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March’s Trade Deficit Widened, But Exporters Have Reasons
to Be Optimistic
March’s widening trade deficit does not portend a structural deterioration
in the competitiveness of US exporters. Let's get that clear.
True, the headline number was quite awful. The $51.4 billion shortfall was
the largest monthly gap in six years, big enough to tilt GDP growth toward
contraction in the first quarter. (Our revised GDP estimate for 1Q is negative
0.3%.) But if we drill down further into this March report --- and also
consider even more recent trends on trade for April --- what emerges is an
economy and export sector that are in fact gathering more steam.
Let’s start with the latest foreign trade balance. The 43% increase in
March’s trade gap was largely due to the surge in imports, which increased
7.7% to $239.2 billion, the most this year. Yes, this rise can be attributed
mostly to the resolution of the labor disputes on West Coast ports. But it also
reflects growing demand for goods and services from a more resilient
domestic economy. Remember, retail sales, housing starts, and factory orders
all rebounded in March. Just as important is the fact that exports rose that
month by nearly 1% to $187.8 billion, the first increase in three months. (Chart
1.)

These are all in nominal dollars, of course. If we eliminate the impact of
price changes and focus simply on “real shipments,” then we not only see
exports jump 1.1% to $118.8 billion in March, but total exports in the first
quarter of this year was 1.5% higher than the first three months of 2014---even
though the dollar appreciated by about 20% against its main trading partners
during this time frame. (Chart 2.)
Table 1. Trade balance, exports and imports in nominal dollar

Table 2. Real trade balance, exports and imports. (Chained 2009 dollars)

The critical question now is did exporters continue to see foreign orders
rise in April? The best we can do to answer this question at this juncture is to
assess April foreign demand from the Institute for Supply Management report
on manufacturing activity. Here is where it gets interesting! Manufacturers
reported that new export orders expanded sharply in April, with that
subcomponent index surging to 51.5, the highest since December. Among the
industries that experienced higher foreign demand were textile mills,
furniture, transportation equipment, machinery, computers and electronics.
Exporters in the service sector, however, did not fare as well. They failed to
achieve a turn around in April, according to today’s ISM release on nonmanufacturing trends. That specific index dropped to 48.5, a rather sharp
decline from 59 in March. But let’s remember exports of services tends to be
more volatile than goods on a month to month basis--- and, secondly, services
accounts for less than one-third of all US trade.
We expect foreign demand for both goods and services to improve in the
coming months for several reasons. First, the dollar plateaued lately against
both the euro and yen. Economic activity in the Eurozone has picked up, with
Germany, Spain, the Netherlands and Portugal leading the region’s recovery.
Household spending, business investments and exports are all improving and
should help boost GDP growth this year to 1.7%, compared with 0.9% in 2014.
Japan has now seen two consecutive quarters of growth thanks to rising
exports and greater capital spending. India, the fastest growing emerging
country with GDP advancing at an 8% pace, is also expected to ramp up
purchases from the US this year.
Thus, while March’s trade deficit did widen, it has to be seen in its proper
context. Foreign orders for US goods will accelerate as global economic
activity picks up speed and the dollar stabilizes. We do not expect the US
currency to materially take off again once the Fed chooses to lift short term
raise rates. That’s because the global economic backdrop has changed. With
foreign economies getting stronger and oil prices edging higher, money
managers will gradually see more lucrative opportunities outside the US and
this will lead to a rotation out of dollar-denominated securities.
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