62 Finance and economics

Trade statistics
Lies, damned lies
and...

Bilateral trade flow data are misleading.
Butareported tweak willnothelp

IGHT Donald Trump’s promise to

shake up America’s trade policy ex-
tend to its statistics? According to a report
in the Wall Street Journal, discussions are
afooton changing the way trade figures are
tallied. The Bureau of Economic Analysis,
the country’s main statistical body, calls
this “completely inaccurate”. But in trade
as elsewhere, the new administration
seems prone to using statistics as a drunk
uses alamppost—for supportrather thanil-
lumination.

The proposal reportedly involves strip-
ping out some of America’s exports from
the gross numbers. America sold $15trn of
goods abroad in 2016, but of that $0.2trn
were re-exports that left the country much
as they had arrived. This type of trade has
been growing, reflecting America’s role as
ahub for North American trade. As a share
of its combined exports to Mexico and
Canada, re-exports rose from 12% to 20%
between 2002 and 2016. Truckers and ship-
pers benefit from thiskind of trade. But crit-
ics see it as “padding”, obscuring gloomier
trendsin “made in America” exports.

Stripping out re-exports makes no
sense when thinking about the overall
trade imbalance unless a corresponding
adjustment is made to imports. Taking out
re-exports would shrink America’s record-
ed exports to countries like Mexico and
Canada. Without reducing the import
number, it would also puff up America’s
recorded trade deficit in goods with them,
by $54bn for Mexico, and $46bn for Cana-
da (more than triple the raw balance).

So excluding re-exports from the total
would provide Mr Trump with some more
eye-popping figures with which to bash
Mexico. A bid to tweak trade statistics need
not be politically motivated, though. It
could also reflect the (correct) realisation
that standard measures of imports and ex-
ports do not always capture what is really
being “made in America”. Statisticians do
sometimes adjust for re-exports, which
can mask underlying trends. For example,
they routinely strip out from Hong Kong’s
figures its re-exports (a staggering $498bn-
worth in 2016, compared with domestic ex-
ports of $13bn) to avoid double-counting
China’s exports in world-trade totals.

Such adjustments are supposed to deal
with the underlying gripe with re-exports:
that they may not reflect a country’s value
added. But tackling this properly involves a
much deeper diginto the data. Thereis also
foreign value added embedded in Ameri-
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can exports, such as the Mexican parts in
cars made in Michigan. The imponrts side is
just as important. American imports from
Mexico include both American value add-
ed and inputs from other countries. Ac-
counting for all thisis far more complicated
than stripping outjust one component.
Luckily for Mr Trump, trade geeks are on
the case. Robert Johnson, a trade expert at
Dartmouth College, talks of a “quiet revo-
lution” in economists’ thinking about
trade. Aware that gross trade flows do not
capture where value is being created and
sent, the wro and the Organisation for
Economic Co-operation and Develop-
ment, a rich-country think-tank, have
painstakingly constructed the very data
that Mr Trump’s administration would be
interested in. The latest available figures,
covering 20m, suggest that foreign value
added makes up 15% of the content of
America’s gross exports. Overall, this is off-
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set by a corresponding adjustment to im-
ports. America’s overall trade balance
with the rest of the world isnot affected by
a switch to a value-added measure.

Drilling down into bilateral trade rela-
tions, accounting for value added has big
effects. But these data suggest that some
might not be as large as often assumed.
One commonly-cited factoid is that 40% of
Mexican exports to America are embed-
ded American content. New figures from
the OECD put that figure at14% (see chart).

Thatisstillhigh enough to create alot of
American losers were America to sever
trade relations. And the effect on the re-
ported trade imbalance between America
and Mexico is dramatic. Overall, however,
switching to the more sophisticated value-
added measure of trade flows would not
provide political ammunition as powerful
as ditching re-exports. On a value-added
measure, the bilateral-trade imbalance be-
tween America and Mexico in 201 was
43% smaller than the gross trade flows
would suggest. The trade deficit with Can-
ada would have become 39% smaller.

Focusing on value-added trade data is
better than looking at the gross flows, but
Mr Johnson questions whether the debate
should focus on bilateral imbalances at all.
When someone incurs a trade deficit with
a bookshop and a trade surplus with his
employer, neither matters in isolation—the
overall balance is important. And for a
country’s trade, that will be most deter-
mined by macroeconomic factors. Fid-
dling the figures might move the lamppost;
it will still leave the future direction of
trade in the dark. ®

Securitisation in Europe

Limping along

Europe’s structured-finance market fails to live up tohopes

ECURITISATION, the bundling and re-

packaging of income streams as trad-
able securities, goes in and out of fashion.
America is still dealing with the fallout
from the disaster in one part of the mar-
ket—sub-prime mortgages—in2008-09 (see
box on next page). In Europe, the swings in
popularity have been just as marked. Dur-
ing the crisis, European securitised assets
were hit by only small losses but the mar-
ket suffered from guilt by association. It has
since enjoyed a limited renaissance. '

Leading the revival, oddly, are Euro-
pean regulators. They have sought not just
to rehabilitate, but indeed actively to pro-
mote such “structured” finance. As early as
2013 the European Central Bank (ECB) was
effusive not only about securitisation’s

ability to spread risks, but also about its
ability to channel funding to the economy,
including small and medium-sized enter-
prises(smEs). The EcB and the Bankof Eng-
land even published a rare joint paper in
2014 making the case for a “better-func-
tioning securitisation marketin the Eu”.
This aim then became one of the main
planks of the European Commission’s
“capital-markets union” initiative—an at-
tempt to shift Europe away from overre-
liance on banks. A legislative proposal put
forward by the commission in the autumn
of 2015 sought to smooth the way for secur-
itisation by setting up common rules and
establishing a special category of “simple,
transparent, and standardised” securitisa-
tions with fewer regulatory requirements. »
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