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FourRTH QUARTER 1994

T HE U.S. current-account deficit increased
to $44.8 billion in the fourth quarter from
$40.8 billion (revised) in the third (table A)." The
deficit on merchandise trade decreased and the
surplus on services increased. However, these
changes were more than offset by an increase in
the deficit on investment income and larger net
unilateral transfers.

In the capital account, net recorded capital in-
flows decreased to s$45.8 billion in the fourth
quarter from $s4.4 billion in the third. A step-up
in outflows for U.S. assets abroad more than off-
set a step-up in inflows for foreign assets in the
United States.

1. Quarterly estimates of U.S. current- and capital-account components
are seasonally adjusted when statistically significant seasonal patterns are
present. The accompanying tables present both adjusted and unadjusted
estimates.

The statistical discrepancy—errors and omis-
sions in recorded transactions—was an outflow
of $1.0 billion in the fourth quarter, compared
with an outflow of $13.6 billion in the third.

The following are highlights for the fourth
quarter of 1994:

¢ The merchandise trade deficit fell, as exports
accelerated while imports slowed from their
rapid increases in recent quarters.

e The surplus on services increased, but less
strongly than in recent quarters.

e The deficit on investment income increased
sharply.

¢ Net unilateral transfers increased as a result
of a bunching of U.S. Government grants.

e The step-up in outflows for U.S. assets
abroad was mostly attributable to a shift to
an increase in U.S. bank-reported claims.

Table A—Summary of U.S. International Transactions
[Millions of dollars, seasonally adjusted]

Line | Lines in tables 1 and 10 in which transactions are  in- 1993 19940 | Change: 1993 1994 gggﬁﬁ
cluded are indicated in () 1993-94 | I I v Ir I nr VP v
1 | Exports of goods, services, and income (1) 755,533 | 832,871 77,338 184,968 188,906 186,565| 195,095 194,616| 202,299 212,928| 223,032 10,104
2 Merchandise, excluding military (2) .. 456,866 | 502,729 45,863 | 111,664| 113,787 111,736| 119,679| 117,848| 122510| 127,632| 134,739 7,107
3 SEIVICES (3) wevvrrerrrrrrerieirneierenininns " 184,811 195,287 10,476 45,577 46,318 46,316 46,600 46,889 47,921 49,670 50,810 1,140
4 Income receipts on investments (11) .......c..ccouuviinens 113,856 | 134,855 20,999 27,727 28,801 28,513 28,816 29,879 31,868 35,626 37,483 1,857
5 | Imports of goods, services, and income (15) .............. -827,312| -954,422| —-127,110| —197,535| —207,308 | —206,808 | —215,661 | —219,756 | —231,755| —245,703| -257,211| -11,508
6 Merchandise, excluding military (16) ..... .. | —589,441| -669,093| -79,652| —140,855| —147,514| —148,224| —152,848 | —154,900 | —164,231| —172,247| —177,715 -5,468
7 SerViCeS (17) oo —127,961 | —135,293 -7,332| -30,808| -31,661| -32,086| -33,407| -34,157| -32,837| -33,793| -34,509 -716
8 Income payments on investments (25) . -109,910 | -150,036| —40,126| -25,872| -28,133| -26,498| -29,406| -30,699| -34,687| -39,663| —44,987 -5,324
9 | Unilateral transfers (29) ........c.oveemerriesrieresnssnsnnenes -32,117| -34,121| -2,004| -7,283| -7,200( -7,613| -10,021| -7,098| -8,371| -8,073| -10,579| -2,506
10 | U.S. assets abroad, net (increase/capital outflow (-))
-147,898 | -125,687 22,211 -12,659| -35966| -35651| —63,622| -48456| —-7,251| -25849| -44,136| -18,287
11 U.S. official reserve assets, net (34) ... -1,379 5,346 6,725 -083 822 —545 —673 -59 3,637 -165 2,033 2,198
12 U.S. Government assets, other than official reserve
ASSELS, NEL (39) ..vvurvrerierieiriee e -306 278 28 488 -281 =192 =321 490 462 =270 -961 —691
13 U.S. private assets, net (43) -146,213 | 130,755 15,458 | -12,164| -36,507| -34,915| -62,628| -48,887| -11,250( -25414| -45208( -19,794
14 | Foreign assets in the United States,net (increase/
capital inflow (+)) (48) ...vvvvrvviiririieriienissiiins 230,698 314,614 83,916 16,772 51,829 71,934 90,162 95,130 49,309 80,254 89,921 9,667
15 Foreign official assets, net (49) ... . 71,681 38,912 -32,769 10,968 17,492 19,259 23,962 11,530 8,925 19,460 -1,003| -20,463
16 Other foreign assets, Net (56) ........ccocveererrneerienernns 159,017 275,702| 116,685 5,804 34,337 52,675 66,200 83,600 40,384 60,794 90,924 30,130
17 | Allocations of special drawing fights (62) .......coocvevmecne | wovervnenveinee | vveneienines | verineneinens | e [ e | v | e [ e | v | e | e | e
18 | Statistical discrepancy (63) .......coocveeerreenerisrnreniieienns 21,096 -33,255| —54,351 15,737 9,739 8,427 4,047| -14,436 —4,231| -13,557 -1,027 12,530
Memorandum:
19 | Balance on current account (70) ........coocrmrerreeerierinnens -103,896 | —155,673| -51,777| -19,850| -25,602| -27,856| -30,587| -—32,238| -—37,827| -—40,848| -44,758| —3,910
" Revised.

P Preliminary.
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e The step-up in inflows for foreign assets in
the United States was attributable to sharply
higher inflows for nearly all major types of
private assets.

e The U.S. dollar depreciated slightly in the
foreign exchange markets.

CHART 1

Indexes of Foreign Currency
Price of the U.S. Dollar
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U.S. dollar in exchange markets

In the fourth quarter, the U.S. dollar depreciated
1 percent on a trade-weighted quarterly average
basis against the European, Japanese, and Cana-
dian currencies and appreciated strongly against
the Mexican peso (table B, chart 1).

Early in the quarter, the dollar weakened fur-
ther amid concerns that U.S. interest rates had

CHART 2

U.S. and Foreign Interest Rates
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Table B.—Indexes of Foreign Currency Price of the U.S. Dollar

[December 1980=100]
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1993 1994 1993 1994
\% | I I \Y% Dec. | Jan. | Feb. | Mar. | April | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec.
Trade-weighted average against 26 currencies?® ............. 102.7| 102.2| 100.8| 98.7| 98.1|| 103.3| 102.8| 101.9| 101.8| 101.4| 1015 99.5| 99.7( 99.1| 97.3| 965 986| 99.1
Trade-weighted average against 10 currencies? ............. 104.3| 105.1| 102.2| 97.7| 96.8|| 105.3| 106.2| 105.4| 103.8| 103.8| 102.1| 100.8| 98.0| 98.2| 96.9| 953| 96.5 98.6
Selected currencies: 3
CaNAA ... 1108 | 112.1| 115.6| 1147 | 1144|| 111.3| 110.1| 112.2| 114.1| 115.6| 1154 1157| 115.6| 1153 113.2| 112.9| 114.1| 116.2
European currencies:
Belgium 113.3| 1125| 108.1| 101.6| 100.7|| 112.8| 114.4| 113.0( 110.2| 110.5| 107.8| 105.9| 102.1| 101.9( 100.7| 98.8| 101.0| 102.2
France .. 128.2| 128.7| 124.8| 117.3| 116.4|| 128.4| 130.0| 129.5| 126.5| 127.7| 124.6| 122.1| 117.9| 117.7| 116.3| 114.2| 116.1| 118.9
Germany 85.6| 87.6| 845 79.4| 785 87.0| 886| 883| 860| 864| 843| 828| 79.7| 79.6| 78.8| 77.3| 783| 79.9
Italy ..o 177.4| 1804 | 171.7| 168.1| 169.9|| 181.4| 181.4| 181.4| 178.3| 1754| 169.8| 169.8| 167.2| 169.8| 167.2| 164.6| 169.8| 175.4
Netherlands 884 905| 87.3| 820 810 89.7| 91.4| 911| 89.0| 89.3| 87.1| 854| 823| 823| 813| 79.7| 80.8| 824
Switzerland ... 824 815 79.0| 736 728 822| 826| 818| 80.2| 80.7| 79.3| 77.1| 743| 740| 724| 710| 727| 746
United Kingdom 157.4| 157.8| 156.1| 151.3| 148.2|| 157.4| 157.3| 158.7| 157.4| 158.4| 156.1| 153.8| 151.8| 152.2| 149.9| 146.2| 147.7| 150.6
Japan ... 515| 51.3| 49.2| 472 471 52.3| 53.1| 50.6| 50.1| 49.3| 49.4| 488| 46.9| 47.6| 47.0| 46.8| 46.7| 477

1. Currencies of 22 OECD countries—Australia, Austria, Belgium-Luxembourg, Canada, Denmark, Finland, France,
Germany, Greece, Iceland, Ireland, ltaly, Japan, Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Swit-
zerland, Turkey, United Kingdom—plus Hong Kong, Republic of Korea, Singapore, and Taiwan. Data: U.S. Depart-

ment of the Treasury. End-of-month rates for months; averages of end-of-month rates for quarters.

2. Currencies of Belgium, Canada, France, Germany, Italy, Japan, Netherlands, Sweden, Switzerland, and United
Kingdom. Data: Federal Reserve Board. Monthly and quarterly average rates. Index rebased by BEA.
3. Data: Federal Reserve Board. Monthly and quarterly average rates. Indexes prepared by BEA.
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not yet risen sufficiently to restrain U.S. eco-
nomic growth and potential inflation. Following
especially intense selling pressure on the dol-
lar in late October, U.S. monetary authorities
purchased $8oo million against sales of German
marks and an equal amount against sales of
Japanese yen on November 2 and purchased $500
million against sales of German marks and an
equal amount against sales of Japanese yen on
November 3. After the Federal Reserve’s decision
to raise the federal funds rate and the discount
rate by 75 basis points in mid-November, the
dollar rebounded and continued to appreciate
through the end of the year. These interest rate
increases added further to large, positive interest-
rate differentials in favor of U.S. dollar assets and
contributed to the dollar’s appreciation and to
dollar inflows through yearend (charts 2 and 3).
(Early in 1995, the dollar’s depreciation resumed.)

The U.S. dollar was unchanged against the
Canadian dollar for the quarter. However, the
U.S. dollar appreciated after the mid-November
rise in U.S. interest rates, when interest-rate dif-
ferentials in favor of the U.S. dollar widened
substantially.

From the beginning of the quarter through
December 19, the Mexican peso depreciated 2
percent against the dollar, staying within the per-

CHART 3

Interest-Rate Differentials
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missible range set by the Mexican Government.
On December 20, Mexican authorities reduced
the peso’s lowest permissible value against the
dollar, and the peso immediately fell by the full
12 percent permitted by the new range. On De-
cember 22, with heavy market pressure against
the peso, the Mexican Government permitted the
peso to fluctuate freely in exchange markets. The
peso immediately declined another 16 percent,
bringing the total decline to 30 percent by the end
of the quarter. Also on December 22, Mexican
and U.S. monetary authorities jointly announced
that they had activated a pre-existing swap facil-
ity of $6.0 billion, in order to provide short-term
financial resources to the Mexican Government.

Current Account

Goods and services

The deficit on goods and services decreased to
$26.7 billion in the fourth quarter from $28.7
billion in the third. The deficit on merchan-
dise trade decreased and the surplus on services
increased.

Merchandise trade.—The U.S. merchandise trade
deficit decreased to s$43.0 billion in the fourth
quarter from s$44.6 billion in the third. The
smaller deficit reflected stronger growth in
exports than in imports.

Exports.—Merchandise exports increased $7.1 bil-
lion, or 6 percent, to $134.7 billion. Volume,
measured in constant (1987) dollars, increased
5 percent. Nonagricultural exports accounted
for most of the increase in current dollars, and
agricultural exports also increased.

Nonagricultural exports increased $5.2 billion,
or 5 percent, to si21.1 billion. The increase
was widespread among major commodity cate-
gories, with capital goods accounting for over
two-fifths of the increase. Nearly all types of
capital goods increased, led by semiconductors,
by computers, peripherals, and parts, and by
telecommunications equipment. Increases were
also sizable in automotive vehicles, engines, and
parts (mostly engines and parts to Canada)
and in nonagricultural industrial supplies and
materials.

Agricultural exports increased s1.9 billion, or
16 percent, to $13.6 billion. Corn, wheat, and
soybeans all rose; the largest increase was in
corn. Meats and other processed food products
increased even more rapidly than in the third
quarter.



SURVEY OF CURRENT BUSINESS

Imports.—Merchandise imports increased $s.5
billion, or 3 percent, to $177.7 billion in the fourth
quarter. Volume, measured in constant (1987)
dollars, also increased 3 percent. Nonpetroleum
imports more than accounted for the increase in
current dollars.

Nonpetroleum imports increased $7.8 billion,
or 5 percent, to $164.9 billion. The largest in-
crease was in capital goods, which accounted for
over two-fifths of the increase. This increase
mainly reflected continuing demand for comput-
ers, peripherals, and parts and for semiconduc-
tors. Imports of civilian aircraft, engines, and
parts also increased, rebounding from low lev-
els in the third quarter. Nonpetroleum industrial
supplies and materials (mostly metals and chem-
icals), consumer goods (mostly durables), and
automotive vehicles, engines, and parts (mostly
from Canada and Mexico) also increased.

Petroleum imports decreased s2.4 billion, or
16 percent, to $12.8 billion. The average price
per barrel decreased to $15.40 from $16.22, and
the average number of barrels imported daily
decreased to 9.08 million from 10.23 million. Do-
mestic production and consumption increased,
and inventory was unchanged.

Services.—The surplus on services increased to
$16.3 billion in the fourth quarter from s$15.9 bil-
lion in the third. Service payments, paced by
a strong rise in travel and passenger fares, in-
creased less than service receipts, within which
travel, passenger fares, and other transportation
accounted for nearly all of the increase.

Foreign visitors spent $15.8 billion in the United
States, up 4 percent. Receipts from overseas in-
creased 3 percent to s12.9 billion; receipts from
Canada, 9 percent to $1.6 billion; and receipts
from Mexico, 3 percent to $1.3 billion. U.S. trav-
elers spent s$11.3 billion abroad, up 8 percent.
Payments to overseas increased 9 percent to $9.0
billion; payments to Canada, 10 percent to $1.0
billion; and payments to Mexico, less than 1 per-
cent to $1.3 billion. For both Mexican receipts
and payments, the impact of the sharp decline
of the Mexican peso in late December will be
reflected in 1995.

Other transportation receipts increased to $6.6
billion from $6.3 billion, as ocean port expend-
iture receipts were pushed higher by a strong
increase in export volume carried by foreign-flag
vessels. Other transportation payments decreased
slightly to $6.6 billion after two consecutive quar-
ters of strong growth, but remained at a high
level.

Other private services receipts were unchanged
at $14.8 billion. Other private services payments
decreased to $8.5 billion from $8.8 billion, partly
because reduced activity in financial markets
abroad lowered commission payments.

Investment income

The deficit on investment income increased to
$7.5 billion in the fourth quarter from s4.0 bil-
lion in the third. Increases in direct investment
payments and portfolio payments outweighed an
increase in portfolio receipts.

Direct investment income.—Income receipts on
U.S. direct investment abroad were down slightly
to $18.0 billion, but remained high as a result
of continued economic recovery in continental
Europe and Japan.

Income payments on foreign direct investment
in the United States were $9.1 billion, up from
$7.9 billion. The increase was mostly from higher
interest payments, which were attributable to
interest-rate swap transactions; earnings contin-
ued to climb in response to continued expansion
in the U.S. economy.

Portfolio investment income.—Receipts of income
on other private investment were $18.3 billion, up
from $16.6 billion, largely as a result of higher
interest rates. Payments of income on other pri-
vate investment were $22.7 billion, up from s$19.9
billion, as a result of both higher interest rates
and larger liabilities outstanding.

Receipts of income on U.S. Government assets
were up slightly to s1.1 billion. Payments of in-
come on U.S. Government liabilities were $13.2
billion, up strongly from $11.8 billion, as a result
of both the sharp rise in interest rates and larger
liabilities outstanding.

Unilateral transfers

Net unilateral transfers were s10.6 billion in the
fourth quarter, compared with $8.1 billion in the
third.

U.S. Government grants were $s.7 billion, up
from $2.8 billion. The step-up was due to the
fourth-quarter disbursement of cash to Israel
(s1.2 billion), which was drawn completely in the
first quarter of the U.S. Government’s fiscal year
as soon as funds were appropriated by Congress,
and to additional funds (s1.8 billion) disbursed
to Israel to finance military purchases.
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Capital Account

Net recorded capital inflows—that is, net changes
in U.S. assets abroad less net changes in foreign
assets in the United States—decreased to $45.8
billion in the fourth quarter from $54.4 billion in
the third. A step-up in outflows for U.S. assets
abroad more than offset a step-up in inflows for
foreign assets in the United States.

U.S. assets abroad

U.S. assets abroad increased $44.1 billion in the
fourth quarter, compared with an increase of
$25.8 billion in the third. The step-up occurred
mostly as a result of a shift to an increase in U.S.
bank-reported claims.

U.S. official reserve assets.—U.S. official reserve
assets decreased $2.0 billion in the fourth quarter,
following a $o.2 billion increase in the third. The
decrease was more than accounted for by sales
of $2.6 billion in German marks and Japanese
yen in exchange market intervention operations
in early November (table C). These operations
were part of coordinated intervention activities
with monetary authorities of another country.

U.S. Government assets other than official reserve
assets.—U.S. Government assets other than of-
ficial reserve assets increased s1.0 billion in the
fourth quarter, up from a so.3 billion increase in
the third. U.S. credits and other long-term assets
increased $2.2 billion, compared with an increase
of $1.2 billion. The step-up resulted from the ex-
tension of new credits to the Government of the
Russian Federation, reflecting the consolidation
and rescheduling of certain debts of the former
Soviet Union that were owed to, or guaranteed
by, the U.S. Government.

U.S. foreign currency holdings and other short-
term assets decreased $o.4 billion in the fourth
quarter, reflecting the disposition of $o0.8 billion
in unpaid claims (under the Commodity Credit
Corporation’s export credit guarantee program)
on the former Soviet Union that were acquired
from private U.S. banks. These unpaid claims
were consolidated and rescheduled into a new
U.S. Government long-term credit.

Claims reported by banks—U.S. claims on for-
eigners reported by U.S. banks increased $17.3
billion in the fourth quarter, compared with a
decrease of $1.3 billion in the third.

Interbank claims increased $9.1 billion in the
fourth quarter, following an $8.1 billion decrease
in the third. Interbank lending to Western
Europe, the Caribbean, and Japan was moder-
ate, both during the quarter and at yearend.
This increase was augmented by an siu.2 bil-
lion increase in deposits on behalf of banks’ U.S.
customers; these deposits were largely ovenight
deposits placed with branches of U.S. banks
in the Caribbean in December and were not
reversed after the beginning of the new year.

Foreign securities—Net U.S. purchases of foreign
securities were $13.9 billion in the fourth quarter,
up from $8.1 billion in the third.

Net U.S. purchases of foreign stocks were $8.1
billion, up from s$6.0 billion, as most overseas
stock markets halted their downward slide or rose
at yearend. U.S. institutional investors, primarily
mutual funds, stung by heavy losses on Asian and
Latin American stock market investments early in
the year, resumed their overseas investments in
the fourth quarter. Investors also resumed their
purchases of Japanese securities, though Japanese
stock prices continued to decline.

Table C.—Selected Transactions with Official Agencies

[Millions of dollars]

. 1993 1994 Change:
1003 | 1004 | Shanoe: 1094 111

| I 1 \% | Il lnr VP \%
Changes in foreign official assets in the United States, net (decrease -) (table 1, line 49) 71,681( 38,912| —32,769| 10,968 17,492| 19,259| 23,962| 11,530 8,925| 19,460| —1,003| —20,463
Industrial countries 38,892 29,614 -9,278| 1,730| 16,057 | 10,877| 10,228 | 11,667 | 16,534 9,106| —7,693 | —16,799
Members of OPEC?2 . -3,847| -1,049| 2,798 445 -869( -3,194| -229| -1,674| -4,149| 3,726| 1,048 -2,678
Other COUNTIES ...vvuuurieiieiiisiiiiiisss s 36,636 | 10,347 | —26,289| 8,793 2,304 11,576| 13,963 1537| -3,460| 6,628| 5,642 -986
Changes in U.S. official reserve assets, net (increase -) (table 1, line 34) ......ccccovvvvrnenn. -1,379| 5346| 6,725 -983 822| -545| 673 -59| 3537| -165| 2,033 2,198

Activity under U.S. official reciprocal currency arrangements with foreign monetary
authorities: 3

Foreign drawings, or repayments (=), net ..

Drawings ......oeeerevereeesmrereerineennnes
Repayments
" Revised. ning in January 1993, excludes Ecuador.
P Preliminary. 3. Consists of transactions of the Federal Reserve System and the U.S. Treasury Department's Exchange Stabili-

1. Western Europe, Canada, Japan, Australia, New Zealand, and South Africa.

2. Based on data for Ecuador, Venezuela, Indonesia, and other Asian and African oil-exporting countries. Begin-

zation Fund.
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Net U.S. purchases of foreign bonds recovered
to $5.8 billion from s2.a billion. Transactions
in outstanding bonds shifted to net purchases of
$1.6 billion from net sales of $6.3 billion; most
of the turnaround was in Western Europe, as
bond prices in the United Kingdom and sev-
eral other West European markets rebounded
somewhat from their nearly year-long decline.

New foreign bond issues in the United States
declined to $7.2 billion from $9.8 billion, as the
U.S. corporate aaa bond rate increased 42 ba-
sis points from the third-quarter level. More
than half of the value of new issues was privately
placed, and the maturities were shorter: Approx-
imately 87 percent mature in 10 years or less, up
from 79 percent in the third quarter.

Direct investment.—Net capital outflows for U.S.
direct investment abroad were $14.0 billion in
the fourth quarter, compared with s11.2 billion
in the third. An increase in reinvested earnings
and a shift to net intercompany debt outflows
accounted for most of the step-up.

Foreign assets in the United States

Foreign assets in the United States increased $89.9
billion in the fourth quarter, compared with an
increase of $80.3 billion in the third. The step-
up was attributable to sharply higher inflows for
nearly all major types of private assets; these in-
flows were only partly offset by a large shift to
outflows for official assets.

Foreign official assets.—Foreign official assets in
the United States decreased si.0 billion in the
fourth quarter, compared with a $19.5 billion in-
crease in the third (table C). Dollar assets of
industrial countries decreased $7.7 billion in the
fourth quarter, largely reflecting sharp decreases
in assets of European countries. Dollar assets
of non-orec developing countries increased $5.6
billion; included were a large increase by a single
Asian country and a decrease of about the same
size by a single Latin American country.

Liabilities reported by banks—U.S. liabilities to
foreigners reported by U.S. banks, other than
U.S. Treasury securities, increased $27.1 billion in
the fourth quarter, compared with an increase of
$18.4 billion in the third.

Interbank liabilities increased $25.1 billion,
compared with an increase of sy.2 billion; in-
flows in the fourth quarter were sharply higher
in response to U.S. banks’ borrowing from for-
eign sources to finance domestic (U.S.) lending
and to substantial interest-rate differentials in fa-
vor of U.S. short-term assets. U.S.-owned banks’

branches in Western Europe and the Caribbean
accounted for 9o percent of the inflows. Lia-
bilities to Asian banking centers and to Japan
decreased.

U.S. Treasury securities.—Net foreign purchases
of U.S. Treasury securities were a record $26.0
billion in the fourth quarter, compared with net
purchases of $5.1 billion in the third. Rapidly ris-
ing interest rates and an appreciating dollar for
part of the quarter contributed to the strength in
net foreign purchases. In addition, rates on 1-
and 2-year maturities were nearly as high as those
on long-term maturities, making the shorter-
term maturities especially attractive investments
at a time of wide fluctuations in longer-term rates
and in foreign exchange markets. Especially large
were net purchases from the United Kingdom at
$12.3 billion, from the Caribbean at $11.7 billion,
and from Japan at $s.5 billion.

Other U.S. securities.—Net foreign purchases of
U.S. securities other than U.S. Treasury secu-
rities were s10.0 billion in the fourth quarter,
down from si4.2 billion in the third. Little
change in stock prices and only a limited recovery
in the corporate bond market discouraged pur-
chases in U.S. markets. Abroad, new issues of
Eurobonds by U.S. corporations were especially
strong, despite the rise in interest rates.

Net foreign transactions in U.S. stocks shifted
to net sales of 3.1 billion from net purchases
of $0.8 billion. An acceleration in net sales by
British and Swiss investors accounted for much
of the change, and there was a sudden slowdown
in net purchases by Japanese investors.

Net foreign purchases of corporate and other
bonds were $13.0 billion, compared with $13.3
billion. New issues sold abroad by U.S. corpora-
tions increased to a record $12.7 billion from $10.3
billion, easily exceeding the previous record quar-
terly total of over a year ago. Outstanding bonds
decreased, mostly reflecting lower net purchases
by British investors.

Direct investment.—Net capital inflows for for-
eign direct investment in the United States were
$27.9 billion in the fourth quarter, compared with
$14.7 billion in the third. The step-up was more
than accounted for by a step-up in net equity
inflows to $18.0 billion from $3.4 billion, reflect-
ing both a resurgence in large acquisitions and
numerous mid-sized acquisitions. This quarterly
equity inflow approached in size some of the large
quarterly inflows during the acquisition boom of
the late 1980’s. The inflows were largely from
Western Europe and were dominated by inflows
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into manufacturing (especially pharmaceuticals)
and wholesale trade.

THE YEAR 1994

The U.S. current-account deficit increased to
$155.7 billion in 1994 from s103.9 billion in
1993. An increase in the merchandise trade
deficit accounted for much of the increase; it
was augmented by a sizable shift to a deficit on
investment income and by a small increase in
net unilateral transfers. The surplus on services
increased (table D).

In the capital account, the increase in U.S. as-
sets abroad slowed in 1994 from 1993; sharply
lower outflows for net U.S. purchases of foreign
securities more than accounted for the slowdown.
The increase in foreign assets in the United States
was much larger in 1994 than in 1993; the step-
up in net inflows was attributable to sharply
higher inflows for foreign direct investment in
the United States and to a very large step-up in
U.S. liabilities reported by U.S. banks. Increases
in foreign official assets slowed.

The statistical discrepancy—errors and omis-
sions in recorded transactions—was an outflow
of $33.3 billion in 1994, compared with an inflow
of $21.1 billion in 1993.

The following are highlights for the year 1994:

¢ The merchandise trade deficit increased by
a substantial amount. Export growth ac-
celerated strongly as economies of industrial
countries recovered from recessions. How-
ever, the increase was less than that in
imports, which accelerated in response to the
third year of expansion in the U.S. economy.

e The services surplus increased by a small
amount after little change.

e The balance on investment income shifted to
a deficit from a surplus; the surplus had been
declining since 199o0.

¢ Net U.S. purchases of foreign securities were
one-half the exceptionally high net purchases
of last year, and net foreign purchases of U.S.
securities slowed by one-fifth.

¢ U.S. banks’ liabilities to foreigners increased
by an exceptionally large amount, as the re-
sult of strong demand for funds to finance
domestic (U.S.) bank lending and U.S. in-
terest rates that by yearend greatly exceeded
rates available on comparable foreign assets.

¢ Net inflows for foreign direct investment in
the United States reflected the resurgence of
large acquisitions.

e The U.S. dollar depreciated 7 percent in for-
eign exchange markets on a trade-weighted
average basis.

U.S. dollar in exchange markets

From the fourth quarter of 1993 to the fourth
quarter of 1994, the U.S. dollar depreciated 8-
11 percent against the European currencies and
9 percent against the Japanese yen. In contrast,
the dollar appreciated against the Canadian dollar
and the Mexican peso (table B, chart 1).

As the U.S. economy entered its third year of
expansion, the Federal Reserve in mid-February
took the first of several actions to raise the
federal funds rate and discount rate. This credit-
tightening measure led to sharp drops in bond
and stock prices, both here and abroad, and to
declines in the foreign exchange value of the dol-
lar. Considerable uncertainty in the financial
markets was evidenced by greater price volatility,
as market participants differed on their assess-
ments of both the size and timing of additional
tightening measures.

Table D.—Selected Balances on U.S. International Transactions
[Millions of dollars, quarters seasonally adjusted]

1994

1992 1993 1994p

I I i vp

Merchandise trade DAlANCe .........c.ocviiiiiiieie e

SEIVICES, NMEBL .ottt ettt ss e s st b et s s s s sss s s s s s sassnsaneesansesanes

Investment income
Direct, net ........
Other private, ni
U.S. Government, net

Unilateral transfers, net

CUIrent aCCOUNE DAIANCE ......euuivreeriiiieieei e

—96,097 | -132,575| —166,364 | —37,052| —41,721| —44,615| —-42,976

................ 55,713 56,850 59,994| 12,732 15,084| 15877| 16,301
4,540 3,946 -15,181 -820 -2,819| -4,037| -7,504

47,713 52,405 41,397| 11,452 10,847| 10,187 8,912

—-9,806| -11,967| -13,597| -2486| -3,379| -3,344| -4,388

.| —33,366| -36,491| -42,981| -9,786| —10,287| -10,880| —12,028

-32,042| -32,117| -34,121| -7,098| -8371| -8,073| -10,579

—67,886 | —103,896 | —155,673 | —32,238 | —37,827| —40,848 | —44,758

" Revised.
P Preliminary.
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During the spring and early summer, the Fed-
eral Reserve raised interest rates and tightened
bank reserve positions several more times. De-
spite these actions, concerns about the persistent
strength of the U.S. economy and pessimism
about future inflation tended to offset the effect
on the dollar of higher U.S. interest rates. In ad-
dition, signs that a recovery in economic activity
was under way in continental Europe indicated
that further reductions in European short-term
interest rates were unlikely.

In this environment, pressures on the dollar
were especially intense in late April and early
May and in the second half of June. The U.S.
Treasury and the Federal Reserve made substan-
tial dollar purchases on three occasions during
this period in coordination with monetary au-
thorities of a large number of other countries.
These actions were in response to volatile trad-
ing conditions and movements in the dollar that
were judged to be inconsistent for a country with
such strong real growth, low inflation, and rising
interest rates.

Despite a 5o-basis-point rise in U.S. inter-
est rates by the Federal Reserve in mid-August,
the dollar reached new lows against the Ger-
man mark and Japanese yen in September and
October. Concerns remained that U.S. credit-
tightening measures were not yet sufficient to
keep anticipated inflation in check, and an eco-
nomic recovery firmly in place for Germany and
the other continental European countries was ac-
companied by a small rise in foreign interest
rates. With the dollar at new lows in late Octo-
ber against both the German mark and Japanese
yen, the Federal Reserve, in coordination with the
monetary authorities of another country, inter-
vened in the exchange markets to purchase dol-
lars in early November. In mid-November, the
Federal Reserve again raised interest rates—by 75
basis points—substantially widening interest-rate
differentials in favor of dollar assets; this action
contributed to capital inflows and provided sup-
port for the dollar through yearend. (Early in
1995, the dollar’s depreciation resumed.)

For the year, the U.S. dollar appreciated 3 per-
cent against the Canadian dollar. U.S. dollar
appreciation occurred despite strong expansion
in the Canadian economy and particularly sharp
increases in Canadian interest rates in the first
and fourth quarters.

Following political unrest in the State of Chi-
apas early in the year and reports of weak first-
quarter corporate earnings, the Mexican peso
depreciated 6 percent against the dollar in the
first quarter. Despite rising inflation and sev-

eral political problems, the peso remained within
the controlled trading range permitted by the
Government through most of the summer. In
August, the peso appreciated briefly when foreign
investors placed funds into Mexican financial
markets in advance of Mexican presidential elec-
tions and after the favorable conclusion of Mex-
ico’s annual wage and price agreement among
business, labor, and government. However, faced
with continuing large outflows of official reserve
assets and private capital flight, the Mexican Gov-
ernment on December 20 reduced the peso’s
lowest permissible value against the dollar, and
the peso immediately fell by the full 12 percent
permitted by the new range. On December 22,
the Government permitted the peso to fluctu-
ate freely in exchange markets, and the peso
immediately depreciated another 16 percent.

Against the currencies of the newly industrial-
ized countries in Asia, the U.S. dollar depreciated
8 percent against the Singapore dollar and 2 per-
cent against both the South Korean won and the
Taiwan dollar. The U.S. dollar was unchanged
against the Hong Kong dollar.

Current Account

Goods and services

The deficit on goods and services increased to
$106.4 billion in 1994 from $75.7 billion in 1993.
The merchandise trade deficit more than ac-
counted for the increase; the surplus on services
increased.

Merchandise trade.—The merchandise trade
deficit increased to $166.4 billion in 1994 from
$132.6 billion in 1993 (tables E and F). U.S.
export growth accelerated strongly, following
6 successive years of deceleration, in response
to economic recovery in industrial countries.
Depreciation of the dollar (measured on a trade-
weighted basis year over year) in 1994 may
have had a slight stimulative effect on exports.
U.S. import growth also accelerated, as the U.S.
economy completed its third year of expansion.

U.S. exports were spurred by increases in de-
mand and output abroad in 1994. Germany,
other continental European countries, and Japan
recovered from recessions in 1993, expansions
were already under way in Canada and the United
Kingdom (chart 4). Growth in the developing
countries of Asia and Latin America was just un-
der the pace in 1993. U.S. imports increased
strongly for the third consecutive year, reflecting
increases in U.S. real gross domestic product of
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4.1 percent in 1994, 3.1 percent in 1993, and 2.3
percent in 1992.

Domestic prices of exports increased more than
last year, with the largest step-up in industrial
supplies and materials (table G). Price increases
for all major categories were lower when con-
verted into foreign currencies, as appreciation of
foreign currencies offset much of the increase in
domestic prices (table H).

Dollar prices of most imports also increased
more than last year; prices for industrial supplies
and materials excluding petroleum increased af-
ter declining last year, and prices of capital goods
other than computers and civilian aircraft and
of automotive products increased more strongly
than last year. In contrast, petroleum prices
declined further—for the third consecutive year.

Exports.—Nonagricultural exports increased $42.4
billion, or 10 percent, to $455.6 billion in 1994,
compared with a 4-percent increase in 1993. Vol-
ume increased 11 percent, following a 7-percent
increase. Growth accelerated strongly for capital
goods, consumer goods, and industrial supplies
and materials. Growth slowed for automotive
products, but remained strong (chart 5). Slightly
more than one-half of the export growth was
to industrial countries, and slightly less than
one-half was to developing countries.

Capital goods increased $23.2 billion, or 13
percent, to $205.6 billion, up sharply from an
increase of 4 percent. Volume increased 18 per-
cent, following an increase of 9 percent. This
is the first time in the last 5 years that the

conductors and telecommunications equipment
together accounted for over two-fifths of the in-
crease in 1994. The annual growth rates of both
have accelerated each year since 1992. Semi-
conductor shipments were particularly strong to
Asia. Telecommunications equipment and parts
increased to almost all major areas, with sub-
stantial increases to Asia, mainly China, and to
Latin America. Canada and Mexico continue
to rank closely as the largest export markets for
these products. Computer shipments jumped in
1994. Exports in the broad category of other in-

Table F.—Percent Changes in U.S. Merchandise Trade,
Current and Constant (1987) Dollars
[Balance of payments basis]

Current dollars Constant (1987)

dollars
1992 | 1993 | 1994 P 1992 | 1993 [ 19047
EXPOIS oo 56| 37/ 100/ 79| 61| 102
Agricultural products .. . 9.7 -8 79| 121 -3.0 4.2
Nonagricultural products 52| 43| 103 75| 7.0/ 108

Foods, feeds, and beverages ..... 12.6 9 34| 137 -5 5
Industrial supplies and materials -2 21 86| 32| 26 12
35 128

Capital goods, except automotive 5.8 10.0] 94| 177
Automotive vehicles, parts, and
ENGINES .o 175| 114 9.1 15.3| 10.6 8.1
Consumer goods (nonfood),
except automotive ... 9.7 63 98| 7.7 55 9.0
Exports, n.e.c ........ . | —113| 5.6 9.6| -11.8| 6.2 74
IMPOrts .o, 93| 99| 135/ 11.2| 130/ 138
Petroleum and prod =3 -2 -5 41 104 54
Nonpetroleum products 104 10.9| 14.9| 121| 133 148
Foods, feeds, and beverages ..... 5.4 9] 111 61| -4 1.4
Industrial supplies and materials 57| 84 81| 85| 133 6.4
Capital goods, except automotive | 11.1| 135 21.1] 19.2| 21.2| 259
Automotive vehicles, parts, and
ENQGINES ..o 7.1| 116 158 51| 96| 120

Consumer goods (nonfoo
except automotive .
Imports, n.e.c, and U.

138 93 9.2| 10.7] 85 8.6

. . retumed ..., 115 40 172 101f 28] 143
growth of capital goods has accelerated. Semi- iy
Table E.—U.S. Merchandise Trade, Current and Constant (1987) Dollars
[Balance of payments basis, millions of dollars, quarters seasonally adjusted]
Current dollars Constant (1987) dollars
1994 1994
1992 1993 | 1994P 1992 1993 | 1994P
I" I nr VP " I nr \"A3
Exports 440,361 | 456,866 | 502,729 | 117,848 | 122,510 | 127,632| 134,739 | 420,164 | 445585| 491,004 | 115,804 | 119,637 | 124,452 | 131,111
Agricultural product: 44,050 | 43704 47,147| 10,926| 10945 11,680 13596| 39,772 38596( 40,209| 9,151| 9,371| 10,165| 11,522
Nonagricultural produci 396,311 | 413,162 | 455,582 | 106,922 | 111,565| 115,952| 121,143 | 380,392 | 406,989 | 450,795| 106,653 | 110,266 | 114,287 | 119,589
Foods, feeds, and beverages ... 40,334| 40,692 42,084| 9924 9455 10437| 12,268| 35790 35608 35780| 8,243 7,992 9,068| 10477
Industrial supplies and materials 109,593 | 111,871 121,466 28,303 29,322| 31,308| 32,533| 103,305| 105971| 107,278| 26,507| 26,621| 27,259 26,891
Capital goods, except automotive ........ 176,073 | 182,218 205,550 48,657 51,057| 51,835| 54,001| 180,682| 197,617| 232,644| 54,211| 56,729 58,800 62,904
Automotive vehicles, parts, and engines ....... 47,028| 52,406 57,174| 13,474| 13866| 14,385 15449| 41,895 46,325 50,068| 11,840 12,174 12,585 13,469
Consumer goods (nonfood), except automotive 51,424 | 54,655| 59,990| 13847 14,575| 15351| 16,217| 44,410 46,856| 51,051 11,830 12,448| 13,029 13,744
EXPOMS, N.8.C v 15909 | 15,024| 16,465| 3643| 4235| 4316 4,271 14,082 13208| 14,183 3173 3,673| 3711 3,626
IMPOrts ..o 536,458 | 589,441 | 669,093 154,900 | 164,231 | 172,247 | 177,715| 508,622 | 574,887 | 654,443 | 154,235| 160,976 | 166,855| 172,377
Petroleum and products . 51579 51,475| 51,194| 10406| 12,849| 15155 12,784 51,182( 56,493 59,559 14,139 15,081| 16,071| 14,268
Nonpetroleum Products ..........ccoeeeveereeneeneirneereeneinns 484,879 | 537,966 | 617,899 | 144,494| 151,382 | 157,092 | 164,931 457,440 518,394 | 594,884 | 140,096 | 145,895| 150,784 | 158,109
Foods, feeds, and beverages ... 27,609 | 27,866| 30,958 7,343 7612 8034 7,969 25717| 25603 25969| 6556| 6,556 6542| 6,315
Industrial supplies and materials 140,590 | 152,435 164,815| 37,914| 40,620| 43548| 42,733| 131,965| 149,557 159,112 39,153| 39,830 40,724| 39,405
Capital goods, except automotive ........ 134,252 | 152,366 | 184,538 | 42,584| 44,706 46,933| 50,315| 149,234| 180,908 227,746| 51,951| 54,749 57,916 63,130
Automotive vehicles, parts, and engines .. 91,788 | 102,421 118,636| 27,018 29,123| 30,837| 31,658 79,706| 87,383| 97,899 22571| 24,168| 25422| 25,738
Consumer goods (nonfood), except autom 122,657 | 134,015 146,304 34,444 36,123| 37,135| 38,602| 104,932| 113,897| 123,677 29,224| 30553| 31,427 32,473
Imports, n.e.c, and U.S. goods returned 19,562 | 20,338| 23,842 5,597 6,047 5,760 6,438| 17,068| 17,539| 20,040 4,780 5,120 4,824 5,316

" Revised.
P Preliminary.



SURVEY OF CURRENT BUSINESS

dustrial, agricultural, and service machinery have
also grown steadily in recent years and were an
important contributor to the acceleration in to-
tal exports in 1994. Civilian aircraft continued to
decline from high levels in 1992 (table I).

Nonagricultural industrial supplies and ma-
terials increased sy.4 billion, or 7 percent, to
$112.5 billion, compared with a 3-percent increase.
Volume increased 1 percent, compared with a 3-
percent increase. Chemicals, largely to Asia and
Latin America, showed an unusually strong in-
crease, accounting for yo percent of the increase
in supplies and materials. Paper and paper-based
products also increased, as did textiles and some
metals. Some of the rise in the value of these
exports was attributable to price increases, par-
ticularly for raw and intermediate materials and
for metals (table J).

Table G.—Percent Changes in U.S. Merchandise Trade
Fixed-Weighted Price Indexes
[Based on index numbers (1987=100)]

1992 | 1993 | 1994 P

EXPOIS oo 01 05 2.5
Agricultural products ...... -14| 16 5.0
Nonagricultural products 2 5 23
Foods, feeds, and beverages -3 15 3.6
Industrial supplies and materials =27 .8 6.9
Capital goods, except automotive 9 -2 2
Computers, peripherals, and parts -12.7| -14.4| -9.7
Civilian aircraft, engines, and parts . 42| 2.6 29
Other capital goods ........c.ovvvervriieririeereseeens 26| 13 8
Automotive vehicles, parts, and engines ............ccccoeeens 1.9 8 1.0
Consumer goods (nonfood), except automotive .............. 26| 14 3
EXPOMS, NLB.C wevvverireeriereeseresseressessisesssssssssesessssenssnens 5 N 2.0
Imports 0.7 -0.2 2.0
Petroleum and produc -43| -9.6| -59
Nonpetroleum products . 13 8 2.7
Foods, feeds, and beverages -4 =1 108
Industrial supplies and materials, excluding petroleum ... | -1.1| -6 31
Capital goods, except automotive .8 3 16
Computers, peripherals, and parts .........c.coeerveernienns -115| -12.1] -9.8
Civilian aircraft, engines, and parts ... 43| 26 29
Other capital goods ...........ccccrvevs 22| 16 26
Automotive vehicles, parts, and engines .. 1.9 1.8 3.4
Consumer goods (nonfood), except autom 31 12 .8
Imports, n.e.c., and U.S. goods returned 13 11 2.7

P Preliminary.

Table H.—Percent Changes in Foreign Currency Cost
of U.S. Merchandise Exports
[Based on index numbers (1987=100)]

1992 | 1993 | 1994p

EXPOIS oo 0.6 4.6 17
Agricultural products ... -2.1 57 41
Nonagricultural products ... -5 45 14

Foods, feeds, and beverages ..... -9 5.6 2.7
Industrial supplies and materials =33 49 6.0
Capital goods, except automotive ... 2 39 =7

Computers, peripherals, and parts ..
Civilian aircraft, engines, and parts
Other capital goods ...

-133| -10.9 -10.4
3.6 6.8 2.1
1.9 54 0

Automotive vehicles, parts, and engines 1.2 4.9 1
Consumer goods (nonfood), except automotive ..... 19 5.6 -6
EXPOMS, N.E.C oo -1 48 12

P Preliminary.
Note.—Fixed-weighted price indexes multiplied by trade-weighted exchange rate index of
the currencies of 22 OECD countries and 4 newly industrialized countries in the Far East.

Consumer goods (nonfood) increased $5.3 bil-
lion, or 10 percent, to $60.0 billion, compared
with a 6-percent increase. Volume increased
9 percent, compared with a 6-percent increase.
Nondurable goods accounted for three-fifths of
the increase in current dollars. The addition
of Mexico to the North American Free Trade
Agreement probably encouraged some exports of
consumer goods, particularly textiles. Canada
and Mexico combined accounted for nearly 4o
percent of the increase in consumer goods.

Automotive products increased $4.8 billion, or
9 percent, to $57.2 billion, down from an increase
of 11 percent. Volume increased 8 percent, fol-
lowing an increase of 6 percent. Passenger car ex-
ports were exceptionally strong to Canada—up 17
percent, compared with a 6-percent increase. By
contrast, parts to Canada and Mexico slowed to
a 4-percent increase from an 18-percent increase.

CHART 4

Major Industrial Countries:
Real GDP

Percent change from four quarters earlier
8

United States

,
AR N

Canada ,//~ United Kingdom

Germany
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Note.—Fourth-quarter 1994 data for the United Kingdom and France are estimates.
Data: International Monetary Fund.

U.S. Department of Commerce, Bureau of Economic Analysis
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Agricultural products increased $3.4 billion, or
8 percent, to s$47.2 billion, compared with a
1-percent decrease. Volume increased 4 per-
cent, following a 3-percent decrease. Much of
the strength was attributable to meat products,
poultry, fruits, and vegetables, which have now
increased annually for the last ¢ years. Exports
have benefited from increased market access and
from income growth that have contributed to
a shift in food consumption patterns abroad—
from dietary staples (such as rice and other
starches) to a variety of meats, fruits, and vegeta-
bles. Meat exports were boosted by the removal
of beef import tariffs by Mexico early in the
year; U.S. exports of beef to Mexico subsequently
increased 8o percent.

Exports of cotton increased especially strongly,
mainly to China and the newly industrialized
countries in Asia. During 1994, China and Pak-

CHART 5

Growth in U.S. Merchandise
Nonpetroleum Exports and Imports
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istan, two of the world’s largest producers of
cotton, suffered substantial crop shortfalls.

In contrast to the strength in meat products
and cotton, grains and preparations declined for
the second consecutive year and for the fourth
year out of the last five; the declines were mainly
in wheat, corn, and soybeans. Corn declined for
the fifth consecutive year in both value and vol-
ume. A significant part of the decrease in grain
shipments reflected the loss of sales to the Newly
Independent States. The remainder is due to re-
duced supply caused by flood damage to the 1993
corn and soybean crops in the United States and
to increased competition from major exporters.

Imports.—Nonpetroleum imports increased $79.9
billion, or 14 percent, to $617.9 billion in 1994,
compared with an increase of 11 percent in
1993. Volume increased 13 percent, compared
with an 11-percent increase. Capital goods and
automotive products accelerated for the third
successive year and now exhibit exceptionally
strong annual increases by historical standards.
Nonpetroleum industrial supplies and materials
and consumer goods were also strong (chart 5).
Imports from industrial countries accounted for
slightly more than one-half of the increase, and
those from developing countries for slightly less
than one-half.

Capital goods increased $32.3 billion, or 21
percent, to $184.6 billion, compared with an
increase of 14 percent. VVolume increased 26 per-
cent, following a 21-percent increase. This is
the third consecutive year of substantial gains in
this category, paralleling the expansion in the
U.S. economy: The gain in 1994 was close to
double the annual gains in 1992—93. Most of
the strength was in high-technology products,
such as computers, peripherals, and parts and
semiconductors. Over two-thirds of domestic
demand for computers is met by imports from
the newly industrialized countries (N1c’s) in Asia
and from Japan. Semiconductors reflected a
step-up in purchases from Japan, the ~ic’s, and
Malaysia. An additional source of strength in
1994 was telecommunications products, largely
from Asia and Mexico. Further strength was at-
tributable to other industrial, agricultural, and
service machinery, largely from Western Europe
and Canada; this category has increased strongly
for 3 years now. Civilian aircraft was unchanged
(table 1).

Automotive products increased $16.2 billion,
or 16 percent, to $118.6 billion, following an in-
crease of 12 percent. Volume increased 12 percent,
following a 10-percent increase.
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Automotive parts remained especially strong,
rising 17 percent, up from 14 percent, as a result
of strong domestic production. Mexico’s share
increased 1 percent, Japan’s share was unchanged,
and Canada’s share decreased 1 percent.

Passenger cars from Japan were up at a sub-
stantially faster pace than last year and ac-
counted for one-half of the increase; cars from
Canada were up at about the same pace as last

year and accounted for the other half. For
Japanese cars, “transplant” sales fell 14 percent
(the first decrease since Japanese transplant fa-
cilities opened in 1982), but they still exceeded
Japanese imports. The market share of domestic
nameplates increased to 65 percent from 59 per-
cent, while the Japanese share, including imports
and transplants, declined to 31 percent from 33
percent.

Table |.—Capital Goods, except Automotive
[Balance of payments basis, millions of dollars]

1990 1991 1992 1993 1994 P
EXPOTES oottt 153,278 | 166,453 | 176,073 | 182,218 | 205,550
Computers, peripherals, and parts 25,888 | 27,293 28,764| 29,317| 33324
Semiconductors ... 13,323 | 14348| 15987| 19,122| 25,167
Telecommunications equipment 9,602| 10,294| 11,449( 13514| 16,293
Scientific, hospital, and medical equipment and parts 7,718 9,221 9,930 10,569 11,522
Industrial, agricultural, and service industry machinery 23,661| 25017| 26,291| 28,551| 32,258
Machine tools, metalworking equipment, and control instruments 8,888 9,092 9,836| 10,650 12,321
Qil drilling, mining, and construction machinery ... 9,145 9,644 9,621 9,465| 10,174
Industrial engines, pumps, and compressors ....... 6,428 6,220 6,658 7,506 9,133
Electric generating machinery, electric apparatus, and parts .. 12,661| 14,608| 15481| 16,959 19,597
Civilian aircraft, engines, parts .. 32,183 | 36,587 37,726| 32,678| 31,598
Other capital goods, n.e.c ... 3,781 4,129 4,330 3,887 4,163
Imports ... 116,041| 120,802 | 134,252 152,366 | 184,538
Computers, peripherals, and parts 23,022| 26,000| 31,686| 38,027| 46214
Semiconductors .........c.oeeeenns 12,169 | 13,084| 15476| 19,482| 26,080
Telecommunications equipment 9,402 9939 10,776| 11,276| 14,216
Scientific, hospital, and medical equipment and parts 5,041 5,040 5,436 5,806 5,965
Industrial, agricultural, and service industry machinery 22,674 21,928 237358| 26,149 31,889
Machine tools, metalworking equipment, and control instruments 6,652 7,172 7,054 8,040 9,817
Qil drilling, mining, and construction machinery ... 4,066 3,209 2,948 4,313 5,329
Industrial engines, pumps, and compressors ....... 4,582 3,264 3,618 4,094 5,753
Electric generating machinery, electric apparatus, and parts 12,785| 14,260 15,336| 17,420 20,024
Civilian QIrCraft, BNGINES, PAIMS .....uieriveeriiisiieeiiesiseisese s bbbt en 10,486| 11,737 12,581 11,275| 11,334
Other CaPItal JOOUS, NMLB.C ....vuuveruiisrisieser e 5,162 5,169 5,983 6,484 7,917
P Preliminary.
Table J.—Industrial Supplies and Materials, excluding Agricultural Products
[Balance of payments basis, millions of dollars]
1990 1991 1992 1993 | 1994
Exports 97,0563| 101,682 101,688 105003| 112,451
ENEIGY PIOGUCES ..vucvirieriiatieicisee s 14,524 15,170 14,365 12,713 12,023
Chemicals 28,374 30,444 29,840 30,082 35,154
Paper and paper base stocks 8,464 8,706 9,297 8,483 10,094
Textile supplies and related materials .. 6,272 6,620 6,808 6,999 8,170
Building materials, except metals . 7,613 7,592 8,078 8,751 8,825
Other nonmetals 9,079 9,706 10,302 10,752 11,881
Metals and nonmetallic products 22,727 23,444 22,998 27,223 26,304
Steelmaking materials and iron and steel products 5,814 5,971 5,405 5,443 5,777
Nonferrous metals ..........ooccoeeveereeenernns 11,508 11,145 10,964 14,648 12,228
Other metals and nonmetallic products 5,405 6,328 6,629 7,132 8,299
IMIPOTES oottt 141,097 | 128,708| 136,034| 147,878 160,090
ENEIGY PIOUUCES ..vvuiveveieseesseeseisss s 66,471 56,279 56,820 57,390 58,057
Chemicals 14,330 15,290 16,871 18,081 21,358
Paper and paper base stocks 9,472 8,450 8,232 8,319 8,924
Textile supplies and related materials .. 5,674 6,135 6,866 7,550 8,186
Building materials, except metals . 7,352 6,825 8,282 10,556 12,602
Other nonmetals 6,336 8,084 9,455 10,330 11,048
Metals and nonmetallic products 31,462 27,645 29,508 35,652 39,915
Steelmaking materials and iron and steel products 12,991 11,904 12,603 13,591 18,361
Nonferrous metals ... 13,660 12,145 13,227 18,128 16,719
Other metals and non 4,811 3,596 3,678 3,933 4,835

P Preliminary.
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Consumer goods (nonfood) increased $12.3 bil-
lion, or 9 percent, to $146.3 billion, the same
pace as last year. Volume increased 9 percent,
also the same as last year. In 1994, for the
first time, imports from China exceeded those
from the ~ic’s, which have fallen for the past 6
years. Shares of consumer goods imports have
also changed dramatically. In 1984, China sup-
plied just 3 percent and the ~ic’s 37 percent of
the $61.1 billion in consumer goods imports. In
1994, China accounted for 20 percent and the
NIC’'S 17 percent of the $146.3 billion in consumer
goods imports. One component that contributed
to this change in shares was home entertain-
ment equipment. In 1986, Japan accounted for
66 percent of $12.3 billion in imports of home en-
tertainment equipment, and China and Malaysia
combined, for 2 percent. By 1994, the Japanese
share had dropped to 24 percent of s17.7 billion,

and the share of China and Malaysia had risen
to 31 percent. China and Malaysia accounted
for 7o percent of the dollar increase in home
entertainment equipment in 1994.

Nonpetroleum industrial supplies and materi-
als imports increased s11.7 billion, or 12 percent,
to $106.8 billion, compared with an increase of
14 percent. Volume increased 7 percent, follow-
ing a 15-percent increase. Chemicals increased
exceptionally strongly from Canada, Japan, and
Western Europe as a result of strength in U.S.
manufacturing industries. Iron and steel prod-
ucts increased from Canada, Western Europe
(mainly Germany and lItaly), and Latin America.
Building materials remained strong, but dropped
from last year when rising interest rates began to
restrain residential construction (table J).

Petroleum imports decreased so.3 billion, or
less than 1 percent, to $s51.2 billion; they have

Table K.—U.S. Merchandise Trade by Major End-Use Category for Selected Areas and Countries
[Balance of payments basis, millions of dollars]

Canada Western Europe United Kingdom Germany Japan
1992 | 1993 | 1994P | 1992 1993 | 1994P | 1992 1993 | 1994P | 1992 1993 | 1994P | 1992 1993 | 1994p
EXPOIS oo 91,365| 101,194| 115,120| 114,454| 111,257| 115317 22,398| 25,658| 25,903| 20,350 18,439 18,748| 46,875 46,684 51,819
Agricultural products ... 5,595 5,959 6,316 8,414 7,828 7,892 927 955 970 1,189 1,073 1,082 8,498 8,753 9,444
Nonagricultural products .......c.coeevevereneenieenns 85,770 95,235 108,804 106,040 103,429 107,425 21,471 24,703 24,933 19161 17,366 17,666 38377 37,931 42375
Foods, feeds, and beverages ...........cccouuuiunea. 5468 5890 6,162| 6,737 6525 6,522 836 848 817 792 834 839 9,691 9,789| 10,348
Industrial supplies and materials .. 20,084| 22,173| 24,771| 28335 29,627| 27,734| 5184 7,666 5595 3,959 3505 3,843 13,463| 13,129 13,432
Capital goods, except automotive ..... 27,696 29,669 35956/ 54,808/ 51,138/ 55,121 12,261| 12,900| 14,797| 10,845 9,478 9,462 15,026| 14,501 17,379
Automotive vehicles, parts, and engines ............ 23,826 28,007 31,192 5,083 4,618 5,365 598 674 1,023 1,920 1,635 1,581 1,824 2,353 3,405
Consumer goods (nonfood), except automotive 9,990| 11,037| 12,024| 15,632| 15,649| 16,745 2,752 2,905 3,021 2,346 2,419 2,454 5,925 6,352 6,887
EXports, N.e.C ..vvvevrurens 4301 4,418 5015/ 3,859| 3,700/ 3,830 767 665 650 488 568 569 946 560 368
[L111510] 1 . 1100,868| 113,310 131,647| 111,386 120,947| 132,877| 19,939 21,493 24,863| 28,731| 28,494 31,684 97,400| 107,228| 119,136
Petroleum and products ... 7,233 7,808 7,819| 4,649 4,988 6,345 1,804| 2472| 3,307 161 174 127 61 44 46
Nonpetroleum products ...........ccc.coueveenneveernens 93,635 105502| 123,828| 106,737| 115959| 126,532| 18,135 19,021 21,556| 28570 28,320 31,557 97,339| 107,184| 119,090
Foods, feeds, and beverages ..........covenvienens 5,191 5,637 6,264 6,157 5,987 6,621 817 843 855 603 546 578 349 367 386
Industrial supplies and materials .. 38,207 42,690 48,309 27,460( 33,652 34,977 5,249 5,941 7,164 5,550 5,869 6,448 9,407 9,419| 10,762
Capital goods, except automotive ... 14,020 14,562 18,738 37,002 38,660| 43,753| 7,914| 8,001 9,232| 10,586 10,601| 12,335 39,257| 45,889 53,141
Automotive vehicles, parts, and engines ............ 31,702 37,336| 42,648| 12,460( 12,895 14,506| 1,024| 1455 1,743 7,811 7,390 8,063 33,860| 36,085 40,683
Consumer goods (nonfood), except automotive 45911 5783 6,686 22,629 24,071| 26,648 3581 3,910/ 4,380 3,038 2,789 3,085 12,934| 13,656 12,371
Imports, n.e.c, and U.S. goods returned ............ 7,157 7,302 9,002 5,678 5,682 6,372 1,354 1,343 1,489 1,143 1,299 1,175 1,593 1,812 1,793
Balance ... —9,503| -12,116( —16,527 3,068/ -9,690| —17,560 2,459 4,165 1,040{ -8,381| —10,055| —12,936| —50,525| —60,544| -67,317
Latin America Mexico Asia, excluding Japan Hong Kong, Republic of China
Korea, Singapore, Taiwan
1992 | 1993 | 1994P | 1992 1993 | 1994P | 1992 1993 | 1994P | 199, 1993 | 1094p | 1992 1993 | 1994P

EXPOMS oovvvvureeieseriessisessisssesssssssssesssssessssssss 69,001 71,391 84,936| 40,494| 41,478 50,737| 88,229| 95,624 104,049 46,879| 50,080 56,658/ 7,399 8,732| 9,247
Agricultural products ... 5780| 5900 7,222| 3820 3654| 4,616] 9,203 9,033 10994| 5243 5072 5995 546 378| 1,086
Nonagricultural products .. 63,311| 65491 77,714| 36,674| 37,824| 46,121| 79,026| 86,591 93,055 41,636 45008 50,663 6,853| 8354 8,161
Foods, feeds, and beverages ... 5,062 5,022 6,109 3,326 3,117 3,996 7,154 7,516 8,052 3,961 3,958 4,531 359 383 395
Industrial supplies and materials .. 18,644 19,045 23,127 10,791 10,869 13579 23,397 22,277 26,530 14,297| 14,069 16,149 2,461 1,908 3,132
Capital goods, except automotive ... 25,340| 26,041| 31557 13522 13,657| 17,060( 41,553| 49,390 53,093| 21,303| 24,648 28524 4,099 5357| 5,081
Automotive vehicles, parts, and engines ........... 9,113 9,691 10463 6,720 7,367| 8117 6,085 6,385 5138/ 2537 2566 2,445 268 769 312
Consumer goods (nonfood), except automotive 8,389 9,142 10,733| 4,478| 4,824| 5871 7,492 8101| 8982 3,899 4254 4,728 155 217 236
EXPOMS, MLE.C vovverecvvvvevernersssssensssseeeessssssssssssee 2543 2,450 2,947| 1,657 1,644 2,114 2548 1,955 2,254 882 585 281 57 98 91
IMPOMS e 63,639| 69,434| 82,244| 35,609| 40,428 50,046/ 136,987| 150,280| 173,487| 62,345 64,536 71,408 25,727| 31,540| 38,786
Petroleum and products ... 14,253 14,444 14,396 4,749 4,896 5112| 12,766 11,375 11,017 248 315 309 512 233 330
Nonpetroleum products ... 49,386 54,990| 67,848| 30,860 35532 44,934| 124,221| 138,905 162,470 62,097| 64,221| 71,099 25215 31,307| 38,456
Foods, feeds, and beverages ... 8337 8519 9,701 2,662 3,038/ 3300 5362 5162| 5,762 687 679 701 654 577 548
Industrial supplies and materials .. 22,776| 23,462| 25,789| 8,020| 8402 9,620| 24,585 23,942 25250 6,040 6,090 6480 2359| 2479 3,042
Capital goods, except automotive ..... 8,107 9,101| 12,529 6,953 8,024| 11,228| 34,878 42,955 54,888 24,080 28,406| 34,843 2,301 3,379 5,177
Automotive vehicles, parts, and engines ........... 10,290| 12,281| 15,638 9,517| 11,376| 14,656 3,144 3,505 4,849 2,347 2,442 3,263 224 291 516
Consumer goods (nonfood), except automotive 11,691 13511 15,496 6,707 7,546 8,936| 66,916| 72,422| 79,968| 28,071 25,618| 24,694| 19,790| 24,520 29,174
Imports, n.e.c, and U.S. goods returned ............ 2,438 2,560 3,001 1,750 2,042 2,306 2,102 2,294 2,770 1,120 1,301 1,427 399 294 329
BAlANCE .vvvvureeieieer i 5452 1957 2,692| 4,885 1,050 691| —48,758| —54,656| —69,438| —15,466| —14,456| —14,750| -18,328| —22,808| —29,539

P Preliminary.
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been virtually unchanged for 4 consecutive years.
The average price per barrel fell for the fourth
consecutive year to $14.80, offsetting a rise in
volume related to the strengthening of U.S. eco-
nomic activity. Volume increased 5 percent, as
the number of barrels imported daily increased
to 9.47 million from 8.99 million; this increase
was smaller than the 10-percent increase in 1993.
The volume of imports from orkc increased only
1 percent, and the or&c share of imports declined
to 47 percent from 51 percent. The volume of im-
ports from Saudi Arabia, Nigeria, and Venezuela
was virtually unchanged from 1993, while that
from Mexico increased (chart 6).

U.S. consumption of petroleum and products
increased to 17.; million barrels per day from
17.3 million, reflecting increased U.S. economic
activity. Imports as a percent of consumption
increased to 54 percent from 52 percent.

Balances by area.—The U.S. merchandise trade
deficit increased to $166.4 billion in 1994 from
$132.6 billion in 1993.

The deficit with Western Europe increased to
$17.6 billion from s9.7 billion; exports of cap-
ital goods responded strongly to the economic
recovery, but imports were larger in all major
categories, especially capital goods and consumer
goods (table K, chart 7).

An increase in the deficit with Japan—to $67.3
billion from $60.5 billion—resulted from an in-
crease in exports of capital goods (in contrast to
no increase in the previous 3 years) and from a
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much larger increase in imports of capital goods
and automotive products than in recent years.

The increase in the deficit with the develop-
ing countries in Asia—to $69.4 billion from $54.7
billion—was also larger than in recent years. Ex-
ports of capital goods and industrial supplies
were slightly higher, but imports of capital goods
and consumer goods increased by very substantial
amounts.

Services.—After little increase in 1993, the surplus
on services moved higher to $60.0 billion in 1994
from $56.9 billion in 1993, but the increase was
far less than the sizable annual advances of 1987—
92 (table L). In 1994, service receipts increased
to $195.3 billion from $184.8 billion, and service
payments increased to $135.3 billion from $128.0
billion.

Foreign visitors spent s6o.0 billion for travel
in the United States in 1994, up 4 percent, but

CHART 7
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down from a 6-percent growth rate in 1993 and
a 12-percent growth rate in 1992. Receipts from
overseas were $48.7 billion, up $3.7 billion. Al-
though foreign economies recovered and foreign
currencies appreciated in 1994, growth in the
number of visitors slowed further, particularly
from Western Europe and Oceania, the same
areas for which the slowdown had been great-
est in 1992 and 1993. The only area of growth
was visitors from Japan, which increased 16 per-
cent, following a decrease of 3 percent. Receipts
from Canada were $6.3 billion, down ¢1.1 billion.
The drop in the number of Canadian visitors to
the United States has accelerated over the past 2
years—from 3 percent in 1992, t0 13 percent in
1993, and to nearly 19 percent (or 12 million fewer
visitors) in 1994. Over the same period, the value
of the Canadian dollar dropped 12 percent, 3 per-
cent of which was in 1994, making travel to the
United States considerably more expensive. The
introduction of taxes on goods purchased in the
United States by Canadians and taken back to
Canada also made it less advantageous to enter
the United States for gasoline, food, and other
shopping. Receipts from Mexico were $4.9 bil-

Table L.—Services
[Millions of dollars, quarters seasonally adjusted]

1994
1992 1993 1994 P
I I nr VP
Exports . 176,563 | 184,811| 195287 | 46,889| 47,921| 49,670| 50,810
Travel ......... 54,284 | 57,621| 60,001| 14,427| 14,615| 15203| 15,757
Passenger fares .. 16,972 16,550| 17,651 4,195 4,284 4,499 4,674
Other transportation ...... 22,704| 23,151 24,733 5,870 6,047 6,251 6,565
Royalties and license fees 19,922 | 20,398| 22,823 5,340 5,465 5,981 6,037
Other private services ... 50,992 | 54,870 58,453| 14,392| 14,551 14,724| 14,785
Affiliated services ...... 16,115 15981| 16,948 4,062 4,194 4,324 4,367
Unaffiliated services .. 34,878 | 38,888| 41,505 10,330| 10,357| 10,400| 10,418
Education 6,210 6,830 7,511 1,809 1,799 1,959 1,944
Financial 5,466 6,518 6,884 1,801 1,779 1,622 1,682
Insurance 1,173 1,519 1,584 397 396 396 395
Telecommunications . 3,019 3,224 3,386 839 846 850 852
Business, professional, and
technical 12,110 13,289| 14,265 3,498 3,603 3,604 3,560
(6111 6,901 7,509 7,876 1,986 1,934 1,971 1,985
Military transactions * ..........cccvveereriverenns 10,828 | 11,413| 10,845 2,459 2,812 2,811 2,764
U.S. Government receipts . . 7,114 5,070 4,038 1,019 934 954 1,131
IMPOTS oo 120,850 | 127,961 | 135293 | 34,157| 32,837 33,793| 34,509
TIAVE! ..o 39,007 | 40,564 43,059 11,180| 10,082 10,496| 11,301
Passenger fares .. . 10,608 | 11,416| 12,558 3,024 3,071 3,129 3,335
Other transportation ...... 23,460 | 24,502 25,718 6,093 6,353 6,682 6,591
Royalties and license fees 4,987 4,840 5,926 1,609 1,351 1,431 1,536
Other private services ... 26,625| 32,119 34,791 8,811 8,685 8,770 8,525
Affiliated services . 9,970 10594| 11,515 2,779 2,919 2,963 2,853
Unaffiliated service: 16,655| 21,525| 23,277 6,033 5,767 5,807 5,671
Education ... 723 764 808 198 201 202 207
Financial ..... 3,524 5,606 6,819 1,994 1,610 1,694 1,521
Insurance ......... 1,333 2,913 2,673 712 674 650 637
Telecommunications ................ 6,061 6,538 6,865 1,699 1,714 1,725 1,727
Business, professional, and
technical 3,389 3,928 4,253 979 1,102 1,084 1,088
Other 1,625 1,776 1,860 451 466 453 491
Direct defense expenditures 2 13,862 | 12,176| 10,577 2,796 2,635 2,581 2,565
U.S. Government payments .. 40,480 | 41561| 47,019| 10,805| 11,221| 11,834| 13,159

" Revised.
P Preliminary.

1. Consists of goods and services transferred under U.S. military agency sales contracts which cannot be separately identified.
2. Consists of imports of goods and services by U.S. defense agencies which cannot be separately identified.

lion, down so.2 billion as a result of a drop in
border travel. Even before the peso’s sharp drop
in late December, receipts were down 6 percent.

U.S. travel payments increased to $43.1 billion
in 1994, up 6 percent, following increases of 4
percent in 1993 and 10 percent in 1992. Travel
expenditures overseas accounted for nearly all of
the $2.5 billion rise in 1994. After 2 years of virtu-
ally no growth, the number of travelers increased
8 percent to Europe and 9 percent to Asia (other
than Japan); these two areas accounted for three-
fourths of the growth in U.S. travelers in 1994.
Payments to Canada increased 4 percent to $3.8
billion, as the number of U.S. travelers increased
7 percent. Payments to Mexico fell 2 percent to
$5.1 billion, as a result of a 6-percent decrease in
expenditures in the border area.

Other transportation receipts were $24.7 billion
in 1994, up $1.6 billion, or 7 percent, follow-
ing 3 consecutive years of 2-percent growth or
less. Air freight receipts grew steadily through-
out 199194, as air export volume rose and U.S.
airlines increased market share at the expense
of foreign airlines. However, ocean freight and
ocean port expenditure receipts were flat until
1994, when recovery in foreign economies led to
significant increases in export volume, particu-
larly with trading partners in Western Europe
and Japan.

Other transportation payments were $25.7 bil-
lion in 1994, up s1.2 billion. In 1994, when
the U.S. and foreign economies both expanded,
import and export volumes both rose substan-
tially. In 1993, when expansion was limited to
the United States, only import volume rose. The
continued rise in import volume in 1994, com-
bined with an acceleration in export volume,
produced a 16-percent increase in ocean port
service payments, following a 6-percent increase
in 1993. For several years prior to 1993, ocean port
services were held down by stable or declining
import and export volumes.

Other private services receipts were $58.5 billion
in 1994, up from $s54.9 billion in 1993. Among
receipts, business, professional, and technical
services increased the most. Financial services
also increased, but less strongly than in the pre-
vious year, as growth slowed in commissions
received on securities transactions.

Other private services payments were $34.8
billion in 1994, up from $32.1 billion in 1993. Fi-
nancial services payments increased the most, but
grew less strongly than last year because of slower
growth in commissions paid on securities trans-
actions. Payments for business, professional, and
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technical services also increased, but not nearly
as strongly as on the receipts side of the accounts.

After many years of growth, transfers under
U.S. military agency sales contracts fell—to $10.8
billion in 1994 from $11.4 billion in 1993. Ship-
ments of missiles and equipment to the Middle
East were down, reflecting the end of numerous
programs initiated after the Persian Gulf War,
particularly with Kuwait, Saudi Arabia, and Is-
rael. Other programs, such as those for F-16 and
F-18 fighter aircraft deliveries that were not a di-
rect consequence of the war effort, also ended
in late 1993. Only the continuation of Egypt’s
F-16 delivery program through 1994 checked the
downward trend. Partly offsetting these decreases
was a small step-up in deliveries to Asia that oc-
curred amid the buildup in tensions surrounding
North Korea’s nuclear programs and the po-
tential of a shrinking American presence in the
region.

Direct defense expenditures abroad were $10.6
billion in 1994, down sharply from s12.2 billion
in 1993 and down for the fourth consecutive year.
Expenditures for contractual services, personnel,
and pay to foreign nationals were all down, as
U.S. bases continued to be closed in Western Eu-
rope, mainly in Germany, and troops returned to
the United States. The drawdown, which is now
approaching the size initially projected when re-
ductions began in 1990, is nearly complete. (This
drawdown did not affect troops in South Korea
and in Japan. In addition, the Japanese Govern-
ment has taken on covering the cost of Japanese
employees at U.S. military installations as part
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Table M.—Direct Investment Income and Capital
[Millions of dollars, quarters seasonally adjusted]

1994
(Credits +; debits =) 1992 1993 1994 P
" I e VP
Income
Income receipts on U.S. direct investment abroad 49889| 57,515 66,585| 15,011| 15,421| 18,110| 18,044
Distributed €arnings .........ccooeveereereerneeniereens 34,256 | 26,552| 30,579 7,494 7,008 8,846 7,229
Reinvested earnings 14,476 | 29,565| 33,840 7,060 7,909 8,671| 10,203
Interest 1,157 1,398 2,167 457 505 593 612
Income payments on foreign direct investment in the United States -2,176| -5110| -25,188| -3559| -4,574| -7,923| -9,132
Distributed earnings . -6,865| -8,355| -7,869| -2,230| -2,247| -1,318| -2,074
Reinvested earnings 11,650| 9,396| -7,306 201 —-206| -3957| -3,345
Interest -6,961| -6,150| -10,013| -1530| -2,122| -2,648| -3,714
Capital
U.S. direct investment abroad (increase/capital OULIOW (=) ...cvvvivireinriieiieeieessie s —41,587 | —58,094 | —58,552 | —25,028| -8,263| —11,253| —14,012
EqUity Capital ... -14,438| -17,423| -12,587| -2,959| -2,670| -3,401| -3,557
Reinvested earnings -15,059 | —-29,789| —33,970| -7,101| -7,945| -8,701| —10,226
Intercompany debt -12,090 | —10,882| —11,995| —14,968 2,352 849 -228
Foreign direct investment in the United States (increase/capital inflow (+)) 9,888 21,366| 60,071 12,015 5465| 14,736| 27,855
EQUItY CaPITAL .....ovvvviiiicii s 25466| 21,696( 31,613 6,180 4,030 3420( 17,983
Reinvested earnings -11,650| -9,396 7,306 -201 206 3,957 3,345
INEEICOMPANY GEDE ..o -3,929 9,065 21,152 6,036 1,230 7,359 6,527

" Revised.
P Preliminary.
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of its defense-burden-sharing agreement with the
United States.)

Investment income

The balance on investment income shifted to a
deficit of $15.2 billion in 1994 from a surplus of
$3.9 billion in 1993. As recently as 1990, there
was a surplus on investment income of $20.7 bil-
lion. Much of the shift in 1994 was attributable
to direct investment (table D).

Direct investment income.—Receipts of income
on U.S. direct investment abroad were $66.6
billion in 1994, up from $57.5 billion in 1993
(table M, chart 8). The increase reflected eco-
nomic recovery from the 1993 recessions in the
major countries of continental Europe and in
Japan, as well as reductions in major restructur-
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ing charges against income for affiliates located
in those countries.

Earnings for affiliates in Canada and the United
Kingdom combined recovered strongly in 1993
and, when combined with the increase in earn-

Table N.—Other Private Income
[Billions of dollars]

1992 | 1993 | 1994P
Receipts 57.4| 513| 642
DIVIENGS ...t 5.4 6.0 74

Interest on BoNdS ..o 148| 16.6 20.1
Interest on bank ClaimS .........cccoveeneiernennineeeis 224| 16.6 215

Interest on other ClaiMS ™t ..o 14.8| 121 15.2
PaYMENES ..o s 67.3| 63.2 718
DIVIAENAS ..o 9.4 9.8 10.5
Interest on BONAS ........ccvvevrercrneiiiieeeeeees 230| 243 26.3
Interest on bank liabilities ... 25.0| 205 29.2
Interest on other abilities * ........oovovvvrrveeeriirennineeens 9.9 8.6 11.8

P Preliminary.
1. Primarily income of business concems other than banks.
Note.—Excludes direct investment income receipts and payments.
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ings in Latin America (primarily Brazil), more
than offset declining earnings in continental
Europe and Japan that were attributable to re-
cessions in those countries. By 1994, earnings in
continental Europe and Japan turned up as the
recessions ended, and earnings in Canada and the
United Kingdom combined continued to rise. By
industry, earnings of banking and finance affili-
ates were particularly strong in 1993 as a result of
increased activity in banking and securities mar-
kets. In 1994, manufacturing earnings accounted
for all of the increase in total earnings (chart 9).

Payments of income on foreign direct invest-
ment in the United States were $25.2 billion in
1994, up from ss.1 billion in 1993 (table M). The
step-up was the result of a shift in earnings to
profits of $15.2 billion from a loss of $1.0 billion;
exceptionally strong increases occurred in manu-
facturing (especially computers, semiconductors,
metals, and chemicals), as well as in wholesale
trade and banking. This level of profits far ex-
ceeded the previous peak of $6.8 billion in 1988.
In addition, interest payments increased to $10.0
billion from $6.2 billion. The increase in interest
payments reflected, in addition to higher interest
payments on intercompany debt, increased inter-
est payments on swap transactions, especially in
the fourth quarter.

Earnings have responded to 3 years of growth
in the U.S. economy. Losses in 1991 of affili-
ates of European parents quickly turned to profits
in 1992—the first year after the U.S. recession—
and accelerated strongly in 1993—94. However,

continued heavy losses in 1992—93 by affiliates
of Japanese parents (largely concentrated in real
estate and service industries, such as hotels)
kept total earnings for all affiliates negative in
those years, both because affiliates took large re-
structuring charges against income and because
recoveries in these industries were slow. By
1994, earnings of Japanese affiliates showed only
small profits. By industry, earnings of wholesale
(which includes some automotive manufactur-
ing), banking, and retail affiliates have shown the
greatest response to 3 years of expansion in U.S.
economic activity, while real estate and service
industries continued to show very sizable losses
(chart 10).

Portfolio investment income—Receipts of income
on other private investment increased to $64.2
billion in 1994, up from ss51.3 billion in 1993
(table N, chart 8). The increase was due to
higher receipts on bank and nonbank claims, re-
flecting sharply higher interest rates. Strong U.S.
demand for foreign securities, though substan-
tially less than in 1993, led to higher interest and
dividend receipts.

Receipts of income on U.S. Government assets
decreased to $4.0 billion from $s5.1 billion, mostly
as a result of lower holdings of foreign currencies
(table O).

Payments of income on other private invest-
ment increased to $77.8 billion in 1994, up from
$63.2 billion in 1993. Most of the rise was
attributable to higher payments on bank and
nonbank liabilities, reflecting higher interest rates

Table O.—Selected U.S. Government Transactions
[Millions of dollars]

U.S. GOVEMMENE GIANES ovvveeeerrssasaseeeereesessssssssssseeesssssssssssssssssssssssssssssssssssssssssssssssssssssens

Disbursed
For debt forgiveness .
Other dishursements .

Received ...,
For Defense Cooperation Account
Other Receipts

U.S. Government credits and other long-term assets
For debt rescheduling ....
Other dishursements

Repayments of U.S. Government credits and other long-term
From debt rescheduling ...
From debt forgiveness ...
Other repayments ..........cccoeeveeens

U.S. Government receipts of income
From debt rescheduling ...............
From debt forgiveness ...
Other receipts

U.S. Government payments Of iNCOME ........cc.eurerreernieeereisiineeeeiesesiessesessseessssesseens

1994
1992 | 1993 | 1994P
| I e |owe
.................... -15010| -14,621| -14532| -2371| -3590| -2,839| -5731
: -2372| -3500| -2839| -5731
57| =667 ~1,080 v 2860 =220 oot
-15917 | -13,869| ~13453| -2372| -2,730| -2619| -5731
1,297 1 1 1
1,286 | o | s |
11 1 1 1
-6024| -5156| -746| -988| -1208| -2,214
-1821| -1271|  -113 -5 -129| -1,023
498| -4203| -3885| -633| -983| -1,079| -1,
5805 6026| 4923| 1108| 1640 1354 821
2230 460 191 78 1 76 36
57| 667| 1,080 860|  220|
3519| 4897| 3652| 1029|  780| 1088| 785
7114| 5069 4038| 1132| 794 1055 1,056
1082| 22| 178 22 1 0| 125
""" 6032| 4797 3860 1110| 793| 1026| 3l
.................... 40,480 | -41,561 | -47,019| -10,805| 11,221 | ~11,834 | ~13,159

" Revised.
P Preliminary.
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and larger liabilities outstanding. Strong foreign
demand for U.S. securities, though somewhat less
than in 1993, led to higher interest and dividend
payments.

Payments of income on U.S. Government li-
abilities increased to s$47.0 billion from $41.6
billion, reflecting both higher interest rates and
larger liabilities outstanding (table O).

Unilateral transfers

Net unilateral transfers were $34.1 billion in 1994,
compared with $32.1 billion in 1993. Nearly all
of the increase was attributable to private remit-
tances and other transfers, which were boosted
by higher net tax payments. U.S. Government
grants were slightly lower. Disbursements fell for
some programs and rose for others, including
those for debt forgiveness (primarily to Poland
and Jordan) (table O).

Capital Account

Net recorded capital inflows—that is, net changes
in U.S. assets abroad less net changes in foreign
assets in the United States—increased to $188.9
billion in 1994 from $82.8 billion in 1993. In
1994, increases in foreign assets in the United
States were sharply higher, especially for U.S.
bank liabilities and for foreign direct investment.
Increases in U.S. assets abroad slowed, largely as
a result of sharply lower net U.S. purchases of
foreign securities.

U.S. assets abroad

U.S. assets abroad increased $125.7 billion in
1994, compared with an increase of $147.9 bil-
lion in 1993. The slowdown was more than
accounted for by sharply lower outflows for net
U.S. purchases of foreign securities.

U.S. official reserve assets.—U.S. official reserve
assets decreased $5.3 billion in 1994, following an
increase of $1.4 billion (table C). The decrease in
1994 was more than accounted for by interven-
tion sales of German marks and Japanese yen in
exchange markets (s3.5 billion in German marks
and $2.6 billion in Japanese yen) when the U.S.
dollar was under heavy pressure in the second
and fourth quarters. Other transactions in for-
eign currencies included the liquidation of Swiss
franc, French franc, and British pound holdings
in the second quarter.

U.S. Government assets other than official re-
serve assets.—U.S. Government assets other than
official reserve assets increased $o.3 billion in

1994, unchanged from last year’s increase. U.S.
Government credits and other long-term assets
increased $5.2 billion, down from a $6.1 billion
increase.  Disbursements for most loan pro-
grams were lower, as were disbursements for debt
reschedulings. Disbursements were augmented
by $0.8 billion in new credits to the Government
of the Russian Federation, representing the con-
solidation and rescheduling of certain debts that
the former Soviet Union owed to the U.S. Gov-
ernment (table O). Similar transactions occurred
in 1993.

U.S. Government short-term assets reflected
the acquisition from U.S. banks of outstand-
ing claims on the former Soviet Union over
the course of the year, and their consolidation
and rescheduling as a new U.S. Government
long-term credit in the fourth quarter.

Claims reported by U.S. banks.—U.S. claims on
foreigners reported by U.S. banks increased s2.0
billion in 1994, compared with a $32.2 billion
decrease in 1993 (tables P and Q).

Banks’ own claims payable in dollars decreased
for the third consecutive year, but the reduction
in 1994 was one-fourth that in either 1992 or
1993. The smaller reduction in 1994 reflected a
turnaround in financial and economic conditions
abroad, particularly in the second half of the year,
when economic recoveries were well under way
in most foreign countries. Nonetheless, foreign
economies operated well short of output poten-
tials, limiting the demand for funds, including
U.S. bank credit.

Rapidly rising U.S. interest rates were also a
deterrent to borrowing in the United States. U.S.
rates were lower than foreign rates early in the
year, but by yearend, they exceeded foreign rates,
and funds were available more cheaply in banking
and securities markets abroad.

Finally, the shift away from traditional bank
intermediation into securities continued strongly
in 1994. Securities markets abroad, particularly
the Euro medium-term note market, were im-
portant sources of short- and intermediate-term
funds for foreign borrowers in 1994, even more
so than in 1993. Despite the substantial rise in
borrowing rates, borrowing from these facilities
grew rapidly in 1994.

Interbank claims increased 8.1 billion, com-
pared with a $28.9 billion decrease. Most lending
was by foreign-owned banks in the United States
to unaffiliated banks in Western Europe, Japan,
and Mexico to support brief periods of midyear
and yearend credit demand. U.S.-owned banks
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provided only limited funds to their affiliated
offices in the Caribbean.

Claims on foreign public borrowers and other
private foreigners decreased s12.1 billion, follow-
ing a $12.7 billion increase. A reduction in claims
on foreign public borrowers in Brazil resulted
largely from debt-restructuring programs.

Banks’ customers’ claims increased s$11.3 billion,
following a decrease of $13.4 billion. The increase
occurred mostly in the fourth quarter, when
U.S. nonbanks sharply stepped up their level of
overnight deposits with Caribbean branches of
U.S. banks; these deposits were largely re-lent
to U.S.-owned banks to finance domestic (U.S.)
loan expansion. This increase in U.S. banks’
claims was partly offset by a decrease in place-
ments of foreign commercial paper in the U.S.

market that was due to a more rapid rise in U.S.
rates than in foreign rates; placements decreased
$10.7 billion, compared with a decrease of so0.4
billion.

Banks’ own claims payable in foreign curren-
cies decreased $s5.2 billion, compared with a $2.6
billion decrease. Lending in the first quarter,
when the dollar fell sharply in exchange mar-
kets, was mostly to Japan; these loans were largely
repaid in the second quarter. There was little
lending in foreign currencies in the last half of
the year.

Foreign securities.—Net U.S. purchases of foreign
securities dropped sharply to $60.6 billion from
the exceptionally high $120.0 billion reached in
1993. Net purchases of foreign bonds accounted

Table P.—Private Capital Flows, Net
[Billions of dollars, quarters seasonally adjusted]

Claims (increase/capital outflow (=)); liabilities (increase/capital inflow (+))

1994

1992 1993 | 1994

I I nr Ve

Private capital flows

Bank-reported capital, net*
U.S. claims .....
U.S. liabilities *

Securities, net
Net U.S. purchases of foreign securities .
Stocks

Net foreign purchases of U.S. securities .
U.S. Treasury securities ....
Other than U.S. Ti

Stocks ...
Bonds ...

Direct investment, net
U.S. direct investment abroad .........
Foreign direct investment in the United States

Nonbank-reported capital, net
U.S. claims ...
U.S. liabilities .

42.1 12.8 136.8 52.7 29.1 354 458

378 50.7 104.2 34.0 40.7 19.7 9.8
22.3 32.2 -2.0 -1.2 15.2 13 -17.3
155 18.5 106.2 35.2 255 18.4 27.1
217 -15.1 30.9 5.9 -8.3 11.2 22.1
-45.11 -120.0 -60.6 -24.6 -14.0 -8.1 -13.9
-30.7 —60.6 —-43.0 -17.4 =117 -5.9 -8.0
-14.4 -59.4 -17.6 -1.2 -2.3 -2.2 -5.9

66.8 1049 91.5 30.5 57 193 36.0
36.9 24.8 32.9 9.2 14 5.1 26.0
29.9 80.1 58.6 213 131 142 10.0

—4.4 18.6 2.8 6.6 -1.6 8 -3.0
34.3 61.5 55.8 14.7 14.7 134 13.0
=311 -36.5 17 -13.0 =27 35 13.9
-41.0 -57.9 -584| -25.0 -8.2 -11.2 -14.0
9.9 214 60.1 12.0 55 147 27.9
13.7 13.7 na. 25.8 -6 1.0 na.
1 -6 na. 19 —4.3 =74 na.
13.6 143 n.a. 5.9 37 8.4 n.a.

n.a. Not available.

" Revised.

P Preliminary.

1. Liabilities exclude U.S. Treasury securities.

Table Q.—U.S. Bank-Reported Claims and Liabilities by Type

[Billions of dollars]

Claims on foreigners reported by U.S. banks (increase/capital outflow (<)) ...........

Banks' claims for own accounts, payable in dollars:
Own foreign offices
Unaffiliated banks ...
Public borrowers and other foreigners

Banks' claims for domestic customers’ accounts, payable in dollars .

Claims payable in foreign currencies

Liabilities to foreigners reported by U.S. banks (excluding U.S. Treasury securities) (increase/capital
INFIOW (1)) oo

Banks' liabilities for own accounts, payable in dollars:
Own foreign offices
Unaffiliated banks
Other private foreigners and international financial institutions .

Banks' custody liabilities, payable in dollars

Liabilities payable in foreign currencies ........

1994
1992 | 1993 | 1994P
| Il lnr VP

.................................. 22.3 322 -20f -12 15.2 13| -173
.................................. 148 17.7 31 59 -9.1 6.6 -3
7.3 1131 -11.2 32 =71 15| -88

-72| -12.8 12.2 -11 145 -6.4 52

-1.9 12.2 -4.8 4.8 4 30| -13.0

9.3 3.8 -13| -140 16.5 -3.4 -4

.................................. 155 18.5| 106.2 35.2 255 18.4 27.1
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P Preliminary.
1. Excludes liabilities to foreign official agencies.
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for two-thirds of the drop, and stocks for one-
third (table P and chart 11).

Net U.S. purchases of foreign bonds dropped
sharply to s$17.6 billion from s$59.4 billion. Most
of the drop was the result of a large shift to net
sales of $26.9 billion of British (mainly gilt-edged)
bonds from net purchases of $39.6 billion. The
drop was partly offset by larger net purchases of
outstanding bonds from other countries. Sharply
higher interest rates resulted in large capital losses
on bonds, even when converted into dollars at
increasingly favorable exchange rates as the year
progressed.

Foreign new bond issues in the United States
were $35.4 billion, down from a record $46.8
billion in 1993. Despite sharply higher interest
rates that contributed to a slowdown in refinanc-
ings and a shortening in maturities, this was
the second highest volume of new issues ever
placed in the United States. There were 239 for-
eign bond issues placed in the United States in
1994, slightly lower than the 250 issues placed in
1993. Transactions in 1994 were bolstered by an
exchange of U.S. bank-held Brazilian loans for

CHART 11
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U.S. Department of Commerce, Bureau of Economic Analysis

long-term Brazilian bonds as part of a program
to restructure Brazilian debt.

Net U.S. purchases of foreign stocks were $43.0
billion, compared with $60.6 billion. In con-
trast to 1993 when foreign stock markets increased
especially strongly and outperformed the U.S.
market, foreign markets in 1994 were flat or down
while the U.S. market changed little. Despite
economic recovery in industrial countries, stock
prices abroad were held down by sharply higher
interest rates and uncertainties about anticipated
rates of inflation—the same factors that held
down stock prices in the United States (chart 12).

More than half of the decline in net U.S. pur-
chases was with Western Europe, where markets
dropped s5—10 percent. Despite these declines, the
appreciation of most European currencies against
the dollar permitted U.S. holders to offset many
of the losses when converted into dollars. The
sharp rise in holdings of Japanese stocks was
nearly all attributable to purchases in the first half
of the year when Japanese stock prices surged,;
net purchases slowed in the second half as prices
fell.

The emerging markets in Latin America and
Asia accounted for the remainder of the decline.
Purchases were sharply lower in Argentina and
Mexico, where stock prices were down 25 percent
and 40 percent, respectively, as well as in Asia,
where Hong Kong and Malaysian stock prices
were down 31 percent and 21 percent, respectively.

Direct investment.—Net capital outflows for U.S.
direct investment abroad were $58.4 billion
in 1994, compared with s$57.9 billion in 1993
(table M).

CHART 12
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The increase was more than accounted by a
rise in reinvested earnings to $33.8 billion from
$29.6 billion, reflecting growth in profits, and by
an increase in net intercompany debt outflows
to $12.0 billion from s10.9 billion. In contrast,
net equity capital outflows dropped suddenly to
$12.6 billion from s$17.4 billion. The drop was
mostly with manufacturing affiliates in Western
Europe and reflected a return to more moderate
levels of financing of these affiliates after sev-
eral years of strong outflows. Despite the drop,
equity outflows in 1994 included several sizable
acquisitions.

Foreign assets in the United States

Foreign assets in the United States increased
$314.6 billion in 1994, compared with an increase
of $230.7 billion in 1993. The step-up in inflows
was attributable to sharply higher inflows for for-
eign direct investment in the United States and
to a very large step-up in U.S. liabilities reported
by U.S. banks. Increases in foreign official assets
slowed.

Foreign official assets.—Foreign official assets in
the United States increased $38.9 billion in 1994,
compared with a $71.7 billion increase in 1993.
Dollar assets of industrial countries increased
strongly in the first three quarters, then decreased
in the fourth; for the year, assets of European
countries increased somewhat less than in 1993
(table C). Dollar assets of non-orec developing
countries increased substantially less than in 1993,
but included a large shift to outflows for a single
Latin American country in the second and fourth
quarters and inflows of about the same size from
a single Asian country.

Liabilities reported by U.S. banks.—U.S. liabilities
reported by U.S. banks, excluding U.S. Treas-
ury securities, increased $106.2 billion in 1994,
compared with an $18.5 billion increase in 1993.
(tables P and Q).

The exceptional strength of inflows in 1994 was
partly attributable to the third year of expan-
sion in the U.S. economy. The related rise in
demand for credit, which in 1994 was obtained
largely through banks, led to an increase of s$60
billion in commercial and industrial (c&r) loans
extended by U.S. banks, in contrast to decreases
in c&1 loans in the previous 2 years. The reserve
base for these loans was obtained mostly from
abroad, where supplies of funds in the interbank
market were plentiful compared with funds avail-
able from domestic deposit sources. Most funds
were obtained from banks’ own branches abroad.

An additional factor that contributed to in-
flows, particularly in the first half of the year,
was uncertainty in the stock, bond, and foreign
exchange markets that accompanied the initial
and subsequent actions by the Federal Reserve to
tighten bank reserve conditions. These actions
led to rapid reassessments, and to considerable
differences of opinion, by market participants as
to how much interest rates had to rise in order
to slow the economy. The uncertainty was evi-
denced by wide fluctuations in stock, bond, and
foreign exchange prices. In this rapidly changing
environment, foreign investors shifted their as-
set composition toward short-term bank deposits
from long-term instruments.

Finally, interest-rate differentials against hold-
ing U.S. dollar assets narrowed rapidly in the first
half of the year and then shifted to positive differ-
entials in favor of U.S. assets in the second half,
providing a strong incentive to attract deposits to
the United States. By yearend, U.S. deposit rates
were as much as 4oo basis points above the re-
turn on short-term Japanese assets and 100 basis
points above the return on German assets. The
very substantial flattening of the yield curve also
encouraged a shift to short-term assets.

U.S. banks’ own liabilities, payable in dollars,
increased $96.6 billion. Inflows from own for-
eign offices increased $78.3 billion, and inflows
from unaffiliated banks increased $10.2 billion. In
much of 1992 and some of 1993, most inflows

Table R.—New International Bond Issues by U.S.
[Millions of dollars]

March 1995 o 77

Borrowers

1994
1992 1993 1994 P
| Il nr VP
L1 O 23413| 33969| 43332| 9,104| 8749| 12,354| 13125
By issuer:
Industrial corporations ............ccceevvenne 3,808 2,210 3,401 120 200 1,260 1,821
Banking corporations * 4,317 2,645 5,482 1,788 625 1,178 1,891
Nonbank financial corporations 2 ... 14,896 | 24,584| 27,480 6,715 6,183 6,054 8,528
U.S. federally sponsored agencies ... | ... 300 2470 | oo | i 2,050 420
All other borrowers ...........c....... 392 4,230 4,499 481 1,741 1,812 465
By instrument:
Of which: issued through medium-
term note programs ... 3,089 9,838 11,250 2,950 3,704 3,074 1,522
Straight fixed-rate bonds 16,989 21,323| 29,797 4,629 6,596 8,654 9,918
Floating-rate notes ..... 4,832 9,845( 11,663 4,008 1,439 3,130 3,086
Zero-coupon bonds ......... 398 485 381 34 57 260 30
Bonds convertible into stock 819 2,012 755 433 180 142 e
Other debt instruments ... 375 304 P [~ 477 168 91
By currency:
U.S. dollars 12,050 | 20,320 22,859 5,946 4,344 4,478 8,001
Foreign currencies 11,363| 13,649| 20,473 3,158 4,405 7,876 5,034
Japanese yen ... 1,383 3,349 7,454 286 2,517 4,132 519
Swiss franc ....... 958 938 2,026 207 495 534 790
German Mark ......o.oeveernmesernrirnnnns 2,444 2,543 2,151 24 104 429 1,594
British pound ............... 742 863 1,763 995 222 231 315
European currency unit ... 2,159 225 1,820 362 232 914 312
Canadian dollar ........... 1,917 2,321 1,735 574 333 682 146
Other CUITENCIES .......ooeevvereerericinns 1,760 3,410 3,524 710 502 954 1,358

P Preliminary.

" Revised.

1. Includes banks and bank holding companies.

2. Principally credit, securities, brokerage, and insurance companies.
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were to foreign-owned banks in the United States;
in contrast, more than 85 percent of inflows in
1994 were to U.S.-owned banks, which used the
funds to support domestic (U.S.) loan expansion.
Inflows were from both affiliated and unaffili-
ated banks in United Kingdom and Caribbean
financial centers.

Banks’ own liabilities, payable in foreign cur-
rencies, increased s11.1 billion, compared with a
Most of the rise was at-

tributable to inflows from Japan. Banks’ custody
liabilities decreased $1.6 billion, compared with a
$12.3 billion increase.

U.S. Treasury securities.—Net foreign purchases
of U.S. Treasury securities were $32.9 billion in
1994, compared with net purchases of $24.8 bil-
lion in 1993. Most of the 1994 increase was in the
fourth quarter.

Credit-tightening measures led to sharply
higher short- and long-term interest rates that

$4.8 billion increase.

Table S.—Selected U.S. Transactions With OPEC Members 1

[Millions of dollars]

(Credits +; debits =) 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 | 1990" | 19917 | 1992" | 1993" | 1994P
Exports of goods, services, and income:
Merchandise, adjusted, excluding military ... 17,388| 21,091 20,638 15,257 13,775 11,397| 10,386| 10,714| 13,777| 13,311| 13,401| 18,446 20,720( 18,692| 17,136
Transfers under U.S. military agency sales contracts .. 2,991 3,664 4,700 5555 3,241 2,890 2,992| 2,781 1,430 1,309 2,688 3,651| 4,025 3580 2,582
Royalties and license fees 2 ® 69 116 81 74 84 48 103 76 71 94 149 141 168 168
Other private services? .......... (®)| 22,762| 3,395 3,397| 2,619| 2,493 32,287 1,929 1,502 1,541 1547 2,105 2,755 2,617 2,860
U.S. Government miscellaneous services 34 28 29 44 48 41 15 25 18 16 20 16 25 18 16
Income receipts on U.S. assets abroad:
Direct investment receipts ... 2,591 4,133| 33474 2.854| 37395 2481 1,867 1,881 1,826/ 1,835 2,854| 3,293| 3221| 2,769 2,590
Other private receipts ....... 1401 2,047 2532| 2256 2,453 1,995 1,535 1,680 1,941 2435 2,193 1,364 994 824| 1,248
U.S. Government receipts ... 147 167 174 274 212 222 196 167 215 154 261 217 187 142 109
Imports of goods, services, and income:
Merchandise, adjusted, excluding military ..................... —58,803( —49,977| -31,510| —24,919| —26,853| —22,834| —18,893| —24,416| —23,016| —30,712| —38,231| —33,431| —33,718| —32,643| —31,644
Direct defense expenditures -1,489| -1,862| -1,798| -1,976| -1,440| -962| -494| -370| -377| —614| -1419| -784| 883 —455| 370
Royalties and license fees? . ®) ®) ®) ®) ®) ®) ®) * -4 -1 * -1 -1 -10 -8
Other private services? .......... ®) 3(P) ®) D D D 30 -211| -222| -205| -300f -435| 381 -342| -380
U.S. Government miscellaneous services =73 -85 -98 -106 -116 -120 -102 -118 -96 -104 -93 -90 —-88 -80 =37
Income payments on foreign assets in the United
States:
Direct investment payments . -40 —48| =327 27 38 =72 114 -78 164 -50 -98 —74 27 =74 26
Other private payments ... -2,592| -3294| -3556| -2,914| -3,094| -2,499| -1,916| -1,837| -2,175| -2,798| -2,848| -2,627| -2,110[ -1,935| -2,195
U.S. Government payments —2,430( —4,007| —6,062| -5462| —-4,806| —4,241| -3,141| -2,586| -2,141| -2,758| -3,297| -2,784| -2,514| -2,218| -1,995
U.S. Government grants -73 =57 =53 56 —68 —64 =75 -85 -99 -130{ 3,367 27,449 1121 —-86 -8
U.S. Government pensions and other transfers =17 -7 =7 -8 -8 -9 -9 -14 -10 16 -12 -292 -16 -7 -8
U.S. assets abroad, net (increase/capital outflow (=) ... 290 -3,147| -6,891| -4,262| -1,171| 2,010f -1,001| -511| -980| -1,875| 1,853 —-579| -11,900{ 1,081| -1,089
U.S. Government assets, other than official reserve
assets, net -251| 188 41 82 -92 -7 158 141 -61 135  -247| 790 -530 13 -303
U.S. credits and other long-term assets —-353| -432| -195| -525| -425| -358| -195| -165| —396| —212| —647| -246| -275 -85 -196
Repayments on U.S. credits and other long-term
ASSLLS o 112 251 238 586 331 348 349 308 344 343 481 397 278 223 163
U.S. foreign currency holdings and U.S. short-term
ASSELS, NEL oo -10 -7 -2 21 2 3 4 -2 -9 4 -81 -941 -533 -125 =270
U.S. private assets, net 541 -2,959| -6,932| -4,344| -1,079| 2,017| -1,159| -652| —919| -2,010| 2,100 211{ -11,370| 1,068 786
Direct investment abroad .. 2,106 -523| -1,605| -1,260( -1,698 336| -1,413 -4 937 535| -1,277| -2,706] -1,490( -1,576| -1,635
Foreign securities 321 130 —-218 =77 324 156 33 58 -365 96| -2,815 =17 625 —664| —1,589
U.S. claims on unaffiliated foreigners reported by
U.S. nonbanking concerns . —202 —264 589 98 171 208 43 81 41 100 13| -224 —-44) =213 31
U.S. claims reported by U.S. ba
ISEWNETE ....ooviieriicrie s -1,684| -2,302| -5,698| -3,105 124 1317 178| -787| -1532| -2,741| 6,179] 3,158 10,461 3521 2,407
Foreign assets in the United States, net (mcrease/capnal
inflow(+)) .| 14,968| 14,784 10,488 -7,931| -3,133| -3,393] -9,380| -5,371 —728| 15282 3,320 -4,643| 14,745 -8,763 1,975
Of which: foreign official .. 12,680| 13,092| 7,271| -8561| -4,664| —6,644| -9,308| -9,939| -2,885| 10,724| 1555| -5442| 5942| -3,847| -1,049
U.S. Treasury securities ... 9,566| 10,338| 7,345| —6,650| -3,501| -1,389| -4,938| -5398| 1,688 7,815 —244| -5902| 4,323| -5987| -1,171
Other U.S. securities ........ 4,688| 4,621 —673| -1947| -3228| -2,327| -1,746| -1,808| -2,591| 3,170/ -2,676| 1,989 4,186 3,297| 788
Other U.S. Government liabilities 543 416 737 -276 838 23 —427 -957 177 437 505 -56 885 747 2,046
U.S. liabilities reported by U.S. banks, not included
elsewhere .| -1,161] -2,054| 4,660 1,043] 3,458 325 -1,459| 2,405| -1,146 1,836| 5,686 -164| 4,793| -5,636 1,370
Direct investment in the United States ... 2401 2,689 1427 -11 747 176 510 296 1,629 1,503 —662 61 67 -975 290
U.S. liabilities to unaffiliated foreigners reported by
U.S. nonbanking concems ...........ccovreeriinennnees 1,092| -1,226| -3,008 -90| -1,447| -201| -1,320 91| —485 521 711 =571 4911 -209 228
All other transactions with OPEC and transfers of funds
between foreign areas, net 24,412 13517 4,926 18,111 15,012 10,802| 15,784 16,317| 8,899 3,277 14,700| 10,950, 3,650| 16,722| 9,076
Memorandum:
Balance on merchandise trade .........cccooerimrnvenerieninninns —41,415| —28,886| —10,872| -9,662| —13,078| —11,437| -8,507| —-13,702| -9,239| —17,401| —24,830| —14,985| —12,998| —13,951| —14,508

is not available for all accounts; therefore, some accounts are estimated from regional data.

2. Beginning in 1982, these lines are presented on a gross basis. The definition of exports is revised to exclude
U.S. parents' payments to foreign affiliates and to include U.S. affiliates’ receipts from foreign parents. The definition
of imports is revised to include U.S. parents’ payments to foreign affiliates and to exclude U.S. affiliates’ receipts
from foreign parents.

3. Break in series. See Technical Notes in June 1989 and June 1990 SURVEY.

D Suppressed to avoid disclosure of data of individual companies.

" Revised.

P Preliminary.

* Less than $500,000 ().

1. OPEC members are Algeria, Ecuador, Gabon, Indonesia, Iran, Irag, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia,
United Arab Emirates, and Venezuela. Beginning in January 1993, excludes Ecuador. Individual country information



SURVEY OF CURRENT BUSINESS

created large capital losses in bonds and kept
demand to moderate levels in the first three quar-
ters of the year. A declining dollar in foreign
exchange markets also moderated demand.

By the fourth quarter, however, most price de-
clines had been completed, and the dollar turned
up in November and December. Also by this
time, the difference between short- and long-
term rates on U.S. Government securities had
diminished to 15 basis points from more than
200 basis points at the beginning of the year;
this reduction made 2-year bonds especially at-
tractive in relation to long-term maturities and
brought rates on short-term maturities to 7.69
percent, their highest level in 4 years. These con-
ditions led to exceptionally strong inflows for the
quarter.

By country, British investors made net pur-
chases of $22.6 billion, mostly in the second
half of the year; Japanese investors made net
purchases of $13.7 billion, which were spread
throughout most of the year; and Netherlands
Antilles investors made net purchases of $10.1
billion, mostly in the fourth quarter.

Other U.S. securities—Net foreign purchases of
U.S. securities other than U.S. Treasury securities
were $58.6 billion in 1994, down from $80.1 billion
in 1993. Most of the drop was attributable to a
decline in stocks; the decline in bonds was limited
by record new issues in the Eurobond market
(table P and chart 11).

Net foreign purchases of U.S. stocks dropped
sharply to $2.8 billion from a record $18.6 billion.
Sharply higher interest rates led to little net gain
in stock prices for the year despite strong corpo-
rate earnings growth. Depreciation of the dollar
in exchange markets also discouraged purchases.
This environment was in marked contrast to that
in 1993, when sharply lower interest rates, strong
corporate earnings growth, and dollar apprecia-
tion led to steadily rising stock prices and rising
net foreign purchases (chart 12).

Net foreign purchases of corporate and other
bonds decreased to $55.8 billion from $61.5 bil-
lion. A record increase in new offshore issues
limited the decline in purchases of outstanding
bonds.

New bond issues sold abroad by U.S. cor-
porations increased to a record s$40.9 billion
from $33.7 billion. Despite rising and sometimes
volatile interest rates, issues were spurred by a
large volume of maturing issues and by lower
interest rates than were available in the United
States. Most of these issues were of relatively
short maturity. Straight fixed-rate bonds, Euro
medium-term note programs, and floating-rate
notes all increased even more strongly than last
year. The U.S. dollar remained the most popular
currency for new issues; however, issues denom-
inated in Japanese yen were sharply higher. Issues
placed by nonbank financial corporations and by
banking corporations accounted for most of the
increase in offshore issues (table R).

Direct investment.—Net capital inflows for for-
eign direct investment in the United States were
$60.1 billion in 1994, compared with inflows of
$21.4 billion in 1993 (table M).

Reinvested earnings shifted to inflows of $7.3
billion from outflows of $9.4 billion. Negative
reinvested earnings, which had begun to diminish
in 1992 and 1993 as a result of strong expan-
sion in the U.S. economy, turned positive in
1994 as the expansion continued. Affiliates of
Western European parents accounted for most
of the higher positive reinvested earnings in
1994. Affiliates of Japanese parents still had neg-
ative reinvested earnings, but less so than last
year, when Japanese affiliates accounted for over
one-half of all negative reinvested earnings.

Net intercompany debt inflows were $21.2 bil-
lion, compared with s$9.1 billion, as foreign
parents repaid loans from their U.S. affiliates,
particularly loans to finance affiliates.

Net equity capital inf