Anecdotal evidence suggests manufacturing
exporters are continuing to have a very rough time
selling into what amounts to a near-global recession.
Recent events in Brazil are a further argument not to
expect a quick turnaround.

The fourth quarter, though, has actually begun
with mixed signals. In October, state exporters
experienced continued difficulties, posting athree
percent drop in exports. But Tennessee exports were
surprisingly strong in November, gaining about 4.6
percent. The latter month’s good news, however, is
tempered by the fact that most of the gains were
limited to agriculture. =

2nd Quarter 1998
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The state’s two
biggest sectors
posted weak
numbers.

3rd Quarter 1998

Agriculture was
the quarter’s star
performer.

Most of the
state’s major
markets were
flat last quarter.
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Tennessee’s Largest Export Sectors

Exports Change from Change from

Last Year Last Quarter
Transportation Equipment $483,635,474 -9.8% -10.3%
Chemicals $364,074,020 -8.6% -16.6%
Industrial Machinery $362,571,973 10.0% -4.1%
Electronics $233,038,056 6.7% -11.7%
Industrial and Medical Instruments $170,746,734 12.9% -3.0%
Rubber and Plastics $122,659,142 33.6% -0.4%

Greatest Growth and Decline in Exports by Industry

(among sectors averaging exports of more than $1m per quarter)

Value of Exports ~ Growth %  Decline %
SECTORS WITH THE GREATEST GROWTH
Agricultural Crops $104,189,081 64.0%
Environmental Quality $6,934,349 43.6%
Apparels $80,053,492 38.7%
Rubber and Plastics $122,659,142 33.6%
Textiles $55,394,337 28.8%
SECTORS WITH THE GREATEST DECLINE
Fishing, Hunting, Trapping $880,466 -82.9%
Primary Metals $47,543,361 -34.1%
Lumber and Wood $17,983,427 -23.8%
Leather Industry $7,332,336 -21.6%
Chemicals $364,074,020 -16.6%

Tennessee’s Leading Trade Partners

Mexico

Japan

United Kingdom
Germany
Netherlands
France

Hong Kong

M 3rd Quarter 1998
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Tennessee Monthly Exports
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Global Commerce: Tennessee and the Fastest-Changing Export Destinations

International Economy, published quarterly by ) ) )

Middle Tennessee State University’s (among countries averaging more than $2m in sales per quarter)

Business and Economic Research Center, is

available free of charge to interested Value of Exports Gain %  Decline %

individuals and institutions.
COUNTRIES WITH THE GREATEST GROWTH

Editor: Steven G. Livingston Russia $16,109,742 442 5%
Publications Editor/Designer, Argentina $29,928,826 100.0%
College of Business: Sally Ham Govan Turkey $26.137.795 86.4%

Phone: 615-898-2610

On-line: www.mtsu.edu/~berc/intl/intimain.html Bahamas $2,533,921 81.0%

Ecuador $6,666,670 77.4%

Tennessee Department of Economic

and Community Development COUNTRIES WITH THE GREATEST DECLINE

o 0
International Development Group Ghana' $39,754 99.0%
320 Sixth Avenue North, 7th Floor Kuwait $4,060,205 -65.3%
Nashville, Tennessee 37243-0405 Lebal?on . $1,516,692 -45.2%
Governor: Don Sundquist Saudi Arabia $13,252,137 -43.2%
Commissioner: Bill Baxter Jamaica $2,531,928 -38.5%
Director: Leigh Wieland
Associate Editor: Bob Pawlick
TS L
ATennessee Board of Regents Institution °
MTSU is an equal opportunity, non-racially .
identifiable educational institution that does not —_—
discriminate against individuals with disabilities. ——
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