SO

International Trade

| Bay Area Council Economic Institute
September 2008

2 v, v B
V" N,

i,




Project Sponsors

WELLS FARGO HSBC

TRADE BANK




International Trade
and the
Bay Area Economy

Regional Interests and Global Outlook 2008

A Bay Area Council Economic Institute Report
September 2008

<
929,
BAY A:A‘“C:JNC 1L

EcoNomic
INSTITUTE

A Partnership of Business, Labor,
Government and Higher Education




Acknowledgments

This report was prepared by Dr. Sean Randolph, President & CEO of the Bay Area Council
Economic Institute. Dr. Jon Haveman, Founding Principal at Beacon Economics, provided
valuable support and contributed to its content. Andrew Savage, an intern at the I nstitute and
recent graduate from Santa Clara University, and Riley Newman, a research associate at
Beacon Economics, assisted with background research and data devel opment. Pamela M.
Winter, WinterPM, copyedited the manuscript and produced the page layout.

The Economic Institute also wishes to thank the sponsoring organizations that have
generously contributed to the production of this report: Wells Fargo HSBC Trade Bank, the
Port of Oakland, San Francisco International Airport, and the Pacific Maritime Association.

Bay Area Council Economic Institute

201 California Street, Suite 1450, San Francisco, CA 94111

(415) 981-7117 m Fax (415) 981-6408
www.bayareaeconomy.org m gerrie@bayareacouncil.org



Contents

EXECULIVE SUIMIMEIY ... .eeiieiee ettt ettt e et et e e snee e e st e e smteeesneeesneeesmteeeaneeeennes 1
1 Global ECONOMIC OULIOOK ........cecueveeererereeeeeieeeeeeeseeessesesssaeteteesesessssesenessssssasssasseesenenenens 3
L0217 o = TS 3
Y=o o 3
BUIOPIE et ab e nnes 3
Russiaand EasterN EUMOPE ......cooouuei i eiee ettt 4
=07 SRRSO 4
L1 17 0 T 4
[0 (= TP 5
T I 5
o TH 1112 S N T S 5
I L AN 0= o= R 5
N 1 o TSR 5
AV o (0 1= S SRS 5
2 GloDEl Trade OUHOOK .........ceveeeereeeeeeeeceeeseeseeeeeee s s ere s ess st sn st enesee s st senerenens 7
Exchange Rates, Chinaand the U.S. Trade Balance...........ccccecoeeiieniiiencce e, 9
3 The Trade Negotiating AQENGA.........c.cc.cvevecueeeeeeeeeeeeeeeeeiee e eeeeieeesees s senas s eenan 15
Glaobal NegotiationSinthe WTO ..o 15
Trade Negotiating Agenda: The Doha RouNnd ...........ccooveiiiiiiiie e 15
Trade and Climate Change: A LOOMING [SSUE?........c.coiviiiiieeeiee e 16
Free Trade AQreBmMENTS ....coouiii ettt e e e enns 16
Washington Policy ApproaCheSto FTAS ......ei i 17
U.S. FTA Regional INItIatiVES .........cocueeiiiiiieieeiee e 18
[ T AN 14 o= TSRS 18
Free Trade Agreement of the AMEriCas .......occcooeiiiiiiiiiiii e 18
U.S.—Chile Free Trade AQreEmMENt...........c.cccrocceeeeeeeee e 19
U.S.—Central America and Dominican Republic FreadEr Agreement....................... 19
U.S.—Andean Free Trade AQreemMENt .........coccoeeeeiiieeeeeeeeeeeeeeieeee e e 20
U.S.—Peru Free Trade AQrEEmMENT ... ... . i i eerenennnnaas e e e e e s e seaaaaaaaaeeeeeeennnnes 20
U.S.—Colombia Free Trade AQreEmMENt.........ccceeeeeiiiieiiiiiieee e 21

U.S.—Panama Free Trade AQreEMENT ...........cummmmmmeerieiieiaaaaaeeeeeeeaereeeeeeeeeeeeeannns 21



Enterprise for Association of Southeast Asia N&iGASEAN) Initiative .............cc....... 21
U.S.—Singapore Free Trade AQreemMENL........ .o eeerermrmnmmmnnaaaeaaaanaaaaaaaaaeaeeeannn 22
U.S.—Thailand Free Trade AQréEmMENt..........uuuueeiiiiiiiiiiieeeeee e 22
U.S.—Malaysia Free Trade AQreemeENt .........cceiiiiriiiiiiieiiiiieeeeeaeeaaeaeaeeeeeeeeeannes 23
Other agreementsin the AsiaPacific REGION........cccooiviieii e 23
U.S.—Australia Free Trade AQreEMENT .........ceuuuunseeeeeeeeeeeeeeeeeeeeeeterrreereeeeennaaans 23
U.S.—Korea Free Trade AQreemMENt........cccciieeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee s 24
Pacific 4 — Singapore, Chile, New Zealand, Brungi..................cccccuvveeeennnnnnnnnnn 24
MiddI@ EBSE BN ATTICAL...eeieeeeeestete ettt sttt bbb bbb sbesrennens 24
U.S.—Morocco Free Trade AQreEMENT...........cevvuuuirrmruumnniiniiaaaeaaaaaaaaaaaaaaeeeeannnes 25
U.S.—Bahrain Free Trade AQree€meNt...........ccoooiiiiiiiiiie e 25
U.S.—Southern Africa Free Trade AgQreemMeNt .. .cccccccuureeeemmmiiaaaeieeeaeaeaaeaaaaeaeaeans 25
What Proposed FTAs Mean for Bay AreaTrade........ccccoevcoeeeiieeeieee e 26
4 International Trade in the San FranCisCo Bay Ar€a.............ccevveueueeeeecueeeeeseeieeeesaeenas 29
Bay Area EXPOIt Profile.........oooiieee e 29
Global Sales by Bay Area COMPEaNIES. ........cocuieiveereeriieieesee e 30
SECLOr OULIOOK. ... 35
Semiconductors and Information TechNolOgy ...........cocvereerieniienicree e 35
BEUCEELION ...t 36
FOOO @NA WD 37
D Trad@ GALEWAYS.........cocvieeceeeieeecee ettt en s es et n e 39
N 1 oo SR 39
POTES . et 40
GOOUS MOVEMENT ISSUES .......eoieiiiiiii ettt 42
B POIICY ISSUES......ceoeeeeeeceeeeeeeee ettt esae e e en et en st en st en s en et en et en s enaes s snens 45
ApPendiX |1 U.S. Tratde Patterns. ........c.coiiiiieieiieeieesiee st 49
Appendix I1: California Trade Palterns. ..........ooociieiieeee e 51
Appendix 111: Bay Area Trade Palterns...........oooiiieiiieiee e 55



Executive Summary

In a period when the U.S. economy is slowing slyatpke global economy is expected to
stay relatively strong, providing continuing oppunities for U.S. exporters and cushioning
declines in the domestic economy. The global ecgnismevertheless expected to slow in
2008 and 2009, as credit and financial market sstemming from sub-prime mortgage
crisis and credit market issues in the U.S. spgaiohlly. According to the International
Monetary Fund (IMF), global growth is projecteda® 3.7 percent in 2008, down from

4.9 percent in 2007, and 5 percent in 2006. CaaadaViexico, which are heavily impacted
by developments in the U.S., will see the sharglestdown. Europe’s economy will slow to
about 1.4 percent growth, though Eastern Europdrausdia should do better. Latin
America’s economy will slow, as will Japan’s.

Once again, the developing economies of Asia \nitvg the strongest economic performance
worldwide, with China at 9-10 percent growth, Indtsapproximately 8 percent, and the
Association of Southeast Asia Nations (ASEAN) dliglinder 6 percent. The major risk to
this generally positive outlook will come from catmahs in the U.S. If the U.S. economy
experiences an extended period of very slow grawtiecession, exports from Asia and
other major markets will be affected, with negaiimplications for global growth.

Reflecting a slowing economy, world trade growthlso decelerating, falling from
9.2 percent in 2006 to 6.8 percent in 2007 andpegted 5.6 percent in 2008.

Multilateral negotiations to reduce trade barrierghich otherwise could be expected to give
trade expansion a shot in the arm—have stalleth, aeep disagreements among the partici-
pating countries over agriculture and other issilibs. expiration of U.S. Trade Promotion
Authority (TPA) in July 2007 has also dimmed thegpects for bilateral agreements to
reduce trade barriers. In December 2007, a newebdlefree trade agreement was ratified
with Peru—a bright spot on the trade negotiatingrag. Other trade agreements with
Colombia and Korea, however, still await congrassi@pproval.

The region’s stake in access to global marketabstantial. The Bay Area is the United
States’ fourth largest exporting region, after Néavrk—New Jersey, Houston and Los
Angeles—Long Beach, and accounts for 36 perce@atifornia exports. As a long-term
trend, major Bay Area companies across a rangedofiiries are deriving an ever-larger
share of their revenues from global sales. Of 5@pamies tracked in a semi-annual survey
by the Bay Area Council Economic Institute, 43 sheir domestic sales increase from 2004
to 2006, while 7 saw domestic sales fall. In theasperiod, 44 saw their international sales
increase, 4 saw international sales fall, and 2aneed the same.

More significantly, of the companies tracked, 1% siaeshareof revenues from domestic
sales grow relative to international markets, wBBesaw the share of their revenues from
international sales relative to domestic marketsvgiand for 5, the ratio remained the same).
In some cases the shift was substantial: Googée’snue share from global sales increased
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from 34 percent to 43 percent, 3Com’s from 62 parte 69 percent, Varian Medical
Systems’ from 40 percent to 47 percent, Yahoo'mif&6 percent to 32 percent, Cypress
Semiconductor’s from 35 percent to 41 percent,eBaly’s from 42 percent to 48 percent.
These figures suggest that Bay Area companie®arie whole, increasing their global
orientation, and that global sales are assumingtgrémportance in their revenue flows and
business strategies.

While large companies account for the lion’s slardnese exports by dollar value, the vast
majority of exporting companies in the Bay Area—amately 95 percent—are small- and
medium-sized businesses. There is a clear trerartbsmall- and medium-sized businesses
entering global markets at an earlier stage i th@ielopment.

Computer and electronic products, mostly from thg Brea, dominate California’s export
profile, representing almost 35 percent of totgdaks. Other major export categories include
machinery (11.6 percent), transportation equipni6 percent), chemicals (6.8 percent),
agricultural products (5 percent) and food prod@4ts percent).

California’s exports are directed primarily towaksia (45.2 percent), with NAFTA nations
(Canada and Mexico) accounting for 26.5 percerd,Eaurope 21.1 percent. Latin America
and the Caribbean account for 3.5 percent, antettief the world for less than 1 percent.
Six of the state’s top ten export destinationsiarssia, two are in North America, and two
are in Europe.

This has been a stable pattern over many yearghWoting, however, is China’s upward
move, from being the state’s seventh largest mank2002 to its fourth largest in 2006.
This reflects dynamic growth in China’s domestiakeds, and their increased accessibility
since China’s entry into the World Trade Organaatin 2001. The fact that in 2008 the
global economy (and Asia in particular) is expedtedrow faster than the U.S. economy—
coupled with a strong Bay Area orientation towasiafand exchange rate shifts that make
U.S. exports more competitive—should substantiadigefit the Bay Area.

State and regional policymakers will confront majecisions regarding goods movement—
the port, airport, rail and highway infrastructtinat moves commercial freight from its point
of origin to its destination. More than $3 billianfunds approved by voters in November
2006 will be allocated to statewide goods moverpeajects, stimulating a sharper focus on
goods movement priorities, and their economic andrenmental implications. International
trade is the fastest growing component of regigoalds movement.

California ports are being challenged by growingipetition from ports in Canada and
Mexico, and an increasing share of Asian traffiboypassing the West Coast altogether in
favor of all-water routes to East and Gulf Coastidations. Investment in goods movement
infrastructure, including increased rail capacityni the Port of Oakland to the Central
Valley and over the Sierras to transcontinentalidasons, will be important to regional
mobility, and to the Bay Area’s competitivenesaagobal trade hub.
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The global economy will remain strong, but growdkes will slow significantly.

he global economy is expected to remain stron@@82with 3.7 percent growth. This

reflects a significant slowdown, however, from geédcent growth in 2007 and 5 percent
in 2006. Slower growth is expected through 2009dneral, emerging and developing
economies will benefit from continued strength amenodity markets, while most industrial
economies will slow considerably. The largest utaety in this forecast is the economic
slowdown in the United States caused by mortgaddinancial market issues and their
resulting effects on credit and consumer spendinmajor economic retrenchment in the
United States could impact other economies thraagiital market disruptions and falling
U.S. imports. A flat economy or a short, shallovisLkecession, on the other hand, would
have only a minimal effect on the world economy.

The following forecasts are based on Internatidhahetary Fund analysis, supplemented by
recent reporting.

Canada

Canada’s economy, which will be disproportionatgfected by a U.S. slowdown, is
expected to slow from 2.8 percent growth in 2006 217 percent in 2007, to 1.3 percent in
2008 and 1.9 percent in 2009.

Mexico

For the same reasons, growth in Mexico is expdaatbw from 4.8 percent in 2006 and
3.3 percent in 2007, to 2.0 percent in 2008 ang2r8ent in 2009.

Europe

Growth in the Euro area should also slow sharpgmf2.8 percent in 2006 and 2.6 percent in
2007, to 1.4 percent in 2008 and 1.2 percent ir92D@spite weakness in the U.S. economy
and a falling dollar, the Eurozone economy has Ipesilient but is now being impacted by
rising energy costs and falling business confideSpain, which has been an engine of
European growth for the last ten years, faces efigdls due to the collapse of its housing



International Trade and the Bay Area Economy

market after an extended boom. Falling busines8dmnte, higher interest rates and higher
unemployment are also taking their toll in the ©diKingdom. Growth in the U.K. (which

has not adopted the Euro), should also slow frer@®06 rate of 2.9 percent and 2007 rate of
3.1 percent, to 1.6 percent in 2008 and 2009.

Russia and Eastern Europe

Eastern Europe has continued its process of irtiegravith the European Union. With
Bulgaria and Romania joining in 2007, 10 former i8bBloc countries have become
members since 2004. The benefits have includedagraacess to Western European
markets, increased foreign direct investment, &idg incomes. This has contributed to
growth averaging 5 percent. So far, only one cguf8tovenia) has joined the Euro currency
area, but all have indicated their intention tosdand are in various stages of accession.

For the economies of Eastern Europe, 2006 wa®agsyear with average growth of

6.6 percent based on increasing domestic demawai)id foreign investment, and an
improved economy in Western Europe (particularlyr@my). Growth in 2007 slowed to

5.8 percent and is expected to slow further tqpéréent in 2008 and 4.3 percent in 2009, due
largely to decelerating growth in the major Europeaonomies that are Eastern Europe’s
primary market.

Russia’s economy, which has benefited from higlhaoa) energy prices, grew a robust

7.4 percent in 2006 and 8.1 percent in 2007. Graw008 is projected at a slower but still
robust 6.8 percent, with 6.3 percent projecte®@fif9. Collectively, Russia, Eastern Europe
and the CIS (Commonwealth of Independent States)ldisee growth rates second only to
emerging Asia.

Japan

Japan’s economy rebounded from an extended dowimt@®06, with 2.4 percent growth.
Businesses expanded employment and production icgpstonulating consumption. Like
other large industrial economies, growth slowed007 to 2.1 percent, with further slowing
expected in 2008 (1.4 percent) and 2009 (1.5 pBrcen

China

Despite government efforts to tap the brakes, Chieeonomic growth continued in 2007 at
a rate of 11.4 percent, exceeding its 11.1 pergrentth rate in 2006. However, the global
economic downturn is expected to impact China @s é&orts and investment in factories
and infrastructure slow. The IMF currently projeatstill robust growth rate of 9.3 percent
growth in 2008, and 9.5 percent in 2009.
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Korea

Korea’s economy is expected to slow from 5.1 pdrgeswth in 2006 and 5.0 percent in
2007, to 4.2 percent in 2008 and 4.4 percent ir9200

India

India’s economy also saw strong growth in 2006 (#itent), supported by strong domestic
consumption, investment and exports. Growth sloghigthtly in 2007 to 9.2 percent, and is
expected to slow further in 2008 (7.8 percent) 20@0 (8 percent). Still, India’s economy is
expected to remain among the world's most dynamic.

Southeast Asia

While the performance of individual economies waky, the major Southeast Asian econo-
mies have sustained strong growth rates, rising 0/ percent in 2006 to 6.3 percent in
2007. Slower growth of 5.8 percent is projected@08, and 6.0 percent for 2009. Weaker
economies in the U.S. and Europe in particuladarapening global sales by export-depend-
ent economies such as Singapore.

Latin America

Growth in Latin America is expected to ease froBercent in 2006 and 5.6 percent in
2007, to 4.4 percent in 2008 and 3.6 percent i®2B@rformance by individual countries in
the region will vary considerably.

Africa

Africa’s economies also saw significant growth 308 (5.9 percent) and 2007 (6.2 percent),
based on strong commodity prices, debt relief,fareign investment. Growth is expected to
expand to 6.3 percent in 2008, and 6.4 percer®®92

Middle East

Middle Eastern economies have continued to befrefit strong oil revenues, and strength in
non-oil activity. Average growth of 5.8 percentz@06 and 2007 should rise to 6.1 percent in
2008 and 20009.
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Global Trade Outlook

Trade will continue to grow, but its pace will derate.

World trade has grown strongly since its last slamp001, with a 9.2 percent expansion
in 2006. In 2007, however, trade growth droppe@.8percent. Different sources—
the World Trade Organization, World Bank, and Intgional Monetary Fund—have
different projections for trade in 2008, but alfegthat the pace of trade is slowing. The
International Monetary Fund projects that 2008 dade a further drop to 5.6 percent. While
these projections still predict healthy levels ytheflect a weaker world economy, continuing
volatility in global financial markets, and risimgergy costs.

World Volume of Trade in Goods and Services, 2000-2 007
(Average of Annual Percent Change for Exports and |  mports)

12%

N VAN
o / AS
N S
L\

2000 2001 2002 2003 2004 2005 2006 2007

Source: International Monetary Fund, World EcaimOutlook, April 2008

Trade began to slow early in 2007 due to reduceahdd in larger developed economies,
including the United States. Nevertheless, devapeiconomies and the Commonwealth of
Independent States (CIS) have sustained healtmoeto expansions, contributing more

than 40 percent to the growth of world economig@attand accounting for a record

34 percent share of world merchandise trade in 200&mains to be seen whether developing
economies can sustain these growth and importdénehe face of significant slowdowns in
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the U.S., European and Japanese markets. Conttneedith in global commodity markets
and decreased reliance on developed country mddkdtseir exports, however, suggest that
GDP and import growth in emerging economies shoetaain healthy through 2008.

Continuing a long-term trend, both imports and eigpby developing and newly emerging
economies are growing faster than the imports apdrés of the more established economies.
Import growth in the developed economies of Northehica, Europe and Japan slowed in
2007. In contrast, imports by developing and Cl&eenies grew faster than exports, ac-
counting for more than half of global import growdhe rate of expansion for both imports
and exports in Europe dropped to 3.5 percent. SamuthCentral American merchandise im-
ports grew 20 percent (compared to export growth pércent.) Asia’s export growth

(11.5 percent) continued to exceed import growth ffercent.) Japanese imports were largely
flat (growing only 1 percent), but China and Int@h recorded double-digit import growth.

U.S. Department of Commerce data shows that Ugirexgrew a strong 14.7 percent in 2006
and 12.1 percent in 2007, while imports in the sgeas grew only 11 and 5.3 percent. This
was the first time in a decade that the rate obebgrowth exceeded the growth of imports.
Recent export growth can be attributed in partweeakening dollar, which makes U.S. exports
more competitive. The currencies of Japan, Taiaad,Hong Kong stayed largely unchanged
relative to the dollar, but the currencies of Inainl Thailand increased about 10 percent, and
the currencies of China, Singapore and Malaysiaeggied about 5 percent relative to the
dollar. The dollar depreciated sharply relativéh Euro and the pound, and to the currencies
of commodity exporters such as Canada, Russia astiaha. As a result, European dollar-
denominated export prices rose at double-digisrate

U.S. Merchandise Trade Volume, Exports and Imports, 2000-2007
(Annual Percent Change)
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Source: Office of Trade and Industry Informatidanufacturing and Services,
International Trade Administration, U.S. DepartmeihCommerce
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Global trade in services increased by a stronget8gmt in 2007, a trend seen in all regions.
Part of this growth can be attributed to exchamrge movements. U.S. service imports grew
a relatively modest 9 percent, while service expovse 14 percent. This rise contributed to a
U.S. service trade surplus of $120 billion.

A sharp or prolonged economic downturn in the Wniéates, with falling imports, could negatively
impact other economies, including trading partmessia. If overseas markets contract, this could
also dampen U.S. exports. Sales to Mexico and @amaadld be most affected, but sales to Europe
could also suffer. Still, with the dollar at a bigt low in international currency markets, andhwit
overseas economies likely to outperform the Uxpoms should remain robust during 2008—-09.

Exchange Rates, China and the U.S. Trade Balance

In recent years, a strong dollar has contributeted).S. trade deficit, but in 2007 the U.S.
dollar fell to par with the Canadian dollar andexxchange rate of $1 to €0.71 with the Euro,
the lowest value relative to the European currémag history. Despite driving up commodity
prices, the weakening of the dollar has benefitesl Exporters and helped to moderate import
growth. Wachovia Economics Group estimates thaéxgorts contributed 0.7 percent, or
nearly one-third of the 2.5 percent year-on-ye&. dconomic growth recorded in the fourth
guarter of 2007.

In July 2005, China (responding to U.S. pressweelued its currency upward by 2.1 percent
and has since then allowed the yuan to appreciatglue within a controlled range. In the last
two years, the yuan has risen approximately 10gpéiagainst the dollar. The impact of these
shifts on the U.S.—China trade balance has beelh fimaever, due to Chinese import
restrictions, U.S. government restrictions of tkeaet of high technology to China, and the
high propensity of Americans to consume and tlosir propensity to save. From the yuan'’s
appreciation, the Asian Development Bank estimatest impact on the U.S. trade imbalance
of only $3.6 billion. McKinsey & Company estimatist even if the yuan were to appreciate
by a dramatic 45 percent against the dollar, Chvoald still run a $90 billion trade surplus
with the U.S., since Chinese products would s#thin a fundamental cost advantage.

In 2007, China’s overall merchandise exports gréype&rcent to $1.2 trillion, and imports grew
21 percent to $956 billion. Of the $1.2 trillionemports, 34 percent ($326 billion) went to the
United States.

United States Trade Balance with China
(Billions of Dollars)

2000 2001 2002 2003 2004 2005 2006 2007
-84 -83 -103 -124 -162 -202 -233 -256

Source: WISERTrade

Understanding the bilateral trade balance with €sncomplicated by the growth of intra-
firm trade, and of trade in intermediate goods inithsia. More than half of Chinese exports
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are produced by foreign firms, who import as musiwva-thirds of their components from
other countries, and also capture a large shateedfnal products’ value. Increasingly,
smaller Asian economies that once exported teclyygdooducts directly to the U.S. are
exporting components to China, where they are dsdsdnnto finished products and exported
to the U.S. and other global markets. This has d1agqbas manufacturing assembly has shifted
from countries such as Japan, Hong Kong, Taiwarkanea to the Chinese mainland. As a
result, intra-Asian trade has increased from 26gquerof regional exports in 1985 to 37 percent
in 2005, and the share of East Asian exports gmrige U.S., Europe and Japan has fallen
from 53 percent to 43 percent.

Economist David Hale notes that in 2003, intermiedippods (components) accounted for
28 percent of East Asia’s exports to China, cong&wel 9.2 percent in 1992, and they
accounted for 34.3 percent of Chinese imports coetptd 17.6 percent in 1992. Through
these intra-firm trade and intermediate goods #etisns, China runs a large trade surplus
with the U.S. and Europe, but runs deficits withré& Taiwan, Japan and ASEAN
(Southeast Asia). This has the effect of magnify@ignese trade surpluses (at the point of
export) with the U.S., while diluting bilateral U.8eficits with other Asian partners.

In the face of persistent large bilateral deficisme members of the U.S. Senate have threat-
ened retaliatory legislation against China basedli@ged currency manipulation. It appears,
however, that focusing on currency realignment molt fundamentally alter the U.S.—China
trade balance, and as a strategy, may be misdirdthould also be noted that Chinese
foreign exchange reserves, accumulated largelygir@xports, are being heavily recycled to
finance the large U.S. budget deficit.

The overall U.S. trade deficit (including both geahd services) fell to $712 billion in 2007,
a decline of 6.2 percent from 2006 levels. This tiresfirst absolute shrinkage in the deficit
since 2001, and occurred despite a 10.2 percergase in the bilateral deficit with China.
($256.3 billion). The bilateral deficit fell witrappan, Canada and the European Union, but
increased with Mexico.

Data from the Institute of Supply Management shé6iveonsecutive months of export
growth through December 2007. U.S. exports in 200 a record $1.6 trillion, a

12.6 percent increase from 2006. According to tife®of the U.S. Trade Representative,
this accounted for 40 percent of U.S. economic gnovmports also hit a record of $2.33
trillion (up 5.9 percent). The narrowing of the idefreflected a strong global economy and
slowing import growth, which in turn reflected wesldemand in a slowing U.S. economy.

While bilateral U.S. import and export balancesiangortant, the paradigm for how global
trade is conducted is rapidly evolving beyond taelitional model in which products are
made in one country and shipped to another, towandre distributed process where the
final product contains components and processingiboted by several countries. In this
new model, basic research might be done in onetgguapplied (product) research in
another, with final assembly done in a third, froomponents sourced in multiple countries.

10
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This globally distributed process is particularhgyalent for multinationals and large compa-
nies in the IT sector. A technology product fromr@hmight count as a Chinese import in
U.S. trade data, but may contain mostly importadmonents produced by U.S. companies
or third countries. If Intel designs a processoCalifornia but manufactures it in a plant in
Israel or Ireland, trade statistics don’t captinesalue of the design, and if the finished
product is later sold in the U.S., it is classifelan import, even though the lion’s share of
the value and profit accrues to Intel. The intetgiien of data regarding bilateral trade
balances is therefore not as simple as the figheraselves may suggest.

The effect of these global processes on trade ‘ealalysis is demonstrated, for example, in the
following table from a 2007 study that identifidgbtcosts of components in the Apple iPod.

n iPod, 2005

The Most Expensive Inputs in the 30GB 5th-Generatio

Cost
as %

Company Estimated ofall Gross Estd

HQ Manufacturing  Factory iPod  Profit Value
Component Supplier Location Location Price Parts Rate  Capture
Hard Drive Toshiba Japan China $73.39 51% |26.5% |$19.45

Toshiba-

Display Module Matsushita | Japan Japan $20.39 14% | 28.7% | $5.85
Video/Multimedia Taiwan or
Processor Broadcom | US Singapore $8.36 6% 52.5% | $4.39
Portal Player
CPU PortalPlayer | US US or Taiwan | $4.94 3% 44.8% | $2.21
Insertion, test,
and assembly Inventec Taiwan China $3.70 3% 3.0% |$0.11
Battery Pack Unknown $2.89 2% $0.00
Display Driver Renesas Japan Japan $2.88 2% 24.0% | $0.69
Mobile SDRAM
Memory - 32 MB | Samsung Korea Korea $2.37 2% 28.2% | $0.67
Back Enclosure | Unknown $2.30 2% 26.5%
Mainboard PCB | Unknown $1.90 1% 28.7%
Subtotal for 10
most expensive
inputs $123.12 85% $33.37
All other inputs $21.28 15%
Total all iPod
inputs $144.40 100%

Source: Personal Computing Industry Center, Unityeo$ California, Irvine researchers,

Greg Linden, Kenneth L. Kraemer, and Jason Deddakulated using data from

Portelligent, Inc., 2006

Yet another reason why data may paint a distorieidne of the trade balance concerns

software exports, which are often sold through seas subsidiaries and, as such, aren’'t
booked as U.S. exports. Moreover, overseas salggdiynet companies such as Google and

11
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Yahoo don't show up in some relevant comparisoesabse they are classified as services rather
than goods.

World Trade Volumes in Goods and Services
(Annual Percent Change)

Ten-Year

Averages

1990- 2000-
1999 2009 2000 2001 2002 2003 2004 2005 2006 2007 pAeerFwAee]

World Export and Import Volume (Average of Annual P ercent Change)
World Trade Volume| 65|  6.7] 122 03] 35| 54|107] 7.6] 9.2] 6.8] 56| 58
Price deflator

In U.S. Dollars — 45| -0.4| -3.6| 1.1| 10.4| 9.6 55| 49| 8.2| 86| 11
In SDRs -0.7 34| 33| -0.1| -0.6| 2.0| 3.7| 58| 54| 4.1|104| 0.8
Export Volume
Advanced
economies 6.5 54| 11.7| -05| 24| 33| 9.0| 6.0/ 82| 58| 45| 4.2
Emerging and

developing economies 7.5 9.4|13.7| 2.6| 6.9|105|14.1| 11.1| 10.9| 89| 7.1| 8.7
Import Volume

Advanced
economies 6.3 5.1| 11.7| -0.5| 2.7| 41| 93| 6.3| 74| 42| 3.1| 37
Emerging and
developing economies 6.5 11.0| 13.7| 3.1| 6.3|10.1| 16.1| 12.0| 14.4| 12.8| 11.8| 10.7

Advanced Economies Export Volumes in Goods and Serv  ices
(Annual Percent Change)

Ten-Year
Averages
1990- 2000-
1999 2009 2000 2001 2002 2003 2004 2005 2006 2007 pdeeAwie]

Advanced
economies 6.5 5.4| 11.7| -0.5| 2.4| 3.3| 9.0 6.0| 8.2| 58| 45| 4.2
United States 7.1 5.0 87| -5.4| -2.3| 13| 9.7| 6.9| 8.4| 80| 87| 6.8
Euro area 6.1 5.2| 12.0| 3.9| 1.7 15| 7.0| 48| 7.8| 6.0| 41| 3.7

Germany 5.9 7.3| 13.5| 6.4| 43| 25| 10.0f 7.1| 125| 7.8| 53| 4.2

France 6.2 3.5|12.4| 25| 15| -1.2| 4.0 28| 55| 27| 18| 3.2

Italy 4.4 2.8 9.0| 26| -29| -2.0| 49| 10| 6.2| 50| 27| 22

Spain 9.4 45| 10.2| 4.2| 20| 3.7| 42| 26| 51| 53| 39| 4.0
Japan 3.8 6.9| 12.8| -6.8| 7.4| 9.2|14.0f 6.9| 9.7| 88| 5.0| 3.3
United Kingdom 5.6 36| 91| 29| 10| 1.7| 49| 8.2|11.0| -5.4| 13| 27
Canada 7.9 1.0/ 89| -3.0| 1.2| -2.3| 4.8| 22| 07| 0.9| -3.0| 0.1
Other advanced
economies 7.9 7.3| 149| -1.9| 6.4| 8.2|128| 7.6| 9.0/ 74| 51| 4.8
Major advanced
economies 5.9 48| 10.7| -0.9| 1.2 1.7| 83| 57| 86| 51| 4.4 4.0
Newly industrialized
Asian economies 9.8 9.4|17.3| -3.8| 10.1| 13.3| 17.2| 9.5| 10.9| 8.7| 6.2| 6.2
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Advanced Economies Import Volumes in Goods and Serv
(Annual Percent Change)

Global Trade Outlook

ices

Ten-Year
Averages
1990- 2000-
1999 2009 2000 2001 2002 2003 2004 2005 2006 2007 pAelelAwdeel]
Advanced
economies 6.3 5.1 11.7| -0.5| 2.7\ 4.1| 93| 6.3| 7.4| 4.2| 3.1| 3.7
United States 8.3 4.4)13.1| -2.7| 3.4| 4.1|11.3| 59| 59| 19| -0.7| 2.6
Euro area 5.8 49| 11.1| 20| 04| 3.0| 69| 55| 7.8 51| 4.1| 3.9
Germany 5.9 54| 10.2| 1.2| -1.4| 54| 7.2| 6.7| 11.2| 48| 46| 4.3
France 5.0 48| 149| 22| 17| 11| 7.1| 5.0| 6.8 36| 25| 3.9
Italy 4.1 3.1| 58| 18| 0.2| 12| 4.2| 22| 59| 44| 28| 2.8
Spain 9.3 6.3| 10.8| 4.5| 3.7| 6.2| 9.6| 7.7| 83| 6.6/ 3.0/ 3.1
Japan 3.5 42| 9.2| 07| 09| 39| 81| 58| 4.2 17| 26| 5.1
United Kingdom 5.3 41| 9.0| 48| 4.8| 2.0| 6.6| 7.1|10.0| -3.2| 0.2| 0.4
Canada 6.2 40| 81| -51| 1.7 41| 83| 75| 50| 57| 45| 1.2
Other advanced
economies 7.2 7.3| 14.3| -3.9| 65| 7.4|13.8| 7.8| 8.8| 82| 57| 54
Major advanced
economies 6.0 4.4] 10.9| -0.2| 2.0 35| 85| 59| 72| 24| 1.7 3.0
Newly industrialized
Asian economies 9.3 85| 17.6| -5.6| 9.1| 10.0| 16.7| 7.6| 95| 83| 6.6| 6.6
World Exports
(Billions of U.S. Dollars)
Ten-Year
Averages
1990- 2000-
1999 2009 2000 2001 2002 2003 2004 2005 2006 2007 [delel:Iuimio]o]e]
Goods
and
services | 5,752|12,898|7,879|7,607|7,986|9,298|11,280|12,817|14,700|17,019|19,535| 20,855
Goods 4,584 (10,388|6,348|6,074|6,353|7,425| 9,016(10,290(11,887|13,729|15,836|16,923

Source: International Monetary Fund, World Econofiglook, April 2008
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The Trade Negotiating Agenda

With 95 percent of the world’s consumers outsiéeUhited States, and 12 percent of U.S.
GDP tied to exports, the stakes for U.S. companies open trading system and increased
market access are high.

I n recent years, regional and bilateral trade agee&rhave been the primary vehicle for
reducing barriers to trade. These agreements ecantmexpand opportunities in selected
markets, as regional economic integration stremgtla@ound the world. Global (multilateral)
negotiations, however, remain the backbone of tlihéealization, and World Trade
Organization (WTO) members are continuing talkesttice barriers more comprehensively
through the Doha Round.

Global Negotiations in the WTO

Trade Negotiating Agenda: The Doha Round

Ministers of 142 countries launched the latest dooihglobal trade talks in Doha, Qatar on
November 14, 2001, with a target for completionJapuary 2006. That date has long since
passed and participants in the round do not apgpese to reaching a consensus. The talks
focus on the core agenda of market access foruignie, manufactured goods, and services.
The major sticking points relate to agriculture amdlistrial goods. Developing nations, led
by countries such as India, China and Brazil, veait$ in developed countries’ domestic farm
subsidies (U.S.) and agricultural import tariffd)Ewhile industrial nations want better
access to developing countries’ markets for bothufectured goods and services.

Normally, these differences would be reconcilestigh cross-sectoral trade-offs. In July
2006, however, the disputes were so contentiougpasitions so far apart that the negotia-
tions were suspended. In early 2008, trade mirsistenounced a renewed push to reach an
agreement. In July, however, those talks reachemhaimpasse, dimming the prospects for
further progress. A suspension of the Doha Rounaldwehift the focus of trade negotiations
further toward regional bilateral agreements—a ligraent that would continue opening
markets but would also accelerate the fragmentatidhe global trading system.
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Talks continue on the General Agreement on Trad&emices (GATS) to open new service
sectors to trade, and to eliminate restrictionsxisting services. Progress, however, has also
been slow.

Information on the current status of the Doha Roueglotiations can be accessed on the
WTO website at http://www.wto.org, and on the UlBade Representative’s website at
http://www.ustr.gov.

Trade and Climate Change: A Looming Issue?

While international labor and environmental stadddrave been debated for many years in
trade circles and have directly impacted negotiatior all U.S. bilateral free trade agree-
ments since NAFTA (North American Free Trade Agrest)) there are signs that climate
change could soon be added to the list of issupagtmg trade relations and negotiations.
Momentum in Congress toward enacting climate chaegelation and climate change
policies being considered by the European Uniorelsawfaced the possibility that foreign
producers of goods for the U.S. market could bezsed for production processes deemed
to cause excessive £@missions, and that U.S. exports to other counfparticularly the

EU) could be subject to similar provisions. Po@mneasures that could be applied include
import tariffs or the requirement to purchase emispermits.

Such measures could potentially destabilize exgdtiade agreements, slow the development
of future market opening initiatives, and opendber to trade retaliation. It is unclear
whether or not measures of this kind would be aigbd under WTO environmental rules.
They would almost certainly, however, be challeng@éde elimination of tariffs on trade in
clean energy technologies has been proposed biré@e advocates as a less disruptive
means for achieving climate change goals.

Free Trade Agreements

While work in the WTO Doha Round has stalled, Fresde Agreements (FTAsjre
proliferating worldwide. For the U.S., these agreats often embody political as well as
economic goals.

There are currently more than 300 FTAs in placddvade, with another 60 or more
proposed or under negotiation. Roughly half of ¢h@greements have been concluded since
2002: 119 by Asia-Pacific countries, and 21 byEhlk China is engaged in or has proposed
28, India has proposed or is negotiating 19, anctbser Mercado Commun del Syiwhich
includes Argentina, Brazil, Paraguay and Urugusigl$o involved in multiple negotiations.
Colombia, which has an FTA pending before Congress recently concluded a Free Trade
Agreement with Canada, and together with Peruvigond Ecuador, is negotiating another
with the European Union.

" Free Trade Agreements are increasingly beingreefdo as Trade Promotion Agreements.
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In Asia alone, two region-wide trade agreementuacer consideration—proposed by
China and Japan. One would encompass China, Japegg and ASEAN, and the other
would include these 13 countries plus Australia ldet Zealand. Significantly, neither

includes the United States.

Approximately 50 percent of world trade now takkscp through FTAs, which benefit the
companies operating under them by providing cortipetadvantages over companies from
non-participating countries. For example, priothe signing of the U.S.—Chile FTA, U.S.
exporters faced an 11 percent across-the-boafiividwen competing with exporters from
Canada, whose products entered Chilean marketsfriigtyinder a prior FTA.

Consideration of FTAs by the United States is tfeeeenot occurring in a vacuum, as most
partners in FTAs with the United States either harvare negotiating other deals with
multiple partners. Of the roughly 300 FTAs opergtimorldwide, the U.S. is currently party
to only 10, with 16 countries participating: Isrg&985), Mexico and Canada/ NAFTA
(1994), Jordan (2000), Singapore (2003), Chile 420Bustralia (2005), Central America
and the Dominican Republic (2005), Bahrain (208&)rocco (2006), and Peru (2007).

Washington Policy Approaches to FTAs

Common goals shared by U.S. FTAs are: eliminatmigfé, reducing subsidies and other
barriers to agricultural trade, improving intelleat property protection, strengthening
protection for foreign investors, and gaining maikecess in the services sector. These
agreements also follow a blueprint, with the stest@greement to date serving as a model
for the next.

The Bush administration has pursued a policy ofrigetition in liberalization” that includes
trade agreements at the global, regional, andebélblevels. The theory behind this approach
is that trade liberalization through bilateral agrents will contribute to the progressive
reduction of trade barriers worldwide, and williease pressure for progress in multilateral
talks. Congressional approval of Trade Promotiotharity (TPA) in August 2002 enabled
this approach, leading to a range of new agreements

With the expiration of TPA on July 1, 2007, howe\end the failure of Congress to renew it,
the scope for negotiating new agreements has nadewarply. Agreements with Panama,
Colombia and Korea that were concluded prior tarexipn and now await Congressional
approval are grandfathered under the prior TPAsraled will be voted on by Congress in up-
or-down votes (i.e., without amendment). New agmrs@sinot covered by TPA rules will be
subject to being reopened on a line-by-line bastheé congressional approval process.

Congressional opposition to FTAs has focused omtleguacy of standards and enforcement
regarding the labor and environmental policiesegatiating partners. While labor and
environmental issues have historically divided R#jwans and Democrats when it comes to
FTAs, a compromise was reached in early 2007 flated a proposed Peru agreement to
go forward, and an agreement between House leaddrthe White House in May 2007 led
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three other countries with pending U.S. FTAs (Pamadolombia and Korea) to implement
measures designed to address congressional concerns

Democratic support for FTAs has also been linkethéoTrade Adjustment Assistance Act
(TAAA), which provides for transitional training drsupport for workers displaced by trade
agreements. Recent proposals have called for aneign of Trade Adjustment Assistance
benefits to include service workers, a move thatldibenefit a wider range of workers but
would potentially double the program’s cost. TheiliHouse has opposed the measure on
the grounds that it converts Trade Adjustment Aseise from a trade-related program to a
universal income support and training program. TA&pansion is likely to remain a factor
in future political negotiations.

U.S. FTA Regional Initiatives

The pursuit of FTAs by the United States has besmméd by regional strategies. The Bush
administration has identified three key regions: Americas, countries that are members of
the Association of Southeast Asian Nations (ASEAdf the Middle East and Africa.
Liberalization initiatives in the Americas are lgtkto the Free Trade Area of the Americas
(FTAA) initiative, an effort to remove barriers tmde among the 34 countries of North,
Central, and South America. The ASEAN regionalative seeks to advance trade
liberalization with the fastest growing economies#Asia. The Middle East and Africa
emphasis is largely an outgrowth of the war ororeand a desire to increase stability in the
Middle East, though it also carries forward a ldagsing policy goal to aid the development
of the African continent.

While the Bush administration has adopted regiapaloaches to trade, its tactic has generally
been to negotiate country-by-country with stratelfjjochosen partners within these key regions.
Where opportunity presents itself, such as withA8&AN countries and some Central
American countries, the negotiations have on oooascluded more than just one country.

Latin America

Free Trade Agreement of the Americas

The Free Trade Area of the Americas (FTAA) wouldeace 34 Western Hemisphere
nations with a total population of 800 million, ateg the world’s largest free-trade zone
with a combined economy of $18 trillion. Negotiatsohave been underway for nearly 13
years on issues including market access in agnigylindustrial goods, services, investment,
and government procurement. Other areas underiaggnotinclude intellectual property,
subsidies, dumping, countervailing duties, comjetipolicy, dispute settlement, electronic-
commerce, and interactions with civil society. Aghwthe WTO’s Doha Round, talks have
stalled. The last summit for negotiations was fa¢li¥ar del Plata, Argentina, in November
2005. No agreement was reached at that time acdmprehensive agenda for future
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negotiations was developed. The FTAA has been darsiace then, and there is little
expectation for further progress.

The talks faltered over points similar to the diffieces stalling the Doha Round: developed
nations seek expanded trade in manufactured gowbisexvices and increased intellectual
property protection, while less developed natia@eksan end to agricultural subsidies and
freer trade in agricultural goods. Other issues asne into play in the U.S., particularly
congressional concerns over labor and environmstdatlards and their enforcement.

While broader regional talks are in stalemate,LAtnerican countries are not waiting idly
to negotiate exclusively with the United Statesajial agreements and free trade talks are
multiplying with potential partners in North Ameai¢Canada), Europe and Asia. Among
others, Mercosur (Argentina, Brazil, Paraguay anaguay) is negotiating with the EU;
Mexico has a free trade agreement with Japan; @tEtehas agreements with the EU,
China and Japan, among many others; and Pananaa lagseement with Singapore.
These agreements give businesses in those coumfp@ential leg up on U.S. competitors.

Because of the difficulty of reaching agreementwaill Latin American countries as a group,
the United States has endeavored to negotiateragrge with individual countries or groups
of countries in the region, avoiding the largermoies (such as Brazil and Argentina) with
sharper differences and stronger bargaining poBeffar, agreements have been concluded
with nine countries in the region in addition to N and Canada.

U.S.—Chile Free Trade Agreement

The U.S.—Chile Free Trade Agreement went into efbecJanuary 1, 2004. Chile’'s economy
is the most open and stable in South America, eceives high marks for competitiveness,
transparency and a low level of corruption. Undier agreement, tariffs on 90 percent of U.S.
exports to Chile and 95 percent of Chilean expiorthie United States have been eliminated.

Between 2003 and 2007, U.S. exports to Chile irge@dy more than 300 percent, from $2.7
billion to $8.3 billion. This compares favorablydeerall U.S. exports, which grew just

43 percent during the same period. In additiortreengithening bilateral trade, the agreement
has helped U.S. companies compete with comparaes dther countries, such as Canada
and Japan, which also have FTAs with Chile.

U.S.—Central America and Dominican Republic Freedde Agreement

The U.S.—Central America and Dominican RepubliceAreade Agreement (CAFTA-DR)
was signed in May 2004 and approved by Congredslyn2005. Ratification by the other
CAFTA-DR members was recently completed with thespge of a nationwide referendum
in Costa Rica. Participants include the Unitedé&taCosta Rica, El Salvador, Guatemala,
Honduras, Nicaragua and the Dominican Republice lather U.S. FTAs, the CAFTA-DR
agreement covers trade in manufactured goods cesraeind agriculture, as well as invest-
ment and intellectual property protection, and gille duty-free access to the region for
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approximately half of all U.S. farm exports and@®cent of consumer exports. The remain-
ing tariffs will phase out over ten years for mamitired and consumer products, and 15-18
years for agricultural products. The agreement iafsoediately eliminates many non-tariff
service and investment barriers, and increasedastas for intellectual property protection.

Although CAFTA-DR nations are small, U.S. tradehatite region is significant, totaling
$38.2 billion. Particular opportunities should opgnfor U.S. companies in areas such as
telecommunications services, fabrics and farm petsdi he CAFTA-DR agreement faced a
rocky road in Congress, with opposition from texaind heavily subsidized sugar interests
and the AFL-CIO. While organized labor argued thatagreement’s requirement that
CAFTA-DR members enforce their own labor laws féaprovide adequate labor protection,
the International Labor Organization (ILO) foun@tiCAFTA-DR countries’ laws are
generally in line with the ILO’s core labor standgrNegotiations therefore focused largely
on enforcement.

The United States maintains a trade surplus witkGRDR countries of over $1 billion. In
2006, U.S. exports to all six countries grew aita of 16 percent, outpacing the U.S.
14.4 percent growth rate for exports to the reshefworld. Agriculture accounts for just
over 10 percent of all U.S. exports to CAFTA-DR iotries, and just over 16 percent of all
CAFTA-DR country exports to the United States.

U.S.—Andean Free Trade Agreement

In May 2004, the U.S. launched negotiations witho@ia, Ecuador, and Peru to establish a
U.S.—Andean Free Trade Agreement (AFTA), with cosicln originally targeted for January
2005. Bolivia participated as an observer; Venezusbwever, did not participate. Because
of difficulties relating to agriculture and intetkeial property, negotiations have continued
well past the deadline. Talks with Ecuador havenlde®zen as a result of recent changes to
hydrocarbon legislation there and a dispute betwleerftcuadorian government and the U.S.
oil company Occidental.

U.S.—Peru Free Trade Agreement

Congress gave its approval to the U.S.—Peru FTeicember 2007. While this was a
victory for the President’s free trade agenda, pesgjonal Democrats were divided. Some
considered Peruvian concessions on labor and emaental protection an achievement,
while others felt they didn’t go far enough—a spitiit may affect the approval process for
future agreements. The Peru agreement will enableased market access for U.S. goods
such as machinery, electronics, plastics and dgrreu In 2006, two-way trade between the
U.S. and Peru totaled $8 billion, of which $2.9itil was U.S. exports. The agreement is
projected to increase U.S. exports by $1.1 billidearly all products from Peru already enter
the U.S. duty-free, and the FTA provides U.S. etgarreciprocal access.
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U.S.—Colombia Free Trade Agreement

Congressional approval is pending on a U.S.—ColarRBIA. Two-way trade approached
$16 billion in 2006 (up more than 70 percent sid@@2) and reached $18 billion in 2007.
The U.S. is Colombia’s largest trading partner, kivel Peru, 90 percent of Colombia’s
exports already enter the U.S. duty-free. Approv@alld increase reciprocity by expanding
access to local markets for U.S. exporters. Caliocut flowers producers could see
increased competition, but agricultural exporta agole would benefit from the substantial
reduction in Colombian tariffs that U.S. exporteusrently face.

Approval is also seen as a way to support Coloralgavernment in its struggle with drug
traffickers and terrorists, and to offset the regidnfluence of Venezuela’s president Hugo
Chavez. Opponents in Congress have stalled theegdpalleging that Colombia’s
government hasn’'t done enough to curb violencensgainion organizers. Congressional
confrontation sharpened in March 2008 when the H@smocratic leadership changed a
longstanding rule requiring a vote within 90 dayswbmission of the agreement by the
White House, deferring consideration of the agregnmaefinitely. Since the major terms of
the Colombia agreement are similar to those alreggyoved by Congress in the U.S.—Peru
Free Trade Agreement, the reasons for the elegdandelay appear largely political.

U.S.—Panama Free Trade Agreement

In November 2003, President Bush notified Congoégsss intention to negotiate a bilateral
free trade agreement with Panama. Negotiations emrpleted in June of 2007, and this
agreement is also now awaiting action by Congress-way trade between the United
States and Panama amounted to $3.1 billion in 20@6,a positive U.S. balance of $2.3
billion. Under the agreement, 88 percent of U.poets of consumer and industrial goods
will immediately become duty-free, with the remaigibarriers to be reduced progressively
over ten years. The agreement also seeks to resfwlitical ties between the United States
and Panama—an important consideration given groWwisg reliance of the Panama Canal
for trade between Asia and U.S. East and Gulf Coads.

Asa
Enterprise for Association of Southeast Asia Nat®(ASEAN) Initiative

In October 2002, the U.S. launched the Enterpas&SEAN Initiative (EAI) aimed at
enhancing U.S. relations with ASEAN countries (Briiil€ambodia, Indonesia, Laos,
Malaysia, Myanmar, Philippines, Singapore, Thailand Vietnam). Under the EAI, the
United States offered bilateral free trade agre¢snienASEAN countries that are committed
to the economic reforms and openness inherent FT#&nwith the United States. Any
potential FTA partner must be a WTO member and laaV#-A (Trade and Investment
Framework Agreement) with the United States. With-tvay trade of nearly $120 billion,
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the 10-member ASEAN group already is the UnitedeStdifth largest trading partner.
On the investment front, ASEAN’s internal economiegration holds a key to increasing
long-term U.S. investment, which has suffered imparison with U.S. investment in China.

U.S.—ASEAN Free Trade Efforts

Country FTA TIFA WTO GSP
Brunei v v Not eligible
Burma v Not eligible
Cambodia 4 4
Indonesia 4 4 4
Laos Negotiating accession | Not eligible
Malaysia Launched v 4 Not eligible
Philippines 4 v v
Singapore 4 4 v Not eligible
Thailand Negotiating 4 4 4
Vietnam Negotiating accession | Not eligible
ASEAN-10 Negotiating

(FTA = Free Trade Agreement, TIFA = Trade and Itwvesit Framework
Agreement, WTO = World Trade Organization, GSP nésalized System
of Preferences)

Source: U.S. Trade Representative

U.S.-Singapore Free Trade Agreement

The U.S.—Singapore agreement, reached in 2003thedsst FTA between the United States
and an Asian nation and the first Free Trade Ageserto take effect during the Bush
Administration. The agreement is relatively limitedts effect, in that Singapore does not
impose tariffs on imported goods. However, the iglation of non-tariff barriers has likely

led to the expansion of U.S. exports to Singaparéhe time the agreement went into effect,
Singapore was the eleventh largest export destmédr U.S goods. In 2006, it was ranked
number 9, ahead of France and Taiwan. U.S. expm&gapore increased by 52 percent
between 2002 and 2006, while overall U.S. expartsehncreased by just under 50 percent.

U.S.—Thailand Free Trade Agreement

The U.S. announced the opening of Free Trade wétksThailand in February 2004. This
was the United States’ second bilateral FTA negotian Southeast Asia, after its 2003
agreement with Singapore. U.S. concerns with Thditatrade and investment regime in-
clude high tariffs and non-tariff barriers on baetdustrial and agricultural goods, restrictions
on access to the services market, and deficientiEsailand’s intellectual property and
customs regimes. Since the start of negotiatidrestwo countries have concluded six rounds
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of talks, with little progress towards completidiailand is currently the twenty-fourth
largest market for U.S. exports, and ranks eighteemong California’s export markets.

U.S.—Malaysia Free Trade Agreement

In March of 2006, the United States announcedtention to negotiate a Free Trade
Agreement with Malaysia. In addition to strengtimgneconomic ties with the United States’
tenth largest trade partner (the U.S. is Malays&#h largest), the agreement is also seen as
a way to strengthen political ties with a key Moshation. If it is approved, U.S. officials
estimate that trade would expand significantly fritsr2007 level of nearly $50 billion. As
most Malaysian products already enter the U.S. etatlity-free, the agreement would
expand U.S. exports by leveling the playing fi@ticking points in the negotiations have
included Malaysian procurement policies, accedddtaysia’s financial services market,
high levels of agricultural protection, intellectyaoperty rights, and labor and
environmental concerns. With so many issues t@belved, negotiations stalled in 2007 but
were resumed in early 2008 with the goal of conphebefore 2009.

Other Agreementsin the Ada-Pacific Region

U.S.—Australia Free Trade Agreement

The U.S.—Australia Free Trade Agreement entereddfiect in January 2005. This was the
first FTA between the United States and a devel@oeahtry since the U.S.—Canada Free
Trade Agreement in 1988. The agreement elimine@gse®cent of tariffs on U.S. manufac-
tured goods exports. (Manufactured goods accourigercent of all U.S. exports to
Australia.) Some import restrictions remain forsgwe farm products such as sugar.

Negotiations were less contentious than for otliatdval FTAs. A coalition of trade unions
and other groups opposed the agreement, as dididangsharmaceutical companies (due to
Australia’s Pharmaceutical Benefits Scheme.) labtllal property rights, especially related
to computer and television piracy, were also ames# recent study found that 31 percent of
software in Australia is pirated. Australia actecitidress this issue by passing legislation in
August 2004. The agreement also addressed specifeerns of U.S. agricultural producers.

Whether the agreement produces a significant expans trade remains to be seen. In 2004,
Australia ranked number 14 among U.S. export mar&etl number 30 as a source of
imports into the United States. As of the end @&t had retained its export market rank,
even though U.S. exports to Australia grew mor/sidhan did overall exports, but its rank
as a source of imports fell back to 37. Imports $dsled to keep pace with overall U.S.
imports, growing by 9 percent over the two yeaiquermuch less than the 26 percent growth
in overall U.S. imports. Two years is probably sbmrt a time frame for the agreement to
show major results, but it is surprising that tradse grown so modestly to date.
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The agreement presents particular opportunitieBéyr Area companies, as Australia is a
major market for computers and electronic equipmammicals; wood and paper products;
and oil and gas equipment.

U.S.—Korea Free Trade Agreement

The U.S.—Korea Free Trade Agreement, concludegml 2007 after ten months of nego-
tiation, will eliminate tariffs on nearly 95 perdesf product categories traded between the
two countries within three years of its start d&teoul has agreed to phase out its 40 percent
tariff on U.S. beef over 15 years and remove pe&ent duty on cars. Financial services
would also benefit, as U.S. banking, securitiemdirinsurers and asset managers would be
able to acquire or establish financial institutiom&orea, open branches, and provide cross-
border services.

In 2007, the United States exported $34.7 billlog@ods to Korea, making it the seventh
largest destination for U.S. goods. In the same, y&area was also the seventh largest source
of U.S. imports, at $47.5 billion. The agreemergasticularly significant, as it is one of the
few free trade agreements the U.S. has negotiatbdawnajor global economy.

Korean farmers and auto workers, fearful of U.Shants, have opposed the agreement. In the
U.S., opposition—Iled by Ford and Chrysler, but@d (which has equity in Daewoo)—has
focused on alleged Korean non-tariff barriers dn@dffectiveness of U.S. access to Korea'’s
automobile market. The agreement has not been #eldrto Congress—for political reasons
similar to those faced by the Colombia agreemembugh Trade Promotion Authority has
expired, because the FTA was concluded in AprilZ2@0will be voted on under TPA rules.

Pacific 4 — Singapore, Chile, New Zealand, Brunei

In February 2008, President Bush announced thatitited States would join negotiations
already underway between Singapore, Chile, Newatebhnd Brunei for an agreement on
investment and financial services. While the Ul&aaly has FTAs with Singapore and
Chile, it is seeking additional opportunities ftnustured economic engagement in Asia.
This stems in part from concerns that countrighénAsia-Pacific region could one day
move toward a regional trading arrangement thallees the United States.

Middle Eag and Africa

Trade liberalization with countries in the MiddladE started in 1985 with the implementation
of the U.S.—Israel Free Trade Agreement, the ffilateral FTA with any country. This was
followed in 2000 by the U.S.—Jordan Free Trade @grent, which eliminates tariff and non-
tariff barriers to trade in nearly all industriadafs and agricultural products by 2010. As part
of its strategy to promote growth and stabilityhe Middle East, the Bush Administration
subsequently proposed the establishment of a Migdgt Free Trade Area (MEFTA) in
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May 2003, with completion targeted for 2013. Initidd to the bilateral FTAs described
below, the United States and the United Arab Em&@UAE) have been negotiating an FTA
since March 2005. The U.S. has also expressecegttir negotiating a Free Trade
Agreement with Oman.

U.S.—Morocco Free Trade Agreement

The U.S.—Morocco FTA was approved by CongressIinZ04. In addition to boosting
trade and investment, the agreement was desigrisagier Morocco’s position as a
moderate Arab state. In 2006, the United Statesrésq $875 million worth of products to
Morocco, with a modest two-way trade flow approagt$l.4 billion; in that same year, the
United States enjoyed a $354 million surplus. Bhigplus is nearly four times the surplus of
$94 million in 2003, the year before the agreemmsnit into force. Sensitive issues in the
negotiations included the opening of Morocco’s stk U.S. wheat, rules of origin in the
U.S. for Morocco’s textile exports, and drug prices

More than 95 percent of bilateral trade in consuamat industrial products is now tariff-free,
with all tariffs scheduled to be eliminated witlmime years. The agreement covers all agri-
cultural products (benefiting California), and ofearticularly good opportunities for the
sale of U.S. consumer products. Because Morocayemjuty-free exports to the EU, it also
offers a platform for access to both European afnitan markets.

U.S.—Bahrain Free Trade Agreement

A U.S. FTA with Bahrain, a strategic ally in ther§lan Gulf, was signed in September 2004
and went into effect in August 2006.

U.S.—Southern Africa Free Trade Agreement

The United States and the five members (Botswaesgtho, Namibia, Swaziland, and South
Africa) of the Southern African Customs Union (SAdBunched negotiations in January
2003 aimed at concluding a Free Trade Agreemethdgnd of 2004. The SACU region is
the United States’ largest market in sub-Saharaicaifand this would be the first U.S. Free
Trade Agreement in the region. The talks have fedws technical barriers to trade, includ-
ing issues on agriculture, rules of origin, textiend apparel, and customs. Negotiations over
issues of particular importance to the U.S., sichnharket access, investment, government
procurement and intellectual property rights, hiagen difficult, however. As an interim step,
the U.S. and the Southern African Customs Unionesiga more modest Trade, Investment
and Development Cooperation Agreement (TIDCA) ily 2008.

A Trade and Investment Framework Agreement (TIFA¥w&lso signed in July 2008 between
the U.S. and the East African Community (Burundénila, Rwanda, Tanzania and Uganda).
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Even as FTA talks continue, the African Growth &mportunity Act (AGOA), signed by
President Clinton in 2000 and extended by PresiBlash in 2004, provides duty-free access
to U.S. markets for over 6,000 African productsirfijkeight African nations are currently
eligible for benefits.

What Proposed FTAs Mean for Bay Area Trade

The table on the next page illustrates the patieBay Area exports, across goods and for
each of the three regions that are the primarysaéWWashington’s regionatitiatives: the
Americas, ASEAN, and the Middle East & Africa. Tt@umns labeled “All” include these
three regional categories plus Australia and K¢ceantries in the Asia-Pacific Region but
outside of ASEAN). These columns do not include&anand Mexico, which—while part
of the current FTAA (Free Trade Agreement of theeticas) initiative—have their own
longstanding agreements with the United States.

In all, some 18.2 percent, or $6 billion of the Benga'’s exports are bound for countries in
these regions with which either a Free Trade Agesdraxists or is in process. Of the three
regions broken out separately in the table, ASEAddrty holds the most promise for Bay
Area exporters, as it accounts for 7 percent af &y Area exports, while neither of the
other two accounts for more than 2 percent.

Of the North American Industry Classification SyateNAICS) commodity groups, Com-
puter and Electronic Product Manufacturing is fad away the region’s largest export cate-
gory, accounting for 60 percent of all Bay Area@tp. With few exceptions, these products
are the largest export commodity to each of thentaes and regions discussed above. Where
Computer and Electronic Product Manufacturing isthe largest export category, either
Miscellaneous Manufacturing (Israel), Chemical Maturing (Bahrain), or Petroleum and
Coal Products (Guatemala, Chile, and Panama) ararhest. Since information technology
products are already covered by the Informatiorhmelogy Agreement of 1996, which elimi-
nates barriers to exports of technology produbtsnet increase in exports that the Bay Area
can expect is relatively modest ($300—400 million).
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Bay Area Exports to Priority Regions for Trade Libe ralization
(Countries included are limited to those discusaetie preceding text as
having an agreement in place or in process.)

%
Middle Middle Share

East & Total East & of Ttl.

Description FTAA ASEAN Africa Trade FTAA ASEAN Africa  All Trade
Total 5047 | 2,3916 | 6694 | 6,252.1 | 34,373.2 1.7 7.0 1.9(18.2|100.0
Computer and Elec-

334 | tronic Product Mfg. 2634 | 1,7338 | 2871 | 3,711.7 | 20,653.2 1.3 8.4 14180/ 60.1

333 | Machinery Mfg. 423 3125 52.3 851.2 3,683.1 11 8.5 14(231| 10.7

325 | Chemical Mfg. 234 69.9 26.7 2674 | 23883 1.0 29 11(11.2] 6.9

339 | Miscellaneous Mfg. 18.9 256 | 1955 320.8 1,489.7 1.3 1.7 131(215| 43
Transportation

336 | Equipment Mfg. 3.9 38.3 436 164.9 997.1 0.4 3.8 441165| 29
Petroleum and Coal

324 | Products Mfg. 193.7 85.2 10.4 395.2 859.3 | 225 9.9 12|460| 25
Electrical Equipment,
Appliance, and

335 | Component Mfg. 6.7 47.0 13.9 162.1 840.9 0.8 5.6 16(193]| 24

311 | Food Mfg. 10.4 21.8 7.8 96.7 727.9 14 3.0 1.1(133] 2.1
Fabricated Metal

332 | Product Mfg. 6.7 15.6 5.8 80.8 573.7 1.2 2.7 10141 17

111 | Crop Production 6.5 8.7 13.1 571 506.9 1.3 1.7 26113 15
Beverage and To-

312 | bacco Product Mfg. 25 4.0 0.8 22.2 4448 0.6 0.9 02| 50| 13

331 | Primary Metal Mfg. 28 10.8 28 29.7 344.1 0.8 3.2 08| 86| 1.0
Plastics and Rubber

326 | Products Mfg. 22 42 1.2 144 158.1 14 2.7 07| 91| 05

322 | Paper Mfg. 2.1 1.7 0.5 8.0 155.6 14 11 03| 51| 05
Nonmetallic Mineral

327 | Product Mfg. 1.6 44 1.7 16.3 116.8 1.3 3.8 15(139| 03

511 | Publishing Industries 1.3 23 1.9 14.1 105.0 1.2 2.1 18(134] 03
Printing and Related

323 | Support Activities 0.4 24 1.6 16.4 86.0 0.5 28 18(19.1] 03

315 | Apparel Mfg. 1.6 0.7 14 6.7 77.6 20 0.9 1.7 87| 0.2
Furniture and Relat-

337 | ed Product Mfg. 0.9 0.8 0.4 3.8 425 2.1 1.9 1.0 90| 0.1

321 | Wood Product Mfg. 0.5 0.1 0.1 1.6 38.6 1.3 0.2 02| 41| 041
Leather and Allied

316 | Product Mfg. 1.0 0.7 0.5 5.1 324 3.2 2.1 14(156| 0.1

313 | Textile Mills 1.4 0.1 0.0 1.7 17.0 8.1 0.4 03| 99| 0.0

314 | Textile Product Mills 0.5 0.9 0.2 29 16.9 2.7 5.6 14(16.8| 0.0
Fishing, Hunting and

114 | Trapping 0.1 0.1 0.0 0.6 6.3 1.1 0.8 03| 91| 0.0

112 | Animal Production 0.0 0.0 0.1 0.3 55 0.2 0.0 15| 6.0| 0.0
Mining (except Ol

212 | and Gas) 0.0 0.1 0.1 0.4 54 0.4 1.6 111 69| 0.0
Forestry and

113 | Logging 0.0 0.0 0.0 0.0 0.2 15 1.8 05| 73| 00

Source: WISERTrade, with final calculations by Bea&conomics
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4

International Trade
In the San Francisco Bay Area

As a long-term trend, major Bay Area companies s€@range of industries are deriving an
ever-larger share of their revenues from globaksal

Data from the U.S. Bureau of Economic Analysis drel@ensus Bureau suggests that
exports of manufactured goods support more tharD@8Jobs in California, including
1in 3 jobs in the computer and electronics sedtam,4 jobs in transportation equipment
manufacturing, and 2 in 9 jobs related to fabrigatetal products. In all, this accounts for 1 of
every 18 private sector jobs. Nearly 59,000 Catlifobusinesses sell their products overseas.

Bay Area Export Profile

Bay Area exports of goods totaled nearly $48 billio 2006, accounting for over one-third
of California’s exports. The Bay Area ranks asftheth largest exporting region in the U.S.
For more detail on the five metro areas that makéha Bay Area, see Appendix .

Exports of Goods from U.S. Metropolitan Areas
Top 3 Metro Areas and Bay Area Region by Export Val  ue, 2006

Metro Area Export Value 2006

New York—Northern New Jersey—Long Island, NY-NJ-PA $66,228,887,963
Houston-Sugar Land-Baytown, TX $53,280,990,686
Los Angeles—Long Beach-Santa Ana, CA $48,718,100,044
Bay Area $47,953,704,012
San Francisco—Oakland—Fremont, CA $18,358,236,440
San Jose-Sunnyvale—Santa Clara, CA $28,171,262,113
Napa, CA $181,134,467
Santa Rosa—Petaluma, CA $986,687,568
Vallejo—Fairfield, CA $256,383,424

Source: Intl. Trade Administration, U.S. Depanitnef Commerce, Metro Exports
Note: Metro areas are those defined in Decembes BYQ@he Bureau of the Census.
These data are based on an Origin of Movement (ZIFhcode-based series and are
therefore not comparable with data based on an taM-based series.
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Bay Area Region Metro Exports Value, 2006
Percent Share of California Exports

Metro Area % Share of Export Value

San Francisco—Oakland—Fremont, CA 13.9
San Jose-Sunnyvale—Santa Clara, CA 21.3
Napa, CA 1
Santa Rosa—Petaluma, CA 7
Vallejo—Fairfield, CA 2

Source: Intl. Trade Administration, U.S. Depanitnef Commerce, Metro Exports

Nearly 20 percent of manufacturers in the regiquoetx while many others sell components
to other companies that incorporate them into @spdihe region’s exports are led by tech-
nology, including computers and electronic equiptnetecommunications equipment,
environmental technology, medical technology amddfiarmaceuticals.

Global demand for the Bay Area’s technology proslaotd services has been a driving factor
behind the region’s economic expansion for thetlastdecades and accounts for a large
share of revenue for Bay Area technology compattiahould also be noted, however, that
since 2001, California’s once preeminent status @shnology exporter has slipped. The
state’s $52 billion in technology exports in 20@8irparily from the Bay Area) was

23 percent below its 2000 peak, and while Calimmaimains the nation’s top technology
exporter, according to AeA, it has lost significgnbund to second-ranked Texas ($38.6
billion) and third-ranked Florida ($9.5 billion).

Notwithstanding the prominence of technology inrtbgion’s export profile, the Bay Area
sells a diverse range of products and servicematienally, including apparel, consumer
products, business and finance services, educsgimices, engineering, urban planning and
architectural design, processed food and wine.

Global Sales by Bay Area Companies

In our last report on international trade in the/Baea (2005), we analyzed the share of reve-
nues that leading Bay Area companies received flotmal sales, compared to revenues from
domestic sales. Fifty of the region’s best knowmpanies were reviewed, from both technol-
ogy and non-technology industries. The results glabavstrong orientation toward global mar-
kets, which in many cases outweighed domestic rerkemportance. This was not limited

to information technology (hardware and softwarelheugh it was most pronounced there—
but included biotechnology and other leading secsoch as medical devices and apparel.

For this report (2008), the Bay Area Council Ecoimmstitute revisited those companies to
see how the patterns identified in 2005 (and preshoin 2003) had changed. A comparison
found that of the 50 companies tracked, 43 saw tlwnestic sales increase, while 7 saw
their domestic sales fall. In the same period,al4 their international sales increase, while 4
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saw their international sales fall and 2 sustathedsame sales level as before. This indicates
a continuing shift of sales toward global marketijough many companies also saw strong
growth in their domestic business.

More significantly, of the companies tracked, 1% $aeir shareof revenues from domestic
markets increase relative to global markets, 29tbavghare of their revenues from interna-
tional markets increase relative to domestic marlad 5 saw the ratio of international to
domestic sales remain the same. In some casehithe/as substantial: Google’s revenue
share from global sales increased from 34 peroe#iB percent, 3Com’s from 62 percent to
69 percent, Varian Medical Systems’ from 40 pert¢ert7 percent, Yahoo's from 26 percent
to 32 percent, Cypress Semiconductor’s from 35querto 41 percent, and eBay’s from

42 percent to 48 percent.

If anything, these numbers understate the trendgsh their reporting, many companies
combine U.S. sales with sales to Canada and Mé¥mth America”), which in the fol-
lowing table are counted together as domestic s@lesy clearly indicate that Bay Area
companies are, across a broad front, increasimgititernational orientation, and that
global markets are assuming a progressively gr@afgrtance in their revenue flows and
business strategies.

2004 and 2006 Net Sales of Leading Bay Area Compani es
(Millions of Dollars)

Growth Growth

2004— 2004—
Companies Net Sales 2004 Net Sales 2006 2006 2006
uU.S. Intl. uU.S. Intl. uU.S. Intl.
Adobe Systems Incorporated $771 $896 $1,267 | $1,308 +64% +46%
(46%) | (54%) (49%) | (51%) -3
Advanced Micro Devices, Inc. $1,038| $3,963 $1,399 | $4,250 +35% +7%
(21%) | (79%) (25%) | (75%) -4
Agilent Technologies $1,586| $2,970 $1,698 | $3,275 +7% +10%
(35%) | (65%) (34%) | (66%) +1
Apple Computer, Inc. $4,893| $3,386 $11,486 | $7,829 +135% +131%
(59%) | (41%) (59%) | (41%) 0
Applied Biosystems Group $809 $932 $855| $1,056 +6% +13%
(46%) | (54%) (45%) | (55%) +1
Applied Materials, Inc. $1,337| $6,676 $1,708 | $7,459 +28% +12%
(17%) |  (83%) (19%) | (81%) %
Ariba, Inc. $160 $85 $178 $118 +11% +39%
(65%) | (35%) (60%) | (40%) +5
Autodesk, Inc. $349 $603 $515| $1009 +48% +67%

(37%) | (63%) (34%) | (66%)

(Americas) (Americas)

BEA Systems, Inc. $548 $464 $623 $577 +14% +24%
(54%) | (46%) (52%) | (48%) +2
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Companies

Net Sales 2004

Net Sales 2006

Bio-Rad Laboratories, Inc. $370 $720 $444 $830
(34%) (66%) (35%) (65%) -1
Cadence Design Systems Inc. $599 $599 $765 $719 +28% +20%
(50%) (50%) (52%) (48%) -2
Check Point Software
Technologies Inc. $226 $289 $265 $310 +17% +7%
(44%) (56%) (46%) (54%) -2
ChevronTexaco $24,451 | $29,481 $38,474 | $41,829 +57% +42%
(45%) (55%) (48%) (52%) -3
Cirrus Logic, Inc $69 $127 $71 $123 +3% -3%
(35%) (65%) (37%) (63%) -2
(Americas) (Americas)
Cisco Systems, Inc. $12,233| $9,812 $15,785 | $12,699 +29% +29%
(56%) (44%) (55%) (45%) +1
The Clorox Company $3,547 $615 $3,878 $766 +9% +25%
(85%) (15%) (84%) (16%) +1
Cypress Semiconductor
Corporation $325 $623 $310 $782 -5% +26%
(34%) (66%) (28%) (72%) +6
eBay Inc. $1,800| $1,381 $3,109 | $2,860 +64% +107%
(58%) (42%) (52%) (48%) +6
(North (North
America) America)
Electronic Arts $1,610| $1,347 $1,584 | $1,367 -2% +1%
(54%) (46%) (54%) (46%) 0
(North (North
America) America)
Fair, Isaac & Company, Inc. $554 $152 $595 $230 +7% +51%
(78%) (22%) (72%) (28%) +6
Gap Inc. $13,321| $2,946 $12,807 | $3,136 -4% +6%
(82%) (18%) (80%) (20%) +2
(North (North
America) America)
Genencor International $658 $667 $1,467 | $1,558 +123% +134%
(50%) (50%) (48%) (52%) +2
Gilead Sciences, Inc. $0.658 | $0.667 $1.47 $1.56 +123% +134%
(50%) (50%) (48%) (52%) -18
Google, Inc. $2,119| $1,070 $6,030| $4,575 +185% +328%
(66%) (34%) (57%) (43%) +9
Hewlett-Packard Company and
Subsidiaries $29,362 | $50,543 $32,244 | $59,414 +10% +18%
(37%) (63%) (35%) (65%) +2
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Companies

Net Sales 2004

Net Sales 2006

Intel Corporation $7,965 | $26,244 $7,512 | $27,870
(23%) | (77%) (21%) | (79%) +2
(North (North
America) America)
JDS Uniphase Corporation $407 $229 $736 $468 +81% +104%
(64%) | (36%) (61%) | (39%) +3
KLA-Tencor Corporation $343| $1,154 $416| $1,654 +21% +43%
(23%) | (77%) (20%) | (80%) +3
Komag Incorporated $54 $404 $20 $917 -170% +127%
(12%) | (88%) (2%) | (98%) +10
Levi Strauss & Co. and
Subsidiaries $2,278 | $1,873 $2,327 | $1,866 +2% 0%
(55%) | (45%) (55%) | (45%) 0
LSI Logic Corporation $853 $847 $957 | $1,025 +12% +21%
(50%) | (50%) (48%) | (52%) +2
National Semiconductor $421| $1,562 $429 | $1,729 +2% +11%
(21%) | (79%) (20%) | (80%) +1
Network Appliance, Inc. $619 $551 $1,123 $944 +81% +71%
(53%) | (47%) (54%) | (46%) -1
(North (North
America) America)
Novellus Systems, Inc. $312| $1,045 $464 | $1,194 +48% +14%
(23%) |  (77%) (28%) |  (72%) -5
Oracle Corporation and
PeopleSoft Inc. $4,983| $5,173 $7,652| $6,728 +54% +30%
(49%) | (51%) (53%) | (47%) -4
Palm, Inc. $573 $376 $1,203 $374 +110% 0%
(60%) |  (40%) (76%) |  (24%) -16
Plantronics, Inc. $277 $140 $484 $267 +75% +91%
(66%) | (34%) (65%) | (35%) +1
Quantum Corporation $488 $320 $559 $275 +15% -16%
(60%) | (40%) (67%) | (33%) -7
Safeway $31,463| $4,360 $34,721 | $5,463 +10% +25%
(88%) | (12%) (86%) | (14%) +2
Seagate Technology LLC $1,866 | $4,358 $2,858 | $6,348 +53% +46%
(30%) | (70%) (31%) | (69%) -1
(Americas) (Americas)
Silicon Graphics, Inc. (SGI) $548 $294 $306 $213 -79% -38%
(65%) | (35%) (59%) | (41%) +6
Solectron Corporation $3,219| $8,419 $3,272 | $7,289 +2% -16%
(28%) | (72%) (31%) | (69%) -3
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Companies Net Sales 2004 Net Sales 2006

Sun Microsystems, Inc. $4,768 | $6,417 $5,380| $7,688 +13% +20%
(43%) (57%) (41%) | (59%) +2

(North (North

America) America)
Sybase Inc. $454 $335 $474 $402 +4% +20%
(58%) (42%) (54%) | (46%) +4

(Americas) (Americas)
3Com Corporation $263 $436 $249 $546 -6% +25%
(38%) (62%) (31%) | (69%) +7
Trimble Navigation Limited $332 $337 $511 $429 +54% +27%
(50%) (50%) (54%) | (46%) -4
URS Corporation $3,588 $314 $3,845 $404 +7% +29%
(91%) (9%) (91%) (9%) 0

(North (North

America) America)
Varian Medical Systems, Inc. $621 $418 $705 $631 +14% +51%
(60%) (40%) (53%) | (47%) +7
VeriSign, Inc. $3,588 $314 $3,845 $404 +7% +29%
(91%) (9%) (91%) (9%) 0
Yahoo! Inc $2,653 $921 $4,366 | $2,059 +65% +124%
(74%) (26%) (68%) | (32%) +6

Source: 2004 and 2006 corporate annual reports

Although many large Bay Area companies operateajlpland account for the lion’s share
of trade volume, overseas markets are importamaioy small- and medium-sized Bay Area
businesses. Ninety-eight percent of exporterserS&in Francisco Metropolitan Statistical
Area (which encompasses San Francisco, Marin andvateo counties), are small- and
medium-sized companies. The comparable figure iged8ent for the San Jose MSA (Santa
Clara County), 98 percent for the Oakland MSA (Adailam and Contra Costa counties),

100 percent for the Santa Rosa MSA (Sonoma Couaty) 98 percent for the Vallejo—
Napa—Fairfield MSA (Solano and Napa counties).

Like many large companies, small- and medium-scedpanies’ orientation toward global
markets is growing. According to the Intuit FutefeéSmall Business Report (2008), cross-
border business opportunities, improvements infeldyy and reductions in the cost of
exporting will substantially increase the numbelJd®. small businesses trading globally:

m  Nearly half of U.S. small businesses will be engkigeglobal trade by 2018;

m  Social networks will fuel borderless commerce eadlitate trade, particularly
among immigrants;

m  Small business diversity, particularly among busses established by immigrant
entrepreneurs, will help increase cross-borderetead unlock new opportunities.
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In similar findings, the 2008 KPMG Mid Market Gldifaurvey of companies with
international activity in San Francisco and Sare Josls that:

m Half of the responding companies say their leadershfocused on global
expansion, and that global expansion is integréiéa growth strategy;

m 45 percent describe their global expansion eff@stsuccessful, while only
11 percent report little or no success;

®  Revenue from non-U.S. sources averages 35 peaahfjon-U.S. employees
average 29 percent

B 42 percent say that global expansion is not impgdheir U.S. employee base, and
40 percent say their U.S. employee base has exgande

B A significant majority plan to increase their glbpaesence over the next five years.

Sector Outlook

Semiconductors and Information Technology

Because most IT (Information Technology) produntorporate semiconductors, semi-
conductor sales can be taken as a bellwether fimmmation technology markets generally.

The global semiconductor market grew 15 perceatrecord $247 billion in 2006, which
was the fourth consecutive year in which semicotaiugales showed an annual increase.
Expansion was led by the Asia-Pacific region. TemBonductor Industry Association

(SIA) estimates worldwide sales at $257 billion 2007 (representing 3.8 percent growth),
and forecasts $277 billion (7.7 percent growth)Z008, and $296 billion (7 percent growth)
for 2009. This points to continued growth in globarkets for information technology prod-
ucts, but represents a slowdown compared to histlagrowth rates closer to 15 percent and
the 11 percent average annual growth rate in t6&-22006 period.

Sales of consumer products, especially in digitedlia processing, PCs and wireless technol-
ogy will continue to underpin growth in this sectésia accounted for $115 billion in semi-
conductor sales in 2006, or 46 percent of the waddket. The American market accounts
for 18 percent of the world, placing it number thia# the four major regional markets (Asia,
Japan, U.S. and Europe)—a major realignment fro8®2®&hen the American market was
the world’s largest.

Semiconductors are the second largest U.S. exp@thina. China continues to propel the
growth in Asian markets, based primarily on growtithe Chinese computer and telecom-
munications sectors. (Last year China was the vgfégtest growing semiconductor market,
its largest mobile phone market, and its secorgkkrpersonal computer market.) The Asia-
Pacific market should continue to grow faster tbrer regions and will soon almost triple
the size of the market in the U.S.
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Semiconductor Sales Regional Market Forecast
Shipments in Millions of Dollars
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Source: Semiconductor Industry Association, Sermdactor Forecast, Nov. 2007

Education

Education occupies a distinct place in the Bay Ar&ade profile. (Education provided to
foreigners is considered a service export.) Witk ohthe nation’s largest concentrations of
institutions of higher learning, the region hasagtipularly strong base with which to attract
students from around the world. Overall, the BagaAhosted 23,334 foreign students in the
2005—-2006 academic year, out of a total of 564st6@ents in the U.S. The region is home
to six of the top ten California institutions withe largest foreign student populations,
including UC Berkeley, UC Davis, and Stanford Umsity. In 2005—-2006, foreign students
brought an estimated $750 million into the regicet®nomy.

The leading countries of origin for foreign studestudying in California are: Japan

(12.1 percent), South Korea (11.2 percent), CHena percent), India (7.4 percent) and
Taiwan (7.3 percent), with the leading fields bemginess and management (17.9 percent),
engineering (14.7 percent), fine and applied &3 fercent), and math and computer
science (7.9 percent). Recently, however, educatmrsts and visa issues stemming from
post-9/11 security measures have made it moreugliffior foreign students to come here,
eroding the United States’ competitive positiomiternational education markets relative to
competitors such as the United Kingdom, Canadatralies and New Zealand.
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Food and Wine

California is the top producer and exporter of @agtural products in the nation. While Califor-
nia’s agricultural products can be found in marketsind the world, they are heavily concen-
trated in three markets—Canada, the European UarahJapan—that absorb nearly half of
the state’s exports. China (including Hong Kong) &fexico round out the top five markets.

California’s agricultural exports are as diversétesr destinations. The state’s top export
commodities are almonds, dairy products, grap#sicks and nursery products. A large
proportion of the state’s agricultural exports sing@ped through the Port of Oakland, linking
the Bay Area to the Central Valley and the comjwetitess of the state’s agricultural sector.

In addition to agricultural commodities transititigg Port, processed foods and beverages are
significant Bay Area exports.

Wine is perhaps the most distinctive agricultusgdat from the region. California is the
fourth largest wine producer in the world afterrke, Italy and Spain. Wine is now the
number one finished agricultural product in theestavith exports accounting for about

15 percent of production.

California Winery Shipments to U.S. and World Marke  ts, 2000-2007
(Millions of Gallons)
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(Includes table, champagne/sparkling, dessermeuth, other special natural,
sale and others. Excludes foreign bulk shipped &lffénia wineries.)

Source: Gomberg-Fredrikson & Associates and Wiagtute

Ninety-five percent of U.S. wine exports originateCalifornia, primarily from the Bay Area.
Wine exports grew 4 percent in volume in 2006, dagbercent in 2007. Measured by value,
wine exports increased 30 percent in 2006 (to $8ifln), and 12 percent in 2007 (to $951
million), with sales in 133 countries. The Europ&émon is the leading market for U.S.
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wine, with total sales of $474 million in 2007. ®tHeading markets include Canada ($234
million), Japan ($63 million), Switzerland ($26 hah), and Mexico ($24 million). Global
wine shipments from California have grown 77% ifuesover the last decade.

U.S. Wine Exports, 20002007
(Millions of Dollars)
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Source: Wine Institute

U.S. Wine Export Markets, Value and Volume
Year to Date, Jan.—Dec., 2007 and 2006

Value Variance Volume Variance
(Thousands of Dollars) '07 v'06 (Thousands of Liters) '07 v'06
Partner Country
Ranked by 2007 Value 2007 2006 Percent 2007 2006 Percent
European Union Total  |$474,359 |$486,980 (2.6%) 262,9 27 245,708 7.0%
Canada $234,408 | $190,478 23.1% 80,482 74,364 8.2%
Japan $63,205 $72,564 (12.9%) 29,156 28,220 3.3%
Switzerland $26,127 $14,490 80.3% 8,546 5,465 56.4%
Mexico $23,822 $17,440 36.6% 13,334 9,632 38.4%
Korea, South $18,059 $11,258 60.4% 6,792 4,332 56.8%
China $16,162 $9,286 74.0% 5,694 3,474 63.9%
Singapore $8,755 $5,830 50.2% 3,375 2,655 27.1%
Taiwan $7,768 $7,316 6.2% 2,983 3,489 (14.5%)
Hong Kong $7,495 $5,590 34.1% 3,867 3,086 25.3%
Other Countries $70,608 $54,386 29.8% 36,020 24,051 49.8%
World Total $950,768 | $875,618 8.6% 453,176 404,476 12.0%

Source: Wine Institute using data from the U.S.t@gCommerce, STAT-USA,
© California Wine Export Program
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Bay Area ports and airports are among the largaghe nation and serve as major gateways
for trade. As volumes grow, the region’s infrasture will be challenged to keep up.

San Francisco Customs District Export and Import Vo lumes
(Billions of Dollars)

2002 2003 2004 2005 2006 2007
Exports 35.1 33.1 38.2 36.6 41.4 43.3
Imports 44.5 46.5 55.4 62.4 69.7 68.9

Source: WISER, with final calculations by Bea&onomics
Customs District data tracks goods transiting negliorade gateways, including
imports destined for other regions, and exportgimating outside the region.

n 2006, nearly one-fifth (19.5 percent) of U.Sd&aby all modes, flowed through a
California international gateway. Imports accourftad/4 percent of shipping through
California by all modes. For exports, air cargogaits) played a more important role than

goods shipped by sea (ports)—$71.6 billion comp&wegb9.2 billion.

While trade volumes are increasing, the share 8f Wade passing through California’s
gateways has fallen significantly. Both ports amgats have been losing market share.

A major factor behind this is the growing trendsbfppers to choose all-sea routes directly
from Asia to Gulf and East Coast ports, avoidinggmsted California ports and trans-
shipment across the U.S. Since 1991, the all-vghtare of transpacific imports has grown
from 16.8 percent to 23 percent.

Airports

In 2006, California’s airports handled 19.8 peragfitiotal U.S. airborne trade by value, led
by Los Angeles International Airport (LAX) and SErancisco International Airport (SFO).
This doesn't include the massive role that airpplay in supporting service exports such as
business consulting, education and tourism.

The San Francisco (SFO), Oakland (OAK) and San @3¥g) international airports together
handle more than 55 million passengers annuall2006, nearly 34 million passengers

39



International Trade and the Bay Area Economy

passed through SFO’s terminals alone. While adlélairports play critical roles in the
region’s transportation networks, SFO is the Bagas primary portal for international
traffic, with nonstop links to more than 30 intetinaal cities on 35 international carriers.

SFO is the fourth largest airport in the natioralnycargo value, OAK ranks eighteenth,

while SJC does not currently handle significangoarolumes. The volume of domestic and
international cargo handled by the region’s threéernational airports (1.3 million metric

tons in 2006) is forecast to increase sharply betwew and 2020. While some cargo moves
in dedicated cargo aircraft, most internationaibneis carried in the bellies of wide-bodied
commercial aircratft.

California airports handle trade with a signifidgritigher value per kilogram than other

U.S. airports. San Francisco International, inipaldr, has a value-to-weight ratio more than
twice that of most airports in the country. Gooldpped through SFO are dominated by high
technology products such as integrated circuitgelst shipped to or from Silicon Valley,

with Japan, South Korea and Taiwan being the pymaarkets. International cargo (freight
and mail) accounts for more than half of the angoavzolume handled by SFO. International
volume grew 0.7 percent in 2006 (down from 3.2 petgrowth in 2005).

While international cargo values at OAK are muclalsen than those at SFO, OAK handled
more total cargo by weight in 2006 (663,000 metrits) than SFO (593,000 metric tons),
with domestic air cargo accounting for the greéteel overall. (OAK is the principal airport
used by FedEx and UPS in the region.) Like SFOpexgghrough Oakland are led by
integrated circuits, which account for more thalf tiee total value; other top exports are
computer and office equipment, measuring and cbintyalevices, and medical instruments
and supplies.

Ports

Marine ports are major gateways for the surfaggmhg of commodities and manufactured
goods. More than 50 percent of U.S. containeriraifi¢ flows through West Coast ports
(California, Oregon and Washington), and 36 peroéail containerized shipping flows
through California’s three major ports, reflectogr@wing trade with Asia. The Port of
Oakland, the nation’s fourth largest containerliigcihandles 9.2 percent of West Coast
container volume, second to Los Angeles and LoracBewhich together handle

60.4 percent.

Bay Area ports handle a diverse range of prodir#gwood City focuses primarily on
construction materials, while Richmond and Benf@adle petroleum products, sugar

and automobiles. The Port of Oakland, however, dates containerized cargo, handling
99 percent of the containerized cargo passing girdlorthern California. Revenue tonnage
at the Port of Oakland grew 3 percent in 2007 amdainer volume grew 3.3 percent,
slowing from the 3.4 percent and 5.3 percent grawatés achieved in 2006 and the

13.3 percent and 11 percent levels of 2005.
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Revenue Tonnage, Northern California Ports, 2007

Total Revenue Tonnage Containers
% of [ % Chg from % of % Chg
Total Coast 2006 Total (TEUs) | Coast | from 2006
San Francisco 1,195,738 0.3 -5.6 1 0.1 -98.1
Redwood City 654,742 0.2 -29.5 - -
Oakland 29,448,686 8 3 1,681,259 10.5 3.3
Richmond 1,067,668 0.3 7.3 - -
Crockett 701,860 0.2 6.5 - -
Benicia 2,193,609 0.6 46.3 - -
Port Chicago 5,253 <0.1 -76.9 245 <0.1 -76.8
Pittsburg 520,037 0.1 -2.4 - -
Stockton 2,411,663 0.7 -29.3 - -
West Sacramento 512,924 0.1 9.2 14 <0.1 75
Eureka 205,224 0.1 -28.3 - -
Area Total 38,917,404 10.6 0.6 1,681,519 10.5 3.2
General Cargo Automobiles and Trucks
% of [ % Chg from % of % Chg
Total Coast 2006 Total Coast | from 2006
San Francisco 166,158 1.7 -32 - -
Redwood City - - - -
Oakland 36,397 0.4 -28.5 830,886 3.3 -4.5
Richmond - - 1,013,128 4 1.8
Crockett - - - -
Benicia 7,757 0.1 1996.5 2,116,751 8.4 50.4
Port Chicago 744 <0.1 -84.3 344 <0.1 100
Pittsburg - - - -
Stockton 408,556 4.2 -12.3 - -
West Sacramento 245,699 2.5 -38.9 - -
Eureka 145,641 1.5 -6.7 - -
Area Total 1,010,952 10.3 -23.7 3,961,109 15.7 21
Bulk Cargo Lumber and Logs
% of %Chg from % of % Chg
Total Coast 2006 Total Coast from 2006
San Francisco 1,029,345 1.7 1.1 218 <0.1 -93.9
Redwood City 654,742 1.1 -29.5 - -
Oakland - - -
Richmond 54,540 0.1 100 -
Crockett 701,860 1.2 6.5 - -
Benicia 69,101 0.1 -24.9 -
Port Chicago - - -
Pittsburg 520,037 0.9 -2.4 - -
Stockton 2,001,284 3.3 -32.1 1,823 0.1 41.1
West Sacramento 266,987 0.4 362.2 - -100
Eureka 7,400 <0.1 -82 52,183 3.8 -41.3
Area Total 5,305,296 8.8 -155 54,224 3.9 -47.5

Source: Pacific Maritime Association, 2007 Annuabpiart
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Three quarters (77 percent) of the total cargoipgglrough the Port of Oakland moves to
and from Asia (principally China, Taiwan, Koreapda and Hong Kong.) In September
2006, the Port recognized the growing importanc€loha as an import and export partner
by opening an office in Shanghai.

Agricultural commodities, including fruits, vegetas, rice, still wine and cotton, account for
a large share of the exports transiting the Parking Oakland a critical export gateway for
the products of the Central Valley. Wastepapersaondp metal are also significant exports.

Anticipating further growth, the Port of Oaklandsh&cently opened two new terminals with
state-of-the-art cranes that can handle in exde38 containers per hour. In August 2006,
the Port finalized its development program to contree 388 acres of the decommissioned
Oakland Army Base into useable facilities for tlwetR maritime operations.

One of the Port’s key goals has been to dreddeitsors, approach channel, berths and
turning basin to a draft of -50 feet, to accommedht latest generation of 8,000 TEU
(twenty-foot equivalent unit) vessels. This projglebuld be substantially completed by June
2009. Increasing channel depth and port capacityi@ical, as more than 120 ships in the
6,000-9,000 TEU range are currently on order wadéwMany of those ships will call at
California and Bay Area ports.

Based on activity at the Port of Oakland, adjaeeeas of the Central Valley (Stockton,
Tracy, Lathrop) are developing as commercial waushng and distribution centers, bringing
much-needed jobs to the area.

California ports serve national as well as stateragional markets, handling more than

30 percent of the total value of U.S. maritime &aahd more than half of the total value of
waterborne merchandise trade. Seaborne importsAsiaare shipped primarily through
California ports to the Rocky Mountain states, Midwest and the East Coast, and
California ports are also the primary handlersxgfogts to Asia. Oakland competes for this
business with the ports of Los Angeles and LongcBend, to a lesser degree, with the ports
of Seattle and Vancouver and newly developed poisitish Columbia and Mexico.

In recent years, congested conditions at Southalifo@hia ports have created an opportunity
for Oakland—which still has unused capacity—to oepadditional traffic, including visits

by ships making Oakland their first port of calMdst ships arriving in California currently
make Los Angeles/Long Beach their first port of,cahd continue on to Oakland.) Despite
this additional traffic, and despite increased aomr activity every year since 2001, the Port
of Oakland has recently lost market share to difiest Coast ports (falling from 13.1 percent
in 2002 to 9.2 percent in 2006).

Goods Movement Issues

International trade is the fastest-growing compowémnegional goods movement, and
containerized cargo is the fastest growing segmientarine commerce, with volume
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expected to double in the next 15 years and tiiplee next 20. This places a growing
burden on regional transportation infrastructure.

The infrastructure that moves freight is importaoit only to international trade but also to
regional mobility, as trucks account for a growirajume of traffic on Bay Area roads and
bridges. In December 2004, the Metropolitan Trarspion Commission released a report,
Regional Goods Movement Study for the San Fran&@sgoArea which identified issues

and strategies for more effectively incorporatimgds movement (freight) into regional
transportation planning, an issue that had long Imeglected. Among the subjects discussed
in that report are long-term capacity at ports ainglorts, improvements in the region’s road
and rail transportation systems, and future infuestire investment strategies.

More recently, the Port of Oakland played a keg moldeveloping a northern California
consensus vision for improving goods movement stfueture. Supported by over 19 local and
regional transportation planning agencies, thi®risecognizes two primary goods movement
corridors in need of improvement. The Central Clamriextends from the Port of Oakland,
along Interstate 80 and transcontinental rail saakd over Donner Pass in the Sierra Nevada
mountains. While truck traffic in this corridorimportant, it is transcontinental railroad traffic
that largely defines the corridor. The Altamont I@twr extends from the Port of Oakland, over
the Altamont Pass, and into the San Joaquin Valleig corridor, serving relatively shorter
trips (including time-sensitive agricultural prodkic is dominated by truck traffic. In both the
Central and Altamont corridors, infrastructure caaiats limit throughput and reliability,

which in turn constrains the ability of the Porse&rve cargo growth.

Specific regional issues include:
m the impact of highway congestion on goods moveroest and reliability;

B competition between freight and passengers fotiegisailway capacity, and the
bottlenecks caused by at-grade rail crossings;

® improvement of railbeds and expansion of railwayels over the Sierras, to permit
the double-stacking of containers bound for Roclguktain, Midwest and East
Coast destinations;

B peak-period truck congestion and bottlenecks ircegpacity in and out of the Port;

B environmental impacts caused by truck and shipsaris in neighborhoods adjacent
to Port facilities;

B the potential for a cross-bay water transportagiggiem linking the region’s major
international air cargo facility (SFO) and its maglomestic air cargo facility (OAK),
bypassing congested bridges;

B long-run capacity at SFO and other regional aigomrhandle growing air traffic volume;

m Loss of industrial land due to competition fromhegvalue uses.
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Congestion is a particular concern for ports angoais, impacting both traffic in general

and the reliability of trip times for shippers. $h$ the case not just at the ports and airports
themselves, but also outside the gates, as trdokneoincreases. Trucks carry more than

80 percent of the region’s freight, with most tripternal to the region. In coming years,

the annual number of vehicle miles traveled byksuwithin the region is projected to grow
dramatically. The environmental impact of goods ement—primarily emissions from

ships and diesel particle emissions from trucks—dmsrged as a significant issue,
particularly for neighborhoods adjacent to porilites.

The State of California estimates that a total4¥ $illion in new investment in transporta-
tion infrastructure is needed to meet statewidelganovement requirements, including envi-
ronmental goals. Estimates by the California Bussnh&ransportation and Housing Agency
in its Goods Movement Action Plauggest that $2-5 billion will be needed for eipiss
reduction projects alone, but an updated estimdtyoiine California Air Resources Board
(CARB) projects that $6—10 billion will be requirdd its 2006 reporEmission Reduction
Plan for Ports and Goods Movement in Califorriae California Environmental Protection
Agency estimates that if implemented through 2028, level of investment ($6—10 billion)
would forestall $34—47 billion worth of emissionated health problems in the state. Envi-
ronmental projects are included in the $3.1 billdiocation for goods movement investment
from bonds approved by California voters in 2006.
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A number of important issues emerge from today&mational trade environment:

B The number of Free Trade Agreements around thewddw of which involve the
United States—is growing rapidly. Well-structuredional and bilateral agreements
can increase employment and open new opportufati€3alifornia and Bay Area
companies. Economies that are open to internaticadg and investment have been
shown to have higher standards of living and delwere benefits to their citizens than
economies that sustain high trade and investmernietsa The recent approval of the
U.S.—Peru Free Trade Agreement with bipartisanrassipnal support suggests that
formulas can be found to overcome historical déifees over labor and environmental
standards. Approval of new Free Trade Agreemerspsrtant to the competitiveness
of U.S., California and Bay Area companies anddhs they generate.

®  Since a comprehensive WTO agreement that reducesrbdo trade in all 151
participating countries is ultimately a more effeetvehicle for trade liberalization
than a patchwork of hundreds of smaller agreemémssshould be the United
States’ top priority. Regional, state and businesaders should support a successful
conclusion to the Doha Round and engage with féteaaders on how a Doha Round
accord will specifically impact California. The Bayea, with its knowledge-based
economy, will be a prime beneficiary of improvedrsiards for and enforcement of
intellectual property rights. Large domestic adtimal subsidies, few of which
benefit California, are a major barrier to globgteement and should be opposed
by California legislators.

m  Even as globalization ties people and economie iiosely together, interest
groups are pushing back. Protectionism remain®lalgm for trade agreements in
general, and for U.S. efforts to benefit consunaerd the economy by reducing
domestic subsidies and increasing competition.cAtfh globalization has benefited
consumers and the economy as a whole, the beasditsot evenly distributed and
anxiety about job security is making trade and stweent increasingly vulnerable to
politicization. Because of the region’s deep engagd with, and its dependence on,
the global economy, Bay Area government and busileeslers should be forceful
advocates for open markets and trade expansion.
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m California members of Congress and business ancydehders should promote free

trade in environmental technologies and servicés;lware becoming a significant
component of the Bay Area economy and contributedgor policy objectives such
as increased energy security and mitigating clirnhgage.

As China’s role in global trade increases, contihfietion is likely on a range of
issues, from intellectual property to currency adilon and the implementation of
China’'s WTO commitments. With its orientation todasia, and China in particu-
lar, the Bay Area has a strong interest in sedingd issues managed effectively.
Unilateral moves to restrict Chinese imports—faamyple, in retaliation for alleged
currency manipulation—will do more harm than good.

Tighter policies on visas for foreign students aoentists instituted since 9/11
have adversely affected the attractiveness of @ald and the U.S. as a destination.
Business travelers and tourists are also impaktedB visas are in short supply, and
gualified foreign graduates of U.S. universitiessinwait as long as five years when
applying for a green card. This erodes our competiess, as the U.S. is turning
away the global talent on which the Bay Area’s tetbgy-led economy depends.
Ironically, the inability to attract and retain djfiad talent, domestic or foreign, is
adding to pressures on U.S. companies to moveitgabifshore. Members of Con-
gress should separate the need for highly edueatidders from the general debate
over illegal immigration, increase the availabildlyH-1B visas, allow spouses of
H-1B visa holders to work, and develop new politlest offer accelerated access to
green cards for overseas students who graduateUr&muniversities with advanced
degrees in priority disciplines. Legislation propddy Rep. Zoe Lofgren (D-Silicon
Valley) in the spring of 2008 addresses the greed rssue.

Efficient trade and transportation infrastructuri# e increasingly important to
California and the Bay Area as trade volumes gtéew infrastructure is managed
also has growing significance for Bay Area residentgeneral, as ports and airports
increase their capacity, trucks compete with carspace on Bay Area roadways,
and environmental issues adjacent to ports recavweattention. Trade (goods
movement) infrastructure should therefore be arpyion both regional and state
transportation planning, and should receive a consongate share of transportation
funding. To ensure that the Port of Oakland remaampetitive with Southern
California ports and with new port capacity beiryeloped in Mexico and Canada,
it is particularly important that investment ingmity projects be implemented in the
Altamont and Central corridors linking the Portdkland with major national
markets and distribution centers, to enable th¢ 8@ccommodate future cargo
growth. New consideration should also be giverh&odpportunities presented by
public-private partnerships to attract private fice. and build and operate goods
movement infrastructure.



Policy Issues

m  Government trade services also need attentione3lmecinternational trade and
investment programs of the California Technologyde and Commerce Agency
were closed in the state budget crisis of 2003f@aia has largely lost the institu-
tional capacity to support its companies overskaBebruary 2008, the state’s Busi-
ness, Transportation and Housing Agency produgegat on California’s role in
the global economy that included recommendationtidav state government could
play a stronger role in supporting California comiga abroad and work more effec-
tively to attract foreign investment. (To accessitgport, see http://www.bth.ca.gov.)
The report’s recommendations should be implemeasesiviftly as possible.

The depth of California’s and the Bay Area’s engaget in the international economy is
accelerating. While the adjustments to globalizatimay prove difficult, given its strong
export profile, the global nature of many of itsrgEanies, and the important role that foreign
investment plays in the Bay Area, the region stdods a prime beneficiary of trade growth.
For that to occur, a global perspective must becomee deeply embedded in business
strategies and in national, state and regional@odanand infrastructure planning.
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Appendices

Appendix |
U.S. Trade Patterns

U.S. Top Manufactured Exports by Dollar Value, 2007

Fabricated Metal Other
Products (NESOI) 12.05%
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Electrical Equip-
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Transportation
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3.75%
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3.87% 18.47%
Primary Metal
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Commodities Machinery, Except Electrical
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U.S. Top Export Markets by Dollar Value, 2007
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United Kingdom 4.33%

Germany 4.27%

Source: WISER, with final calculations by Bea&wonomics
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U.S. International Trade in Goods and S
Balance of Payments Basis
(Billion of Dollars)

Economy

ervices,

Exports Imports Trade Balance
Year Goods Services Total Goods Services Total Goods Services
1998 | 933.17| 670.42 262.76| 1099.31| 918.64 180.68 | -166.14 | -248.22 82.08
1999 | 965.88| 683.97 281.92| 1230.97 | 1031.78 199.19( -265.09 | -347.82 82.73
2000 | 1070.60| 771.99 298.60 | 1450.43| 1226.68 223.75| -379.84 | -454.69 74.86
2001 | 1004.90| 718.71 286.18 | 1370.02 | 1148.23 221.79]| -365.13 | -429.52 64.39
2002 | 974.72| 682.42 292.30| 1398.45| 1167.38 231.07 | -423.73 | -484.96 61.23
2003 | 1017.76| 713.42 304.34 | 1514.67 | 1264.31 250.37| -496.92 | -550.89 53.98
2004 | 1160.59| 807.52 353.07 | 1768.32 | 1477.09 291.22| -607.73 | -669.58 61.85
2005 | 1283.75| 894.63 389.12| 1995.32 | 1681.78 313.54| -711.57 | -787.15 75.58
2006 | 1457.02 | 1023.11 433.91 | 2210.30| 1861.38 348.92 | -753.28 | -838.27 84.99
2007 | 1645.73| 1148.48 497.25 | 2345.98 | 1967.85 378.13| -700.26 | -819.37 119.12

Source: U.S. Department of Commerce,
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and Economic Analysis, 2007.

U.S. Manufactured Exports, 2007

(Millions of Dollars)

Product description Dollar Value

Total for all Industries 1,019,377.33
Transportation Equipment 215,305.75
Computer And Electronic Products 188,325.43
Chemicals 151,115.12
Machinery (Except Electrical) 131,250.72
Primary Metal Manufacturing 48,200.71
Miscellaneous Manufactured Commodities 52,410.77
Petroleum And Coal Products 31,177.13
Food And Kindred Products 39,424.82
Electrical Equipment, Appliances, And Component 38,260.90
Fabricated Metal Products 32,213.87

Source: WISERTrade, 2007

Internationatle Administration, Office of Trade



Appendix I

California Trade Patterns

U.S. Exports to All Countries, By State, 2005-2007

In Rank Order by 2007 Value (in U.S. Dollars)

Percent Percent
Change Change

Export Value

Export Value Export Value

2005

2006 2007  2005-06 2006-07

All States 904,379,818,171 |1,037,142,972,794 | 1,162,708,293,437 14.7 12.1
Texas 128,761,036,151 | 150,888,054,964 | 168,164,440,482 17.2 11.5
California 116,818,585,165 127,746,135,340 | 134,151,760,591 9.4 5.0
New York 50,492,176,404 57,369,299,166 69,333,647,127 13.6 20.9
Washington 37,948,360,874 53,074,909,007 66,258,480,342 39.9 24.8
lllinois 35,868,406,183 42,084,595,133 48,730,156,421 17.3 15.8
Florida 33,377,054,012 38,544,528,174 44,831,678,558 15.5 16.3
New Jersey 21,080,304,895 27,001,734,586 30,462,503,875 28.1 12.8
Louisiana 19,231,807,078 23,503,359,105 30,374,690,456 22.2 29.2
Pennsylvania | 22,270,841,318 26,333,930,898 29,126,894,132 18.2 10.6

Source: U.S. Department of Commerce data, compyedaurice Kogon, El Camino
College Center for International Trade Development

California Goods Exports by Region and Top Countrie

s, 2007

1997-2007
2006-2007 Average Annual
2007 Level 2007 Share Growth Growth Rate
Region ($ Millions) (Percent) (Percent) (Percent)
Asia 59,253 44.2 10.1 5.7
NAFTA partners 34,466 25.7 9.4 4.7
Europe 30,262 22.6 6.0 -0.8
Latin America and Caribbean 5,760 4.3 7.5 18.9
Africa 984 0.7 35.6 5.2
Top 15 Export Destinations
Mexico 18,343 13.7 10.9 5.7
Canada 16,123 12.0 3.6 4.7
Japan 13,452 10.0 7.4 -0.8
China (Mainland) 10,567 7.9 27.0 18.9
Korea, Republic Of 7,410 55 11.1 5.2
Germany 5,560 4.1 4.7 5.0
China (Taiwan) 5,786 4.3 0.7 15
United Kingdom 5,217 3.9 -1.6 1.1
Hong Kong 4,919 3.7 21.8 3.4
Netherlands 4,077 3.0 11.6 3.6
Singapore 4,284 3.2 6.4 -1.1
Australia 2,821 2.1 -9.5 2.8
France 2,718 2.0 14.1 3.8
Belgium 2,026 15 29.4 6.9
Brazil 2,034 15 7.2 8.9
All countries 134,152 100.0 5.0 3.6

Note: Sum of individual country figures may notiaregion totals because of rounding.
Source: WISER, with final calculations by Beacao&omics
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California Goods Export Destinations by Share, 2007

Export Share (Percent) Rank
Country California Rest of U.S.  Difference California Rest of U.S.
Mexico 13.7 11.7 1.9 1 2
Canada 12.0 21.4 -9.3 2 1
Japan 10.0 54 4.6 3 4
China (Mainland) 7.9 5.6 2.3 4 3
Korea, Republic Of 55 3.0 25 5 8
Germany 4.1 4.3 -0.1 6 6
China (Taiwan) 4.3 2.3 2.0 7 12
United Kingdom 3.9 4.3 -0.4 8 5
Hong Kong 3.7 1.7 1.9 9 16
Netherlands 3.0 2.8 0.2 10 7
Singapore 3.2 2.3 0.9 11 9
Australia 2.1 1.7 0.5 12 15
France 2.0 2.4 -0.3 13 13
Belgium 1.5 2.2 -0.7 14 10
Brazil 15 2.1 -0.6 15 11
Note: Difference column may vary due to rounding.
Source: WISER, with final calculations by Beacao&omics
Exports from California’s Top Goods Export Sectors, 2007
1997-2007
2006—2007 Average Annual
2007 2007 Share Growth Growth Rate
($ Millions) (Percent)  (Percent) (Percent)
Computer And Electronic Products 43,710.0 32.6 -1.9 0.1
Machinery, Except Electrical 14,455.0 10.8 -2.8 6.2
Transportation Equipment 13,748.0 10.2 1.9 4.7
Chemicals 10,430.0 7.8 20.0 9.8
Miscellaneous Manufactured
Commodities 8,493.0 6.3 15.1 9.0
Agricultural Products 6,726.0 5.0 5.2 7.1
Food And Kindred Products 5,960.0 4.4 14.1 6.2
Electrical Equipment, Appliances,
And Components 4.660.0 35 4.7 5.1
Waste And Scrap 4.550.0 3.4 34.6 21.9
Fabricated Metal Products (NESOI) 3,652.0 2.7 2.6 7.8
All sectors 134,152.0 100.0 5.0 3.6

Note: Sector rankings exclude the miscellaneousufis&tured products, goods with
special classification provisions, and waste amdfsc

Source: WISER, with final calculations by Beacao&omics
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Share of Exports for Top 10 Goods Exporting Sectors , 2007

California Rest of U.S.

Sector (Percent) (Percent)
Computer And Electronic Products 32.6 16.2
Machinery, Except Electrical 10.8 11.3
Transportation Equipment 10.2 185
Chemicals 7.8 13.0
Miscellaneous Manufactured Commodities 6.3 4.5
Agricultural Products 5.0 4.1
Food And Kindred Products 4.4 3.4
Electrical Equipment, Appliances, And Components 3.5 3.3
Waste And Scrap 3.4 2.0
Fabricated Metal Products (NESOI) 2.7 2.8
Total 86.7 79.1

Note: Sector rankings exclude the miscellanepasufactured products,
goods with special classification provisions, arabte and scrap.

Source: WISER, with final calculations by Bead&wonomics

Exports from California Metropolitan Areas for the First Half of 2007
(Billions of Dollars)

nento-Arden-Arcade-Roseville

S
;;‘?)%"s sco-Oakland-Fremont

Los Angeles-Long Beach-Santa Ar?a
$26.0

Source: International Trade Administration &uwteau of the Census,
Foreign Trade Division: Metropolitan Export Series
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Exports to California’s Top 5 Export Markets in 200 7

2006-2007
Percent
Top Five Sectors 2005 2006 2007 Change
(% Billions)
Mexico
Computer And Electronic Products 5.4 5.4 4.4 -18.8
Transportation Equipment 1.2 2.1 2.1 1.8
Machinery, Except Electrical 2.1 2.0 1.8 -8.8
Food And Kindred Products 11 12 11 -7.3
Fabricated Metal Products (NESOI) 1.0 1.1 1.1 4.0
Total Top Five 10.7 11.8 10.6 -10.1
Total All Sectors 17.7 19.6 18.3 -6.6
Japan
Computer And Electronic Products 3.5 3.9 3.6 -9.6
Machinery, Except Electrical 2.1 2.3 1.9 -15.3
Transportation Equipment 1.8 1.8 1.8 0.7
Food And Kindred Products 1.0 1.0 1.1 9.7
Chemicals 0.9 0.9 0.9 3.2
Total Top Five 9.2 9.9 9.3 -5.9
Total All Sectors 13.5 14.0 13.5 -3.8
Canada
Computer And Electronic Products 4.7 4.6 4.6 -0.1
Transportation Equipment 1.4 15 2.3 57.4
Agricultural Products 15 1.6 1.8 9.1
Misc. Manufactured Commodities 0.8 0.9 12 32.1
Chemicals 0.7 0.9 0.9 1.3
Total Top Five 9.0 9.5 10.7 13.6
Total All Sectors 13.2 14.2 16.1 13.6
China
Computer And Electronic Products 2.7 3.3 3.7 12.5
Waste And Scrap 1.2 1.7 1.9 11.0
Machinery, Except Electrical 0.7 1.2 1.3 10.4
Transportation Equipment 1.0 1.2 0.9 -26.5
Chemicals 0.4 0.4 0.7 57.6
Total Top Five 6.0 7.9 8.5 8.3
Total All Sectors 7.9 10.0 10.6 6.0
Republic of Korea
Computer And Electronic Products 2.2 2.3 2.3 1.0
Machinery, Except Electrical 15 1.8 1.4 -20.3
Waste And Scrap 0.4 0.4 0.7 50.6
Transportation Equipment 0.5 0.5 0.6 19.6
Food And Kindred Products 0.3 0.3 0.4 29.1
Total Top Five 4.8 5.3 5.4 1.5
Total All Sectors 6.3 7.0 7.4 5.2

Notes: Listed sectors are ranked by 2007 vahdesaclude goods with
special classification provisions and waste andgscrotals may vary
due to rounding.

Source: WISER, with final calculations by Bea&onomics
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Bay Area Trade Patterns

San Francisco-Oakland-Fremont, CA Metro Area Export s
Top 5 Global NAICS Categories by Export Value, 2006
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6.00%
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San Francisco-Oakland-Fremont, CA Metro Area Export s
Destination by Export Value, 2006
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San Jose-Sunnyvale-Santa Clara, CA Metro Area Expor ts

Top 5 Global NAICS Categories by Export Value, 2006

339 — Misc. RES — All Others (Residual)
Manufactured 4.81%
Commodities
0.90%
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334 — Computer and

Electronic Products
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San Jose-Sunnyvale-Santa Clara, CA Metro Area Expor ts
Destination by Export Value, 2006
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Napa, CA Metro Area Exports
Top 5 Global NAICS Categories by Export Value, 2006

RES — All Others (Residual)
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Napa, CA Metro Area Exports
Destination by Export Value, 2006
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200
180
160
140
120
100

80

60

Africa  APEC ASEAN  Asia DR- European FTAA  NAFTA OPEC  South
CAFTA  Union America

Source: Office of Trade and Industry Informatibriernational Trade Administration,
U.S. Department of Commerce




International Trade and the Bay Area Economy

Santa Rosa-Petaluma, CA Metro Area Exports
Top 5 Global NAICS Categories by Export Value, 2006
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Santa Rosa-Petaluma, CA Metro Area Exports
Destination by Export Value, 2006
(Millions of Dollars)
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Vallejo-Fairfield, CA Metro Area Exports
Top 5 Global NAICS Categories by Export Value, 2006
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Vallejo-Fairfield, CA Metro Area Exports
Destination by Export Value, 2006
(Millions of Dollars)
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