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SUMMARY: THE FINDINGS
Despite claims by President Obama and leading analysts about an historic comeback for American
industry and a wave of “insourcing,” the share of U.S. markets for advanced manufactured goods
controlled by imports reached another all-time high in 2011. These record foreign inroads in American
manufacturing’s own backyard were discovered by the latest U.S. Business and Industry analysis of
new official trade and output data. The analysis strongly indicates that, contrary to widespread
optimism about an American industrial renaissance, domestic manufacturing’s highest value sectors
keep falling behind foreign-based rivals.
USBIC’s findings also show that imports’ gains at the expense of domestic producers continued to
undermine the U.S. economy’s already sluggish recovery from an historic recession. And they have
helped move the nation further away from President Obama’s vital goal of creating “an economy built
to last” – i.e., one based on producing and earning, rather than on spending and borrowing.
The USBIC report shows that imports in 2011 captured 37.57 percent of the collective $2.01 trillion
American market for a group of more than 100 advanced manufactured products in 2011 – a new
record level. The 2010 import penetration rate for the same group was 37.07 percent – 1.33 percent
lower. Imports controlled 24.49 percent of substantially the same group of U.S. manufacturing
markets in 1997, the year the government data needed to calculate these import penetration rates were
first issued.
Worse, advance indicators – principally another increase in U.S. imports in these industries – are
signaling that import penetration rates rose significantly again in 2012.
Had 2011 import levels in the 106 high-value manufacturing sectors examined in the report remained
at 2010 levels in absolute terms, these industries collectively would have generated $89.22 billion
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more output (5.07 percent) in pre-inflation dollars. The overall U.S. economy would have expanded
that year by $666.02 billion, not $576.80 billion in pre-inflation dollars – a 15.47 percent difference in
badly needed growth.
Significantly, this output increase dwarfs by nearly 36.34 percent the $56.80 billion total increase in
exports recorded by these industries in 2011 – often heralded as a banner year for U.S. overseas sales.
Had imports simply grown as fast as production in the 106 industries studied in 2010 and 2011, they
would have generated $10.07 billion (0.61 percent) more output in pre-inflation dollars, and the overall
U.S. economy would have expanded that year by $586.87 billion – 1.75 percent more than the actual
growth registered. This output increase resulting from slowing the growth of imports – not holding
them flat, much less reducing them – would have amounted to nearly 18 percent of those industries’
combined export increase in 2011.
Mounting foreign gains in high value U.S. manufacturing markets also contributed to absolute
reductions in production – and therefore, no doubt, employment – levels in 11 individual advanced
industries that the nation relies on heavily for innovation and high wage employment. These include
printed circuits, household refrigerators and freezers, and electronic resistors. Higher import
penetration rates also held output growth below two percent in sectors such broadcast and wireless
communications equipment, electro-medical devices, and industrial gases.
Moreover, the report indicates that, for these advanced manufacturing industries, over time, ever
greater losses of market share in their home U.S. markets have been a more important indicator of
declining performance than the rising trade deficits that have attracted so much attention. For the
2010-11 period, higher import penetration rates and worsening trade balances were about equally
associated with falling output. For the full 1997-2011 timespan covered by USBIC’s import
penetration studies, higher import penetration rates were considerably more closely associated with
falling output than were worsening trade balances.
Fully 29 of the 106 sectors for which reliable data were available featured import penetration rates of
50 percent or more in 2011. In 2010, 31 of these industries had lost half of their home U.S. market to
imports, and in 1997, only 8 of the 114 sectors initially studied were in this situation. (Due to sporadic
flaws in the official data, the roster of the 100-plus high value industries studied in the USBIC import
penetration reports has changed slightly from year to year.)
U.S. manufacturing markets in 2011 with 50 percent or greater import penetration included
construction equipment; electricity measuring and test equipment (critical for producing information
technology hardware); turbines and turbine generator sets; metal-cutting machine tools; mining
machinery and equipment; industrial process controls; and broadcast and wireless communications
equipment.
In the 1997-through-2011 timeframe, only 8 of the 106 industries examined for each of these years
gained shares of the U.S. market against import competition: semiconductor machinery; saw mill
products; paperboard mill products; motor vehicle stamping operations; transformer, inductor, and coil
manufacturing; electron tubes; computer storage devices; and heavy duty trucks and chassis.
The 98 industries that lost shares of their home market between 1997 and 2011 include an especially
long list of America’s economic and technological crown jewels, including semiconductors; electromedical apparatus; pharmaceuticals; turbines and turbine generator sets; construction equipment; farm
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machinery and equipment; mining machinery and equipment; several machine tool-related categories;
and ball and roller bearings.
Largely as a result, from 1997-2011, output fell in 38 of the 106 total industries studied over this
timespan – nearly 36 percent of the total. These “declining” industries include electricity measuring
and test instruments; relays and industrial controls; motors and generators; motor vehicle engines and
engine parts; several machine tool-related categories; and environmental controls. Output growth
during this 14-year period has been less than 10 percent in 11 more sectors, including semiconductors;
semiconductor production equipment; motor vehicle transmission and power train equipment;
miscellaneous industrial machinery; and medicinals and botanicals.
SUMMARY: THE POLICY IMPLICATIONS
USBIC’s import penetration report carries major implications for American policies for the
manufacturing sector, for international trade, and for the entire economy.
First, it presents the latest data exposing as wishful thinking the claims made by President Obama, the
Boston Consulting Group, and many other prominent voices that U.S.-based manufacturing has
embarked on or is poised to launch an epic competitive rebound. Just as no thinking executive or
commentator would describe a company losing market share as a successful – much less promising –
business, industries losing market share do not deserve such plaudits, either. This is especially true
when their setbacks are coming in a market that is not only the world’s largest single national market,
but one of its most demanding, and one that domestic manufacturers should know best.
Indeed, import penetration that is still rising indicates that U.S.-based industry is losing, not gaining
ground relative to foreign-based competitors. These results are all the more troubling because these
USBIC findings focus not on labor-intensive industries that largely vanished from American shores
decades ago. Instead, these findings focus on the capital- and technology-intensive sectors rightly seen
by nearly all U.S. leaders and commentators as keys to maintaining national prosperity, technological
leadership, and national security. High and rising levels of import penetration indicate that literally
dozens of these advanced domestic manufacturing sectors are becoming just as vulnerable to foreign
competition and even foreign domination as their less advanced – and largely extinct – counterparts.
Rising import penetration rates do not prove that American manufacturing will never rebound, as per
recent forecasts. But USBIC’s findings add to the evidence that a domestic manufacturing rebound has
yet to show up in the best, most comprehensive data available – and indeed that these figures are
showing further slippage.
As a result, along with still-growing manufacturing trade deficits and stagnating industrial output, this
report indicates that the nation is not making enough of the structural changes needed to create healthy
growth and avoid reflating the last decade’s credit bubble. As President Obama has rightly urged,
America must replace an economy that was based on reckless consuming and borrowing with one
grounded in producing, saving, and earning. But the continuing manufacturing import floods revealed
by this USBIC study, along with the deficits and debts that most generate, reveal that his goal of
creating “an economy built to last” remains a distant, and possibly receding, dream. A country living
within its means and growing adequately would be a country whose industries are regaining shares of
their home markets, not continuing to lose them. It would also be a country whose manufacturing
sector is growing as a share of gross domestic product – yet rising import penetration rates are keeping
industry as a percentage of the entire economy at thoroughly inadequate levels.
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Second, this import penetration rate data show that the conventional economic stimulus strategies still
vying for supremacy in Washington – especially tax cutting to promote more capital spending – remain
likely to produce increasingly disappointing results. After all, most of the industries studied in this
report are capital goods industries. The steadily, and often dramatically, rising import penetration rates
they have experienced collectively since the late 1990s mean that the U.S. economy has been getting
less growth and employment bang per tax-cutting stimulus buck with each passing year. For the same
reason, new forms of monetary easing are likely to under-perform as well. Therefore, producing
higher and more efficient stimulus growth and employment multipliers will require U.S. policies aimed
expressly at reducing these import penetration rates – i.e., at substituting domestically produced goods
for products that Americans currently purchase from abroad.
Third, the impact of these rising import penetration rates keeps undermining the rationale behind
President Obama’s decision to limit his trade-related economic recovery policies overwhelmingly to
export promotion. As made clear in the two scenarios outlined above, merely controlling the increase
in imports in the 106 sectors studied from 2010 to 2011 would have yielded output gains considerably
larger than the output gains produced by those industries’ increased U.S. overseas sales that year.
Measured against the entire U.S. economy, simply holding imports in these sectors alone to their 2010
levels would have added 0.61 percent to gross domestic product in pre-inflation terms. That represents
a substantial (15.47 percent) share of the substandard GDP gain that did occur. The GDP effect of
simply restricting import growth in these high value manufacturing sectors to their rate of output
growth would have been considerably smaller – adding less than 0.10 percent to pre-inflation growth.
Of course, actually reducing imports, and replacing them with domestic production in these 106
advanced manufacturing sectors plus the rest of the U.S. economy, logically would produce even
greater gains. Moreover, achieving such gains in America’s home market (where U.S.-based
producers face no trade barriers) will no doubt be easier for domestic manufacturers than boosting
sales to much less familiar foreign markets (where such barriers abound).
The argument for shifting trade policy’s focus toward import reduction looks especially promising
given the still-shaky state of the world economy – with the Eurozone in recession, Chinese growth
prospects diminished, Indian and Brazilian growth waning as well, and the new Japanese government
apparently embarked on a yen-weakening campaign.
The case for this trade policy reorientation is reinforced by the especially strong link between rising
import penetration rates and industrial output. With this link even more significant than that between
falling output and worsening trade balances, the imperative of limiting – and indeed reducing – imports
in order to spur manufacturing and overall economic growth should become even clearer.
THE SAMPLE AND METHODOLOGY
This year’s USBIC import penetration report covers 106 manufacturing sectors that are
overwhelmingly characterized by high levels of technology- and capital-intensiveness. Such industries
typically lead the nation in productivity, technological progress, and high-wage job-creation As a
result, the sample constitutes a highly representative cross-section of the manufacturing industries in
which public officials and observers across the political spectrum insist the United States must remain
strong.
In this report, several changes were required to the group of 114 selected for the first study, which
covered import penetration between 1997 and 2004. Iron and steel mill products had been left out of
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that report, because their absolute import levels had been affected by the safeguard tariffs put in place
for 21 months beginning in March, 2002. By 2008, however, any lingering effects of these tariffs
clearly had passed, and so this manufactures category was re-added, and has remained in this 2011
report.
Similar tariffs were imposed on imports of tires in September, 2009, thereby affecting tire trade flows.
Since these tariffs did not expire until late-September, 2012, tire data was removed from the list of
examined in 2010 and 2011.
At the same time, as with the two most recent studies, this year’s report is not able to include figures
on telecommunications hardware, a broad category of products ranging from household handsets to
internet backbone equipment. The necessary output data is not available at the level of detail needed.
Additional inconsistencies with the official 2010 data resulted in the removal from the list of 2 other
important manufacturing sectors: metal-forming machine tools and plastics and rubber production
machinery. Since the same flaws exist in the 2011 data, these sectors have remained off the list. This
year, they have been joined for similar reasons this year by computers, a sector in which import
penetration rates had skyrocketed to more than 80 percent by 2010, and by upholstered household
furniture.
Finally, starting in 2009, the Census Bureau stopped publishing export information for the aerospace
industry that distinguished between exports of finished aircraft, aircraft engines and parts, and nonengine aircraft parts. Therefore, since that year, import penetration rates could not be calculated for
these important sectors, either. Since the import penetration rates for all these removed sectors was
relatively high from 1997 through 2008, their unavoidable omission may bias this report’s results to
the downside – and understate import penetration in advanced domestic manufacturing as a whole.
Most, but not all, of the products these industries create are widely exported and imported. None of
the 106 sectors represents a labor-intensive industry, such as apparel, toys, or consumer electronics,
which for years` have been dominated by imports. Nor do the 106 include food product sectors or
construction materials sectors that so far are still dominated by domestic production as well.
The data does not provide any information about national ownership patterns in these industries. A
certain share of domestic manufacturing output comes from foreign-owned facilities in the United
States, and a certain share of imports comes from U.S.-owned facilities abroad. Yet official data on
inward- and outward-bound foreign direct investment make clear that the vast majority of domestic
manufacturing output is generated by U.S.-owned companies, and that the vast majority of U.S.
manufactures imports are generated by foreign-owned companies. Thus this study can shed
considerable light on the competitiveness of U.S.-owned versus foreign-owned companies. But it
sheds even more light on the competitiveness of the United States as a location for manufacturing.
Because detailed worldwide data is lacking for most industries, the study does not show how these
domestic manufacturing sectors are performing in global markets. Yet it is unreasonable to expect that
these industries are faring better in foreign markets – which are still relatively unfamiliar, and where
they face many major trade barriers – than in a U.S. market they know intimately, and where they face
no trade barriers.
Both output and trade data are presented according to the North American Industry Classification
System (NAICS), which has increasingly become the U.S. government’s standard system for
categorizing economic data. The one exception is the industrial molds sector (NAICS 333511).
Because of flaws in the NAICS trade data, data from the comparable Harmonized Tariff System
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category (8480) have been substituted. All other data in this report are data found at the 6-digit level
of the NAIC system as well.
All output data comes from the “Value of Product Shipments” reports of the U.S. Census Bureau’s
Annual Survey of Manufactures. All import figures represent “imports for consumption.” All export
figures represent “domestic exports.” These are the sets of trade figures that produce the least doublecounting of U.S. imports and exports. Both sets of trade figures come from the U.S. Census Bureau.
The GDP growth figures come from the U.S. Department of Commerce’s Bureau of Economic
Analysis. All dollar figures are current dollars unless otherwise specified.
MAJOR FINDINGS
1. Between 2010 and 2011, worldwide demand for and trade in manufactures continued rebounding
from recessionary lows, but at a slower pace than from 2009-2010. Between 2010 and 2011, 75 of the
106 high tech and other capital-intensive industries studied by USBIC lost shares of their home
U.S. market to foreign-made products. That is to say, their import penetration rates rose.
2. The aggregate import penetration rate for these 106 sectors rose 1.35%, from 37.07 percent to
37.57 percent between 2010 and 2011
3. Between 2009 and 2010, when the global manufacturing trade and production rebound was
proceeding faster, 88 of the 108 industries studied that year lost shares of their home U.S. market,
and their collective import penetration rate rose from 34.98 percent to 38.01 percent .
4. In 1997, the aggregate import penetration rate for the original 114 sectors studied was only 24.49
percent. This means that between 1997 and 2011, the collective import penetration for industries
for this slightly shifting group of advanced U.S. manufacturing industries grew by more than 50
percent.
5. Only 29 of the 106 sectors gained shares of their home market from 2010-11. Two sectors
experienced no change. But this performance is still better than that registered between 2009 and
2010, when 20 of the 108 sectors studied gained shares of their U.S. market.
6. The 75 sectors that lost share of their home market to imports in 2010-11 included many
important leading-edge industries, such as semiconductor; electricity measuring and testing
equipment (critical for manufacturing information technology hardware); electro-medical devices
like CAT scan and MRI machines; construction equipment; farm machinery and equipment;
mining machinery and equipment; ball and roller bearings; and several machine tool-related
categories. For a list of the 2010 and 2011 import penetration rates for the 108 sectors by decile, see
Appendix A. For specific 2011 import penetration rates of special interest, see Appendix B.
7. In addition, 29 of the 106 sectors examined featured import penetration rates of 50 percent or
more in 2011 – just one fewer than the 30 sectors from the same overall sample falling into this
category in 2010, and a huge increase from only 8 of the 114 sectors studied in 1997. Industries
where imports controlled the majority of their home U.S. markets in 2011 included – in addition to
autos and light trucks and their parts, whose troubles with foreign competition are well known –
turbines and turbine generator sets; metal-cutting machine tools; electricity measuring and
testing equipment; broadcast and wireless communications equipment; construction equipment;
mining machinery and equipment; heavy duty trucks and chassis; and household refrigerators
and freezers.
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8. In addition, from 2010 to 2011 alone, 6 of the 106 industries studied in both years lost 15
percent or more of their home U.S. market to imports. These industries with unusually fastgrowing import penetration rates included construction equipment; industrial gases; and fluid
power valves. This share, however, is much lower than that for 2009-2010, when fully 30 of the 108
industries examined lost that much market share. For a complete list of the 2011 fast growers, see
Appendix C.
9. As recovery from the Great Recession continued in 2011 but slowed, the combined output of the
106 industries studied grew by 10.93 percent, from just over $1.58 trillion to just under $1.76
trillion. Yet output in 11 of these sectors fell from 2010-11. From 2009-10, product shipments fell
in 20 of the same 106 industries, and stayed flat in two others. For a list of the industries with the
biggest product shipment changes from 2010-11 before inflation, and a list of product shipment
changes of special interest, see Appendix D.
10. From 1997-2011, output fell in non-inflation adjusted terms for 38 of the 106 total industries
studied over this time span – 35.85 percent. These “declining industries” include electricity
measuring and test instruments; relays and industrial controls; motors and generators; motor
vehicle engines and engine parts; several machine tool-related categories; and environmental
controls. Output growth during this 14-year period has been less than 10 percent in 11 more
sectors, including semiconductors; semiconductor production equipment; motor vehicle
transmission and power train equipment; miscellaneous industrial machinery; and medicinals and
botanicals. For complete information on pre-inflation product shipments changes between 1997 and
2011, see Appendix E.
11. Between 2010 and 2011, import penetration rates and trade balances had roughly the same
effects on output for the small number (11) of sectors whose product shipments shrank during that
period. Nine of these sectors experienced rising import penetration rates and 8 saw their trade balances
worsen.
12. The 1997 to 2011 trends provide stronger evidence of a link between rising import penetration
and falling output. Of the 38 sectors where product shipments fell during this period, import
penetration rates rose in 36 (94.74%). But trade balances worsened in only 26 (68.42%).
13. Year-on-year through October, U.S. purchases of products from the 106 categories studied
increased 9.01 percent between 2011 and 2012. Since this import rise was more than twice that of
the overall economy from the third quarter of 2011 to the third quarter of 2012, these import
penetration rates are likely to rise further this year.
OTHER KEY FINDINGS
a. Between 1997 and 2011, only 8 of the 106 industries examined for each of these years gained
shares of the U.S. market against import competition: saw mill products; paperboard mill products;
computer storage devices; heavy-duty trucks and chassis; electron tubes; motor vehicle stamping
operations; semiconductor production equipment; and transformer, inductor, and coil
manufacturing.
b. The 98 industries that lost shares of their home market between 1997 and 2011 include an
especially long list of America’s economic and technological crown jewels, including
semiconductors; electricity measuring and test equipment; electro-medical apparatus; search,
detection, navigation, and guidance instruments; pharmaceuticals; turbines and turbine generator
7

sets, construction equipment; several machine tool-related categories; ball and roller bearings;
plastics and resins; several major chemicals categories; motor vehicle engines and engine parts; and
motor vehicle transmission and power train equipment.
c. Between 1997 and 2011, 37 of the 106 total industries saw their import penetration rates double
or more. These sectors included pharmaceuticals; electricity measuring and test equipment;
broadcasting and wireless communications equipment; turbines and turbine generator sets;
motor vehicle engines and engine parts; industrial valves; and search, navigation, detection, and
guidance equipment. For a list of those sectors that lost the greatest absolute and relative amounts of
home market shares, see Appendix F.
d. Between 1997 and 2011, 8 more of the 106 industries saw their import penetration rates nearly
double (i.e., rising between 90 and 100 percent). These included mining machinery and
equipment; pumps and pumping equipment; specialty transformers; and environmental controls. For
a breakdown of the sectors that experienced the fastest-rising import penetration rates, see Appendix F.
e. As of 2011, imports had captured half or more of the U.S. market in 29 of the 106 sectors –
down only one from the total for the same group in 2010. Of these 29 industries, 9 featured import
penetration rates of 60-70 percent (down from 11 in 2010) – and 8 featured import penetration
rates of 70-80 percent (up from 6 in 2010). In 2011, the sectors with 50+ percent import
penetration rates included construction equipment; electricity measuring and test equipment;
turbines and turbine generator sets; metal-cutting machine tools; mining machinery and
equipment; heavy-duty trucks and chassis; industrial process controls; and broadcast and
wireless communications equipment.
In 1997, only nine of the 114 industries examined that year had lost half or more of their U.S. market
to imports. For a complete list of the 2010 import-dominated sectors, see Appendix A.
f. In 2011, in 8 of the 29 industries with 50+ percent import penetration rates, imports controlled
70 or more percent of the U.S. market – down from 10 in 2010. In 2011, these industries included
industrial valves and broadcast and wireless communications equipment.
g. As of 2011, in 12 more industries, imports appear poised to control at least half the U.S.
market if present trends continue – up from 11 such sectors in 2010. In 2010, these sectors (with
import penetration rates of 40-50 percent) included semiconductors; miscellaneous basic inorganic
chemicals; relays and industrial controls; and motor vehicle engines and engine parts. For a
complete list of these sectors, see Appendix A.
h. From 2010-11, import penetration rates rose by more than 10 percent in 14 of the 106
industries – down considerably from the 51 of the 108 industries experiencing this trend from
2009-2010. Industries with such rapidly shrinking home market shares in 2010 included construction
equipment; analytical laboratory instruments; industrial gases; and cutting tools and machine
tool accessories. For a complete list of these sectors, see Appendix C.
The complete 1997 to 2011 data on import penetration rates for the industries studied are available to
journalists upon request.
POLICY IMPLICATIONS
USBIC’S import penetration report carries major implications for American trade as well as broader
economic policies.
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I. The Manufacturing Renaissance that Isn’t
Still-rising foreign inroads into advanced U.S. manufacturing markets strongly debunk widespread
predictions that domestic industry will soon or has already begun to engineer an historic comeback.
These forecasts burst into the public spotlight in August, 2011, when The Boston Consulting Group
released “Made in America, Again: Why Manufacturing Will Return to the U.S.” (See the summary
at
https://www.bcgperspectives.com/content/articles/manufacturing_supply_chain_management_made_i
n_america_again/) This study contended that rising costs in foreign manufacturing powerhouses like
China and falling costs in the United States meant that America “is becoming more attractive as a
place to manufacture many goods consumed on this continent.”
By the following January, President Obama was calling manufacturing “insourcing” a “source of
optimism and enormous potential for the future of America.” He specifically cited higher labor costs in
China as a major reason to believe that “the economic case to invest in America and bring jobs back
home is strong -- and it’s getting stronger.” (See http://www.whitehouse.gov/the-pressoffice/2012/01/11/remarks-president-insourcing-american-jobs) And the President, along with many
others, continued touting these trends thoughout the year.
But the import penetration data show that even though The Boston Consulting Group made its
manufacturing renaissance call in 2011, America’s highest value domestic industries as a group
actually lost competitiveness that year. After all, no thinking executive or commentator would
describe a company losing market share as a successful, much less promising, business. By the same
token, industries losing market share can’t be seen as winners, either. Even worse, these setbacks are
coming in a market that is the world’s largest single national market, one of its most demanding, and
the one that domestic manufacturers should know best.
Nor is this conclusion undermined by the facts that many of these imports originate from U.S.-owned
factories abroad, and that some American industrial production is generated by foreign-owned
factories in the United States. The improving performance of foreign-based versus U.S.-based
manufacturers, regardless of ownership, in head to head competition in the same market clearly reveals
that the United States has not even started to become “increasingly attractive for the production of
many goods sold to consumers in North America” as predicted by the Boston Consulting Group.
USBIC’s findings are all the more troubling because these USBIC findings focus not on laborintensive industries that largely vanished from American shores decades ago, but on the capital-and
technology-intensive sectors rightly seen by nearly all U.S. leaders and commentators as keys to
maintaining national prosperity, technological leadership, and national security. High and rising levels
of import penetration indicate that literally dozens of advanced domestic manufacturing sectors are
becoming just as vulnerable to the kinds of foreign competitive pressures that drove their less
advanced counterparts to extinction or marginality.
Major import inroads into these advanced domestic manufacturing markets also demonstrate the folly
of bedrock assumptions behind current American trade policies – that Americans can always count on
staying comfortably ahead of most of the rest of the world technologically, and that trade expansion
always boosts domestic growth and employment on net.
Rising import penetration rates do not prove that American manufacturing will never rebound, as per
recent forecasts. The forces spotlighted by the optimists may indeed one day produce the predicted
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resurgence – although renaissance predictions appear to ignore actual and likely overseas
developments capable of reinvigorating outsourcing, such as productivity improvements and more
energetic subsidization, both of which can more than offset rising labor and transport costs.
But USBIC’s findings add to the evidence that a domestic manufacturing rebound has yet to show up
in the best, most comprehensive data available – and indeed that these figures are showing further
slippage. (The principal evidence is summarized at
http://www.theatlantic.com/business/archive/2012/12/alan-tonelson-the-insourcing-boom-thatisnt/266261/.)
Just as disturbing, USBIC’s import penetration findings also add to the evidence showing that the
United States is not making needed progress toward the structural changes aptly described by President
Obama as creating “an economy built to last.”
As the President and so many others have recognized, the 2007-8 financial crisis and ensuing Great
Recession stemmed largely from the U.S. economy’s growing reliance on unsustainable borrowing and
spending to sustain prosperity, rather than earning and producing. As they have also recognized,
restoring the economy’s health requires reducing the share of activity devoted to financial speculation,
and increasing the share devoted to genuinely productive activity like manufacturing.
Yet despite all this encouraging rhetoric, meaningful structural change is difficult to identify. In
particular, although manufacturing’s share of real GDP has risen for the last three years, at 12.77
percent in 2011, it remains below the 12.92 percent achieved in the last pre-recession year 2007 –
when according to the President and other observers, this share was far too low. And this situation will
have continued when the final 2012 data is available, although figures through the third quarter show
manufacturing that year expanding by about a percentage point faster than the overall economy.
Rising import penetration rates represent one of the strongest headwinds preventing faster American
reindustrialization.
II. Major Weakness of Conventional Stimulus Strategies Exposed
This import penetration rate data also show that the conventional economic stimulus strategies still
vying for supremacy in Washington remain likely to produce increasingly disappointing results.
The recent fiscal cliff debate made clear that most of official Washington continues looking to
macroeconomic measures as the main possible spurs to faster economic growth, certainly in the near
term, and in many cases over time. Thus as they have since the financial crisis broke out, liberals and
Democrats generally keep calling for more government spending to stoke demand (as well as to
subsidize some favored new technologies and industries). Conservatives and Republicans generally
keep calling for more public resources to be returned to the private sector across the board to capitalize
on its efficiency and productivity. And both seem to agree that specific tax breaks for business can
spur the capital spending that typically fuels the healthiest long term growth.
Imports’ continually expanding inroads into U.S. advanced manufacturing markets strongly indicate
that these strategies are likely to keep producing diminishing returns. After all, most of the industries
studied in this report are capital goods industries. Their collective major loss of U.S. market share
since the late 1990s mean that the U.S. economy has been getting less growth and employment bang
per investment-targeted stimulus buck with each passing year – whatever the form taken by this
stimulus. The reason is that U.S. imports of capital goods as such generate much less American output
supported by much less American employment than purchases of domestically produced capital goods.
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Therefore, producing higher and more efficient stimulus growth and employment multipliers will
require U.S. policies aimed expressly at reducing these import penetration rates – i.e., at substituting
domestically produced goods for products that Americans currently purchase from abroad.
Imports’ growing presence in U.S. capital goods – and other advanced industrial – markets will also
guarantee that the Federal Reserve’s highly accommodative monetary policies will keep underperforming, and for similar reasons. Fed-style easing aims to promote growth and employment by
encouraging more spending by all parts of the economy, and on all types of goods. USBIC has already
explained how lofty levels of imports can frustrate this policy on the consumer goods side. (See
www.nytimes.com/2010/09/10/opinion/10Tonelson.html) by channeling the benefits to foreign
workers and foreign-based enterprises – in addition to the higher levels of national debt it generates.
As discussed above, spending on imported capital goods creates the same effects, although at least
unlike greater consumption, it improves the nation’s productive capacity. As a result, the success of
Fed monetary easing also depends heavily on Americans substituting purchases of domestic goods for
their purchases of imports. Otherwise, like all major forms of stimulus Washington is currently
considering, easing will keep U.S. economic growth trapped in its current dangerous pattern of heavy
reliance on debt creation.
III. Obama’s Misplaced Export Focus
As was the case with its predecessors, this USBIC import penetration report casts major doubt on
President Obama’s policy of limiting his trade-related economic recovery policies to export promotion.
The import penetration series continues to indicate strongly that the biggest, most realistic new market
opportunities for advanced American manufacturers can be found not abroad, but at home. Therefore,
the biggest, most important trade-related opportunities to foster a sustainable, production-led U.S.
economic recovery entail not promoting exports, but encouraging the substitution of domestic output
for the goods and services Americans currently import.
Although the president has frequently vowed to oversee a doubling of U.S. exports during the 20092014 period, abundant evidence has long pointed to the greater promise of generating growth by
curbing imports. After all, for decades, the U.S. economy has failed to expand its exports nearly as
fast as its imports have grown – the president’s goals notwithstanding, the only way in which trade
flow improvement can increase overall growth on net. The nation’s huge, persistent trade deficits
indicate how formidable the barriers even to the more modest objective of expanding gross and not net
exports have been.
For the foreseeable future, moreover, the fragile state of the global economy suggests that robust U.S.
net or gross export growth will become an even more challenging objective. Indeed, on a Januarythrough-October basis, total U.S. exports are up only 4.56 percent this year – a dramatic deceleration
from the 15.45 percent improvement during the same period from 2010 to 2011. The slowdown is
spread relatively evenly across sales to all of America’s major trade partners – even still rapidly
growing China, to which January-through October merchandise exports are only 6.39 percent higher
than last year’s figure. During the comparable 2010-2011 period, these sales rose by 16.51 percent.
A partial exception to this trend is the deeply troubled Eurozone, whose 17 members so far this year
have together bought 12.47 percent of U.S. goods exports. Its recession has actually helped depress
these U.S. merchandise exports by 0.63 percent so far this year on an annualized basis – following a
2010-2011 increase of 13.32 percent.
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Nor have the President’s efforts to boost U.S. exports by negotiating new free trade agreements
achieved any export-boosting success. For example, the biggest such deal signed in recent years – the
new free trade agreement with Korea – came into force in mid-March. Since then, U.S. goods exports
to the long protectionist Korean economy have actually fallen by more than 18 percent. U.S. goods
imports from Korea, by contrast, are up 4.74 percent during this period, meaning that the bilateral U.S.
deficit has risen along with America’s debts, and that the trade deal has subtracted from growth.
Moreover, even during better global economic times, selling into one’s own domestic market should be
considerably easier than selling into foreign markets – given greater familiarity, the lack of internal
trade barriers, and generally shorter distances and therefore lower transport costs to overcome. For
these reasons alone, the President’s failure to consider boosting growth by limiting imports is puzzling.
The import penetration data quantify what an enormous missed opportunity this oversight represents.
For example, consider the consequences had America’s 2011 imports of the 106 product categories
studied here remained at their 2010 levels. In other words, imports would not have been reduced in
absolute terms from the $666.46 billion total they hit that. They simply would not have grown to
$755.69 billion.
In this scenario, the 106 high-value industries would have generated Had 2011 import levels in the 106
high-value manufacturing sectors examined in the report collectively would have generated $89.22
billion more output (5.07 percent) in pre-inflation dollars than their total of $1.759 trillion. The overall
U.S. economy would have expanded that year by $666.02 billion, not $576.80 billion in pre-inflation
dollars – a 15.47 percent difference in growth.
Significantly, this output increase dwarfs by nearly 36.34 percent the $56.80 billion total increase in
exports recorded by these industries in 2011 – which was labeled by U.S. Trade Representative Ron
Kirk and many others as a banner year for U.S. overseas sales. (See, e.g., the administration’s 2012
trade policy agenda report at http://www.ustr.gov/sites/default/files/FULL%20REPORT%20%20PRINTED%20VERSION.pdf)
Had imports simply grown as fast as production in the 106 industries studied, they would reached
$745.62 billion, not $755.69 billion. In this scenario, they would have generated $10.07 billion (0.61
percent) more output in pre-inflation dollars, and the overall U.S. economy would have expanded that
year by $586.87 billion – 1.75 percent more than the actual growth of $576.80 billion. This output
increase resulting from slowing the growth of imports – not holding them flat, much less reducing
them – would have amounted to nearly 18 percent of those industries’ combined export increase in
2011.
If holding the line on imports or slowing their growth could yield such sizable output increases for
these 106 advanced manufacturing sectors and for the entire economy, actual reductions in imports
logically could bring even greater increases in output – and hiring.
It is also critical to recognize the dynamic effects likely to result from reducing imports, which would
probably grow over time for domestic manufacturers. The consequently greater sales they would
enjoy would surely lead to greater profitability, stronger capitalization, and therefore more scope to
price their products more aggressively at home and abroad, and increase their own shares of markets
and sales everywhere. Further, these effects would continually reinforce one another, and by the same
token, increasingly disadvantage foreign competitors. Indeed, many of these competitors, especially
from the export-led mercantilist countries of East Asia, have prospered by using this exact strategy.
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IV. More Important than Trade Deficits
Many students of the U.S. economy, and especially critics of U.S. trade policy, have long focused on
the chronic trade deficits run by the manufacturing sector as the most revealing indicator of its
competitiveness problems, and the damage it has suffered from counterproductive trade policies.
Standard trade theory supports such conclusions; it holds that countries that trade most successfully in
various products, services, and entire industries will become the countries that dominate global
production in these industries. Generally unfettered trade flows are the means by which this end is
achieved. Conventional economists applaud the results as ensuring that the most efficient producers of
traded products and services will reap the greatest rewards, and enrich the entire world by helping to
maximize global efficiency.
Trade deficits unquestionably are important indicators of manufacturing competitiveness. But this
USBIC import penetration report provides considerable evidence that import penetration rates matter
even more – especially if output is considered the main measure of manufacturing success.
Between 2010 and 2011, import penetration rates and trade balances had roughly the same effects on
output for the small number (11) of sectors whose product shipments shrank during that period. Nine
of these sectors experienced rising import penetration rates and 8 saw their trade balances worsen.
The 1997 to 2011 trends provide stronger evidence of a link between rising import penetration and
falling output. Of the 38 sectors where product shipments fell during this period, import penetration
rates rose in 36 (94.74%). But trade balances worsened in only 26 (68.42%).
The importance of the import penetration connection comes even more clearly if the subpar output is
defined more broadly to include industries that grew only modestly from 1997 to 2011.
During this 14-year period, output expanded by 20% or less in 19 of the 106 sectors studied. Thirteen
of these industries experienced worsening trade balances over this span – an impressive 68.42 percent.
But 18 of 19 saw their import penetration rates rise.
One possible reason for the somewhat superior performance of import penetration rates as indicators of
economic weakness: Unlike the trade deficit figures, they compare apples with apples. That is, they
spotlight the performance of products made in the United States versus products made overseas in the
same U.S. market. Trade deficit figures compare apples with oranges – U.S.-made products’
performance in overseas markets versus foreign-made products’ performance in the U.S. market.
Both measures yield much valuable information. But this report strongly indicates that import
penetration rates deserve much greater attention from the manufacturing, trade policy, and broader
economic policy communities.
CONCLUSION
High and rising import penetration rates for this many critical domestic industries over nearly a decade
and a half represent powerful evidence of chronic, significant weakness in domestic manufacturing.
They strongly indicate that advanced U.S.-based manufacturing industries as a whole are failing a
basic test of competitiveness – thriving in a market that is not only the world’s largest single market for
such goods, but the market that they should know far better than their overseas counterparts. And the
results of this report contrast sharply with widespread claims by the President and others that domestic
manufacturing is about to regain world-beating status.
13

In fact, as was true of its predecessor studies, this USBIC import penetration report also shows that
dozens of America’s most advanced manufacturing industries are becoming just as vulnerable to
import competition – and in some cases to import domination – as labor-intensive industries like
clothing and toys.
The President and the manufacturing optimists are right to identify domestic industry’s revitalization
as a vital national goal – in large part to create the kind of “economy built to last” that’s critical not
only to a stronger recovery, but also to sustainable prosperity. Yet high-value U.S. manufacturing’s
still-worsening performance in its own backyard signals loudly that the policy measures they tend to
support are sorely inadequate to the task.
In particular, the report indicates that efforts to replace imports with domestically produced goods and
other major trade policy changes must be added to any viable national economic strategy. Of special
importance, the report’s findings demonstrate the need to rethink seriously one of U.S. trade policies’
key assumptions – that the U.S. economy will always be able to count on growing gains in advanced
manufacturing industries (where it is presumed to enjoy major natural advantages) to more than
compensate for production and job losses in more labor-intensive sectors (where lower-cost and
income countries are presumed to enjoy the decisive advantages).
Without major changes in trade and other economic policies, the end of U.S. industrial and
technological superiority – and of the vital economic and security benefits this position has created –
may arrive sooner than even many pessimistic Americans expect. And the less competitive domestic
industry becomes, the more difficult it will become to turn rhetoric about a U.S. manufacturing
renaissance into a reality.
Alan Tonelson , a Research Fellow at the U.S. Business and Industry Council Educational
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