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At a recent meeting of the Commission, the Vermont Department of Labor submitted a portion of a report from the (U.S.) Business Roundtable (Trade and American Jobs: The Impact of Trade on U.S. and State-Level Employment).  We offer the following comments in order to help the Commission as it considers the value of this work. 

The most significant methodological difference in the Roundtable report from other studies is the inclusion of jobs related to imports.  We think this is a fatal flaw.  In addition, the Roundtable's report makes a number of statements and assertions that are not supported by the evidence.  Therefore, we think the Roundtable report should not be considered a reliable source.
The Roundtable asserted that "Today, trade supports 77,886 jobs in Vermont"
  This is largely an artifact of the methodology and is preposterous.  Regardless of where goods sold in Vermont are manufactured (i.e., Ohio or China), they must be shipped, handled, warehoused, delivered, marketed, and advertised.  Thus, normal commerce supports most of those 77,866 jobs rather than "trade".  Therefore, it is absurd to suggest that increased imports from abroad create more of these types of jobs in Vermont.  A more realistic estimate of the jobs impact of trade is provided by the U.S. Department of Commerce, which found that 19,200 Vermont jobs were supported by manufactured exports in 2003.
 That represented 6.4% of all jobs in Vermont in 2003.
 
What about service jobs?  The Roundtable stated that, "Professional services, including finance, insurance, marketing, and legal services, are needed to market imported products.  These industries are vital to Vermont’s growth, and account for 15.6%t of state GDP, 1.2 times more than manufacturing."
  This is very clever but deceptive. 
The fact that professional services represent 15.6% of state GDP tells us nothing about how much of the activity is related to trade or the jobs impact.  According to the U.S. Department of Commerce, there were 3,400 business service jobs in Vermont related to exports in 2003 (and these are included in the 19,200 jobs supported by exports).
  While this represented 15% of all business service jobs at that time, it was only 1.1% of all jobs in Vermont.
  And as for the connection between these jobs and imports, note that finance, insurance, marketing, and legal services are needed to market ALL products, regardless of whether they are manufactured domestically or imported. 
The Roundtable also stated that, "NAFTA worked for Vermont. In 2005, Vermont exports to Canada and Mexico were $2.1 billion and $39 million."
  More recent data shows that exports to Canada declined by 21% from 2005 to 2006 ($2.11b to $1.67b).
  And while exports to Mexico grew from $39m to $42m (an increase of 8%), this represents only 1.1% of all state exports. 
Note: The Governor's February 2006 press release quoted in the Roundtable's report noted that exports grew 29% from 2004 to 2005.
  We were unable to find a press release announcing the subsequent 21% decline from 2005 to 2006. It is understandable that the administration would highlight "success" stories and imply that the Agency of Commerce was (at least partly) responsible.  But if you take credit for success, you should also take responsibility for failure.  It is more likely that the state had little, if anything, to do with the rise and fall of exports during those years. 
The Roundtable noted that "China is one of Vermont’s fastest growing trading partners [and that] Vermont companies exported $212 million worth of goods to China [in 2005], an increase of over 1,500 percent since 2000."
  However, the increase (most of which occurred after 2003) appears to be the result of IBM's sale of an internal division that subsequently moved to China.  So instead of manufacturing parts for a division of the company, IBM now sells the very same parts to a new third party that happens to be located in China.
  Therefore, while it is accurate to say that exports to China increased, it is unlikely that they represent new economic activity in Vermont. [Note also that exports to China declined 12% in 2006 from $212 million to $186 million.
]
On the basis of this misleading information, the Roundtable stated that, "China’s accession to the World Trade Organization, which went into effect in 2001, has had a significant effect on export growth from Vermont to China."
  In fact, the Roundtable has presented no reliable evidence to support that claim.  Moreover, prior to the changes at IBM, exports to China from Vermont were comparatively small.  And although they grew from $13.2 million in 2000 to $31.9 million in 2003 (a substantial percentage increase), $31.9 million was only 1.2% of all state exports in 2003 (and less than two tenths of 1% of state GDP). 
The Roundtable further asserted that, "Free trade agreements level the playing field by lowering other nations’ trade barriers and opening up foreign markets to U.S. exports."
  As an example, the Roundtable stated that, "In 2001, a recession year, Vermont’s total trade with Canada generated $300 million for Vermont’s economy and supported 12,308 jobs."
  This attempt to draw a causal connection between "free trade agreements" and Vermont exports to Canada is another instance of misdirection.  In fact, IBM (which is responsible for the lion's share of all Vermont exports, including those to Canada) shipped chips to Canada long before NAFTA. 
The report also focused on investments in Vermont by U.S. affiliates of foreign companies, as if this is a reaction to a "liberalized" trade environment.  The report noted that, "Foreign-owned companies employ more than 10,800 workers [in Vermont]."
  However, this too is misleading. Several of the largest foreign companies operating in Vermont are former domestic firms sold to multi-nationals (e.g., Hannaford's and Ben & Jerry's).  That is, the jobs were here before they became foreign affiliates.  Furthermore, the Roundtable failed to point out that employment by foreign affiliates has declined in every New England state since 2002
 and that total U.S. jobs from foreign affiliates declined in 2004 for the 4th year in a row.  As a result, the U.S. lost 540,000 of these jobs since 2000.
  
And what about the quality of these jobs?  The report stated that, "U.S. subsidiaries of foreign companies pay an average compensation of $63,428 per year, 32 percent higher than U.S. companies.
  According to the Bureau of Labor Statistics, the average compensation of U.S. workers in 2004 (including the value of benefits, as for the foreign subsidiaries) was $25.57 per hour or $53,186 for a full-time worker.
  This is 19% lower than the figure cited for employees of foreign affiliates rather than 32% as stated in the report. 

But 19% sounds like a large difference.  What could explain it?  As it happens, 40% of the jobs with foreign owned companies are in manufacturing
, while only 11% of U.S. jobs are in manufacturing.
  Thus, the comparison is not apples to apples.  Since average compensation in manufacturing is much higher than many other industries (especially with benefits included), the large percentage of such jobs with foreign affiliates tends to pull the average up.  Moreover, in the case of Vermont, 41% of all jobs with foreign affiliates are in retail, which is a low wage industry.

The Roundtable asserted that, "Jobs at exporting plants pay 18% more than at non-exporting plants."
  The source of this figure is a report published by the Institute for International Economics and The Manufacturing Institute in 1996.
  This publication is out print (and not in the UVM collection) so we could not evaluate the methodology or the data used. 
The report attempted to draw a connection between trade and unemployment: "As trade in Vermont has grown, unemployment has fallen. Vermont’s unemployment rate – 3.5 percent – is below the national average."
  This sounds good but a longer term perspective shows that Vermont's unemployment rate tracks very closely with U.S. trends, which reflect the business cycle rather than growth in exports or GDP.  And the fact that Vermont's rate is about 1% lower than the U.S. rate tells us nothing about the purported relationship to trade because it has been that way for almost 30 years.
The report also characterized increased imports as a benefit for low- and moderate-income families because "Trade helps keep inflation in check" through lower prices.
  While this may be true to some extent, it is not that simple. For example, inflation adjusted median household income has stagnated for years.
  Competition with low wage countries has contributed to both the loss of jobs and the downward pressure on U.S. wages.  Thus, while low priced goods are helpful, they must be balanced with the loss of jobs and the impact on wages from foreign competition. 
The Roundtable's report contains numerous other statements intended to show the value of trade.  Unfortunately, the report cannot withstand scrutiny.  The methodology is fatally flawed and causal connections are asserted without supporting evidence.  Reports like this are so obviously biased that they do not enhance the discourse about this important issue. It is disappointing that the state Dept. of Labor submitted such a flawed report to the commission. 
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