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International Trade Agreementsand Job Estimates

Overview

The Obama Administration engaged in negotiations on two
mega-regional free trade agreements (FTAS): the Trans-
Pacific Partnership (TPP)among the United States and
eleven other Asia-Pacific countries and the U.S.-European
Transatlantic Trade and InvestmentPartnership (T-TIP).
Upon taking office, the Trump Administration withdraw
fromthe TPP and the T-TIP. Discussionson TPP, T-TIP
and other FTAs, including during recentelections, have
focusedattention onquantifyingthe impact oftrade
agreementson jobsin the U.S.economy.

Economists and others often use sophisticated economic
models to estimate theeconomic impact of trade
agreements on the economy, particularly theimpact on jobs
and wages. The International Trade Commission (ITC), for
instance, provides estimates of the impact of FTAson the
U.S. economy. Limitations of data and important theoretical
and practical issues make it difficult to derive precise
estimates ofthe impact ofa particular trade agreementon
the U.S. economy. Suchmodels use anumber of
assumptions that are necessary to derive theresults, but
such assumptions reducethe reliability of the estimates. In
addition, the economy as awhole is subjectto a broad range
of events, often unforeseen, that cannot be modeled ahead
of time in generating trade estimates, but may affect
economic performance, including job creationand job
losses, in ways that may outweigh theimpact of free trade
agreements.

Estimating Employment Related to
Trade

Most trade models do not estimate the number of jobs that
could be associated with a particular tradeagreement, in
part becausetheydo not contain the type of microeconomic
data that would be required to make suchan estimate. Asa
result, some groups haveattempted to use proxy estimators.
Some estimates of the relationship betweentradeand
employment haveused datadeveloped by the Department
of Commerce’s International Trade A dministration (ITA).
These estimates useinput-outputdatato estimate the
average number of jobs that are supported (not created) by
exports inthe U.S. economy based on several factors: the
average relationships between the valueof goods and
services in the economy relative to theaverage number of
jobs that are required to producethat outputforeach
industry, the value of inputs used in their production, and
the value oftransportation and other marketing services
required to bring goods and services to buyers. The agency
did not developasimilar methodology to estimate potential
job lossesdueto imports.

The ITA estimated thatin 2019, U.S. exports ofgoodsand
services supported 10.7 million jobs — 6.3 million in the

goods producing sectorand 4.4 million in services, equalto
that estimated for 2016, as indicatedin Figure 1.

Figure 1. Jobs Supported by Exports in Goods and
Services of the U.S. Economy, 1998-2019
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Source: International Trade Administration

The ITA also projected thaton average one billion dollars
of merchandise goods exports in 2019 supported 4,670 jobs,
and one billion dollars of services exports supported 5,539
jobs, oran average of 5,095 jobs were supported by goods
and services exports combined. Expressed differently,
$214,153 in merchandise goods exports, $180,528 in
servicesexports, oran average of $196,263 in goodsand
services exports, supported one job in each respective
sector.

ITA has estimated that jobs associated with international
trade, especially export-intensive manufacturing industries,
earn 18% more, on average, thancomparable workers in
othermanufacturing industries, because industries with
greateraccess to international markets invest heavily in
technology and capital in those areas where the United
States hasan international comparative advantage. While
views differ on this subject, others conclude thata number
of factors could account for the observed relationships
between trade and worker incomes, which make it difficult
to estimate a direct cause and effect relationship.

Trade Deficits and Job Losses

Some groups haveequated bilateral trade deficits with a
loss ofemployment. Most economists, however, arguethat
equatingatrade deficit, whether on a bilateral basis or
overall, with a specificamount of unemploymentor job
losses in the economy is questionable. In some cases, both
opponents and proponents of trade and trade agreements
have used the methodology developed by the ITA on
exports and jobs supported in the economy to estimate the
employment effects of FTAs. Sometimes, these data have
been used in reverse to argue thatifa certain number of
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jobs were supported by abillion dollars of exports, thenthat
same number could be usedto argue that a certainnumber
of jobs would be “lost” by a billion dollars of imports, so
that any netincrease in imports associated with a trade
agreement would necessarily result in aloss ofemployment
for the economy. This approachalso has been usedto argue
that the U.S. trade deficit implies anet loss of jobs in the
economy.

The ITA’s methodology, however, is unique to estimating a
static number of jobs supported (not created) by exports.
The compositionofU.S. imports is fundamentally different
fromthat of U.S. exports. While some imports and exports
represent clearly substitutable items, which may adversely
affect U.S. jobs, otherimports represent inputs to further
processing, or are items that eitherare not available orare
not fully available in the economy. In addition, import-
competing industries likely do not have the same mix of
capitaland labor in their production processes as do export-
oriented industries sothat demands on capitaland labor
markets could vary substantially across industrial sectors.
While some job losses associated with imports can be
highly concentrated, importsalso supporta broad range of
widely-dispersed service-sector jobs, including
transportation, sales, finance, marketing, insurance, and
accounting.

ITA Clarification and Disclaimer

ITA has issued various statements indicating that using the
data on jobs supported by exports toestimate any
relationship betweenimports andjobsis not appropriate. As
ITA has indicated, theemployment estimate is a static
relationship, or it reflects a relationship at a pointin time,
and is nota multiplier and should not be used to estimate
changesin jobs that are associated with changes in exports
or imports ina multiplier fashion to estimate the number of
U.S. jobs that have been lost or created asaresult oftrade
agreements.

In addition, ITA’s estimates relate to theaveragenumber of
jobs supported by exportsacrossabroad sectionofthe
economy, which is notthe same as estimatingthe number
of jobs thatwould be added or lostas aresult ofa trade
agreement. Suchan estimate would needto focus on
estimating the change in the composition of employment
that would be associated with a changein trade as a result
of atrade agreement. Also, most trade agreements
incorporate provisions governingtrade in services,
investment, nontariff barriers, and a broad range of other
trade-related issues thatare not reflected in the ITA
estimates.

ITA argues that its estimate of the number of jobs supported
by exports should notbe used with projected changes in
trade to estimate potential employmenteffects fromtrade
agreements. It says: “Averages derived fromIO [input-
output] analysis should notbe usedas proxies for change.
They should notbe usedto estimate thenet changein
employment thatmight be supported by increases or
decreases in total exports, in the exports of selected
products, orin the exports to selected countries orregions.”
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The ITA also indicated that, “The averages are notproxies
because the number of jobs supported by exports usually
does notchange at thesame rate asexport value. Therate is
not the same because other factors, suchas prices, resource
utilization, business practices, and productivity, do not
usually change at thesame rate. In addition, the material
and service inputs and the labor and capital inputs differ
significantly across types of exports. Forexample, the labor
requirements foran exported aircraft are significantly
different from those of an exported agricultural productor
an educational service.”

Ideally, estimates of changes in jobs thatarise fromchanges
in trade flows that are associated with changes in tariff
reductionswould bederived using figures that reflect actual
changes in employment (based onthe mix of goods traded)
that would occurat the margin as a result of changes in the
volume of goodstraded. According tothe ITA, though,
such data do not exist. The only datathatare available
reflect the estimated average number of jobs supported
acrossthe U.S.economy by a givenlevel of exports.
During periods of slack business activity, increased output,
such as exports, would tend to increase employment, lower
unemployment, and increase labor force participation.
Conversely, during periods of high business activity, when
industries operate at or near full capacity and employment,
increasedoutput, including output for exports, would tend
to raise employment less—ifat all—and instead likely
would mainly shift employment to industries that pay
higherwages.

Issues for Congress

Trade agreements oftenare controversial fora number of
reasons, including theestimated impact they might haveon
jobs inthe economy. In examining the impact of trade
agreementson the U.S. economy, Congress may:

e Assessthe current state of data ontradeandtrade-
related employment to determine what ifany action may
be taken to improve such data andthe costs and benefits
involved in doingso.

e Assessthe current state of data todetermine if such data
can be usedto provide more informed estimates ofthe
potential long-runimpact on theeconomy as awhole
and on particular sectors within the economy of a trade
agreement.

e Assesstherole that suchotherfactors as education, job
training, and adjustmentassistance programs havein
positioning the economy to be competitive overalland
in adjusting in atimely fashion to shifting trade trends.

More Information

Formore information, see CRS Report R45148, U.S. Trade
Policy Primer: Frequently Asked Questions and CRS
Report R44044, U.S. Trade with Free Trade Agreement
(FTA) Partners.

James K. Jackson, Specialistin International Trade and
Finance
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Disclaimer

This document was prepared by the Congressional Research Service (CRS). CRS serves as nonpartisan shared staff to
congressional committees and Members of Congress. It operates solely at thebehest of and under thedirection of Congress.
Information ina CRS Report should not be relied uponfor purposes other than public understanding of information that has
been provided by CRS to Members of Congress in connection with CRS’s institutional role. CRS Reports, as a work ofthe
United States Government, are notsubject to copyright protection in the United States. Any CRS Report may be
reproducedand distributed in its entirety without permission fromCRS. However, as a CRS Report may include
copyrighted images or material froma third party, you may needto obtain the permission of the copyright holder if you
wish to copy or otherwise use copyrighted material.
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