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Commerce Quarterly Trade Bulletin

Broad Trends

Washington State export flows continue to be impacted by
the global recession, though there are positives signs amidst
the doom-and-gloom of recent months. Although total exports
have remained relatively flat over the past three quarters, after
removing pass-throughs,' exports have steadily risen over the
most recent nine-month period, from 1.5% quarter-over-quarter
in Q1 2009 to 5.1% in Q2 2009, compared with the national
rate of growth of exports in Q2 of only 1.9%. Much of this
uptick can be traced to the growth in aerospace exports, which
grew from a low of $5.2b in Q4 2008 to $6.5b in Q1 2009 and
$7.0b in Q2 2009. However, these increases were matched
with a consistent decline in non-aerospace manufacturing exports,
which have slid from a recent peak of $4.9b in Q2 2008 to $3.3b
in Q2 2009-an average decline of 8% per quarter (Figure 1).
Among Washington'’s top five non-aerospace manufacturing
export categories in the first half of 2009, all fell below their export
levels during the same period in 2008. Non-electrical machinery
exhibited the largest drop, falling from $1.26b through H1 2008
to $0.6b through the first half of 2009. Exports of computer
and electronic products led all non-aerospace manufacturing
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products, with international sales of more than $1.3b through
the first half (H1) of 2009 (although a decline from $1.68b in H1
2008). The leading non-aerospace export categories through
the first half of 2009 were: mineral fuels and oils (§795.4m),
industrial machinery ($763.6m), electric machinery and sound
equipment ($733m), optics and medical devices ($697.5m), and
wheat and meslin ($619.0 m).

Washington State exporters have also not been helped by
the recent rise of the dollar, driven by the status of the U.S. as
a safe haven amidst widespread volatility in global markets
(though this trend has slowly reversed in recent weeks). Comparing
exports year-over-year (Q3 2008 through Q2 2009 compared
with Q3 2007 through Q2 2008), exports have declined 27.7%.

As always, it should be noted that exports reported in this
bulletin are for goods, and do not include services contracted
with foreign firms, governments, and/or individuals (e.g.
architectural design work, legal services, and online retailing).
This type of data is not quantifiable at the state level, but there is
abundant anecdotal evidence for the significant contribution of
this form of exports to Washington State’s economy.

Figure 1. Washington State Manufacturing Exports, Q3 2007 - Q2 2009
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1 The data used for this bulletin is defined as “state origination data,’ but several products that are only consolidated in Washington State—what we refer to as
“pass-throughs”"— are included as Washington State exports in the original data. “Pass-throughs” include soybeans, corn, and tobacco. For a more accurate assessment of

1"

Washington State’s export flows, we will differentiate between “tota
report.

exports (with “pass-throughs included) and “pass-through corrected” export flows throughout this
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Aerospace Exports

After falling 34.6% in the second half of 2008, aerospace exports
showed signs of a rebound through June 2009, with 1.6% increase
over the previous six-month period (Figure 2) and an 8% increase
from Q2 over Q1 2009. Total sales crept up, moving from $13.4b

through June, though well below the recent peak of $22.6b during

the second half (H2) of 2007 (Figure 3). The five largest markets
in Q2 2009 were Mainland China, France, Ireland, Japan, and the
United Arab Emirates. Nearly $1.8b in exports through June 2009
went to China, though more than $1.4b went to Ireland over the
same period. The export “rebound”is mixed, however, with both

Figure 2. Changes in Washington State
Aerospace Exports, By Half Year, H2 2005 - H1 2009
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significant growth and declines over the previous six month
period. Exports to Singapore and Ireland showed the largest
increases in H1 2009 over H2 2008 (168.6% and 208.8%), while
exports to China grew 3.6%; Japan and India saw the largest
drops (45.6% and 31.1%). Comparing exports in H1 2009 with
the same period in 2008 (H1), all major markets showed significant
declines, including China (27.8%), Singapore (87.5%), Japan
(48.0%), Ireland (23.2%), and India (79.3%), though much of
this can be attributed to the delays in the 787 program and late
2008 strike at Boeing.

Figure 3. Washington State Aerospace Exports
By Half Year, H2 2005 - H1 2009
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Expo rts by Region Figure 4. Foreign Markets for Washington State Exports
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State exports in the first half of 2009 (after correcting
for pass-throughs) were: (1) Canada; (2) Mainland
China; (3) Japan; (4) the United Arab Emirates; and
(5) France (Figure 4). Among these markets, only
France showed an increase in goods exports over
the same period in 2008, while the largest declines
were in Japan (42%) and Canada (40%). Exports to
the European Union totaled $6.4b through June

(a 17% decline over the first half of 2008), of which
$4.8b came in the form of aerospace products,
followed by optics and surgical equipment ($330
million). The steep decline in exports can, in part,
be attributed to the appreciation of the dollar. The
average purchasing power of the U.S. dollar increased
10% against the yen over the same period in 2008.

. . *:
The average noon purchasing price of the dollar China (Mainland)

against the Canadian Dollar (CAD) in the first six

months of 2009 increased 19.8% over the same United Arab Emirates =

period in 2008, though this trend has been slowly
reversing in recent months.
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The global economic situation has not been particularly
conducive to export growth in recent months. In Q2 2009, Mexico
and Taiwan saw increased rates of contraction in GDP (2.3 point
and 0.34 point increases). In Japan, though the economy remained
in negative growth, the severity of the decline eased, with the
economy contracting 6.4% in Q2 (compared with an 8.7% in
Q1), and is projected to creep back into positive growth in Q3

(0.9%). With estimates ranging from 7.45% to 7.9% in Q2, China’s
growth remains high, though still below the 11% growth of
recent years, and there are growing concerns over the direction of
bank lending and volume of fixed assets investments in recent
months.? France has emerged in the positive after more than
1% contractions in Q4 2008 and Q1 2009.

Market Focus: India

Washington was the largest state exporter to India in 2008,
ahead of Florida, California, Texas, and New York. Total exports to
India have generally followed the course of aerospace exports.
However, this trend has been changing over the past few quarters,
with non-aerospace exports (as a share of total exports) rising from
8.8% in Q2 2008 to a peak of 26.5% in the last quarter of 2008;
non-aerospace exports were 19% of total exports in Q2 2009
(Figure 5). Among the five largest major non-aerospace exports in
the first half of 2009, nuts and fruits, optical and surgical equipment,
and electric machinery showed significant gains compared with
the same period in 2008, while exports of industrial machinery
and edible vegetables showed declines (Figure 6). After removing
transportation equipment exports, the remaining manufacturing
exports reached a peak of $40.8m in Q3 2008, though there has
been a steady decline since ($31.0m in Q4 2008 to $22.5m in Q1
and $20.2m in Q2). Between 2006 and 2008, exports of computer
and electronic products have been the largest category of
non-transportation equipment manufacturing exports, growing
from $25.8m in 2006 to $26.3m in 2007 and $37.3m in 2008. Within
the manufacturing sector, ultrasonic scanning equipment exports
increased nearly 22% between 2007 and 2008 (from $11.8m to
$14.3m), with another $2.8m in exports from other surgical and
medical device products.

Figure 5. Washington State Exports to India,
Q3 2006 - Q2 2009
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Market conditions

India’s GDP (based on constant prices) grew at 6.1% in Q2
compared with the same period in 2008, well below the 7.7%
growth in Q3 2008 and 9.3% growth in Q3 2007, but still a 0.3
percentage point increase over Q1—the first acceleration since
2007. Imports have dipped, however: quarter-over-quarter
import volumes declined 5.34% and 13.01% in Q3 and Q4 of
2008, following consecutive increases of 18.24%, 2.43%, and
15.0% growth between Q4 2007 and Q2 2008; imports in 2009
are estimated to decline 2.5%.

But there are other positive signs. After a drought of initial public
offerings (IPO), as many as forty Indian companies are preparing to
hold IPOs over the next few months. The rate of growth of private
consumption has slowed, though year-over-year growth is still
estimated at 5.5%. Indian foreign direct investment (FDI) into the
U.S. has remained robust, with 2007 investment (latest data
available) 106% higher than in 2006. U.S. services exports to India
have also grown, totaling $17.0b in 2007, while the U.S. trade deficit
in goods with India reached $8.0b in 2008; reaching $4.2b in 2006
(the most recent data available). India’s most well-known sectors
have been its tech services and software development industries,
including foreign giants and household names such as Microsoft,
IBM Global Services, Accenture, and EDS.

Figure 6. Top Washington State non-Aerospace Exports
to Indla, H1 2009 (compared with H1 2008)
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2 China's National Bureau of Statistics (NBS) reports changes in GDP relative to the GDP during the same period in the previous year, compared with quarter-over-quarter

growth reporting among other major economies.
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Cultural linkages with Washington

® Microsoft has become a major recruiter of Indian software talent-today more than 20% of Microsoft’s labor force at its Redmond
campus is of Indian descent.

® TiE (The Indus Entrepreneurs) has a chapter in Seattle serving software and technology entrepreneurs within the South Asian community.

® India is currently considering establishing a consular office in Washington State, either in Seattle or Bellevue, due in large part to the
extensive trade links with Washington State.

]
Upcoming International Trade Events

® China Connect 2009, November 13-21 (Beijing, Shanghai, Shenzhen). China Connect 2009 provides a customized trip for select
Washington technology executives, featuring tailored meetings with strategic partners in China. For more information, contact

Karl da Gama Campos, karl.campos@commerce.wa.gov.

® Japan Home & Building Show, November 11-13, 2009 (Tokyo, Japan). The largest annual residential construction and building
materials trade event in Japan and a must for U.S. companies and their Japanese agents creating brand awareness, test-marketing
new products, or seeking distribution partners. Last year’s show featured 600 exhibitors in 1,050 booths and attracted 91,859 visitors.
For more information, contact Troy DeFrank, troy.defrank@commerce.wa.gov.

® MEDICA, November 18-21, 2009 (Dusseldorf, Germany). The world’s largest medical trade fair, with over 137,000 visitors from
around the globe. Washington State’s European Office can arrange meetings for Washington State companies with potential partners.
For more information, contact June Chino, june.chino@commerce.wa.gov.

How Washington State Can Help You Export

The Washington State Department of Commerce provides free export assistance for Washington State companies, including client
searches, export leads, and consultation on a variety of export-related issues. For export-related inquiries, please contact Mark Calhoon,
Managing Director for International Trade, mark.calhoon@commerce.wa.gov.

Inquiries on trade data and activities can be sent to:

Washington State Department of Commerce
International Trade and Economic Development

Attn: Spencer Cohen

Research Manager

2001 Sixth Avenue, Suite 2600,
Seattle, WA 98121
spencer.cohen@commerce.wa.gov
Phone: (206) 256-6100

6 RTE o3

) Department of Commerce

&y Innovation is in our nature.

Commerce Quarterly Trade Bulletin, September 28




