
IntroductIon

When it comes to manufacturing, most politicians, 
economists, and journalists agree: the millions of 
manufacturing jobs lost in recent years are mostly 
not coming back. Looking at the official data, it’s 
easy to understand why. Productivity in the sector 
has continued to climb even as jobs dwindled, so it 
must be the case that these jobs were lost to good old 
human ingenuity. 

But this conclusion is derived from faulty official 
data. Indeed, a closer look at the numbers reveals an 
entirely different history on what happened to U.S. 
manufacturing. 

Specifically, this paper shows that rising imports 
play a much larger role in the loss of jobs since 
2007 than official data suggests. In fact, we estimate 
that rising real imports are responsible for 
approximately 1.3 million of the jobs lost between 
2007 and 2011, or almost one-third of total private 
non-construction job loss. 

We reached the estimate of 1.3 million jobs through 
a process that adjusts for for measurement problems 
in the official statistics. This adjustment is based on a 
concept called the “import price bias,” which causes 
the government to undercount the growth of low-cost 

imports from countries such as China. After adjusting 
for the import price bias, our analysis suggests 
that the import growth of goods, adjusted for price 
changes, have been underestimated by roughly $117 
billion since 2007 (in 2011 dollars).

Moreover, we find undercounting real imports leads 
to a distortion in most of the official statistics that 
keep track of economic activity, including real GDP, 
which was overstated during the Great Recession 
and subsequent recovery by 0.8%. Our analysis 
suggests imports of low-cost goods continued to 
expand their presence in U.S. markets during this 
period, a phenomenon that likely started in the early 
2000’s when developing countries such as China 
significantly boosted their exporting presence. 

In this paper we also discuss how these revised 
statistics might affect the economic and political 
landscape going into the 2012 election. Specifically, 
President Obama’s recently announced “insourcing” 
initiative has the potential to recover some portion 
of the 1.3 million jobs lost to rising imports. By 
comparison, current policies like the payroll tax 
break are more likely to leak overseas than we realize 
instead of stimulating demand at home. 

Understanding the true effect of rising imports 
on jobs better explains the everyday reality of 

POLICY MEMO

BY MICHAEL MANDEL AND DIANA G. CAREW MarCh 2012

Measuring the real Impact of Imports on Jobs

about the authors
Michael Mandel is the chief economic strategist at the Progressive Policy Institute and a senior fellow at Wharton’s Mack Center for 
Technological Innovation.

Diana G. Carew is an economist at the Progressive Policy Institute.



2

Americans who are struggling through a weak job 
market and stagnant real wages. This is especially 
true in key states such as Ohio, North Carolina and 
Pennsylvania, where voters know that jobs have 
been lost to foreign competition. 

In the end, sustainable economic growth and the 
creation of tomorrow’s jobs cannot be achieved 
through the consumption, debt driven economy of 
the past few decades. Instead, we advocate more 
of the pro-investment, pro-manufacturing policies 
recently introduced by the Obama Administration. 
Such policies shift America toward a “Production 
Economy” which emphasizes investment in physical, 
human, and knowledge capital. Understanding the 
true role of imports in the U.S. economy, we can 
design better, more targeted economic policies. 

the offIcIal Story

As we move into the 2012 election season, the 
central economic fact for the coming presidential 
election is the improving but still weak labor 
market. President Obama is following a two-
pronged strategy. First, the payroll tax cut is 
supposed to put more money into the hands 
of consumers. Second, Obama’s manufacturing 
initiative is intended to offer companies extra 
encouragement to create jobs in the U.S. rather 
than overseas.

What’s odd is that according to the official 
data, the manufacturing initiative is not needed. 
From 2007 to 2011 the net trade deficit in 
goods shrank by some 25%, adjusted for price 
changes. Over that period goods exports rose by 
15%, while non-petroleum goods imports were 

basically flat. That sounds pretty good from a 
competitive perspective. Indeed, large gains in 
U.S. productivity are being heralded worldwide 
as an example of how to conduct business.1

Meanwhile the BEA calculates a very interesting set 
of statistics called “gross domestic product by major 
type of product.” According to these numbers, the 
U.S. economy’s net production of goods, including 
agriculture and mining, is up 9% since 2007 to an 
all-time record. At the same time, service production 
is only up 3%, and construction is down 31%. In other 
words, the official data apparently shows that the 
goods-producing sector is leading the recovery. 

That’s why Democrats and Republicans are trying 
to stimulate consumer demand, with both parties 
attempting to create jobs through some combination 
of unemployment benefit extensions and payroll tax 
cuts for middle class Americans.2 The idea is that with 
more money in their pockets, Americans will spend 
more on goods and services, creating jobs in the U.S. 
And given how constrained our budgets are, every 
extra dollar people have to spend is that much more 
valuable.

Sounds good, right? Not exactly. If Americans spend 
their extra money on goods and services made 
outside the U.S., these measures will not result as 
intended. Each dollar that leaves the U.S. means there 
is less money to spur economic growth here. For 
example, government figures show that Americans 
purchase more clothing today in real terms, than 
they did in 2007. Nevertheless apparel manufacturing 
jobs are well below 2007 levels because clothing 
production continues to move overseas. Similarly, 
Americans consume more electronics today in real 
terms, than they did in 2007, as advancements in cell 
phones and other smart devices allow consumers 
to get more for less. However, the number of jobs in 
communications equipment manufacturing continues 
to contract, while imports have soared. 

Underestimating the role of imports in our economy 
might explain why policymakers have been throwing 
stimulus at us for almost four years with less-than-
stellar success in creating jobs. It might help explain 
why factories continue to shut-down or move out of 
the U.S.,3 and why real disposable income is up just 
0.2% since the start of the recession.

We argue the official statistics underestimate the role 
of imports. This paper shows imports are understated 

Underestimating the role 
of imports in our economy 
might explain why 
policymakers have been 
throwing stimulus at us for 
almost four years with 
less-than-stellar success in 
creating jobs. 
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because of a flawed statistical methodology that 
results in the ‘import price bias’. And we believe the 
understatement of imports flows through the body of 
economic statistics like a clot—eventually reaching 
the heart of U.S. economic data. 

Import prIce BIaS 

In this section we explain what ‘import price bias’ 
is, and why it is important to policymakers and 
politicians. When the Bureau of Economic Analysis 
estimates real import growth and real GDP growth, 
the agency has to try and separate out the effect 
of price changes from the actual ‘real’ changes in 
imports, consumption, and production. For example, 
in 2010 total consumer spending on flowers and 
potted plants rose by 3%, while the price fell by 1%. 
As a result, the ‘real’ change in floral consumption 
was a 4% increase. 

The BEA makes this sort of calculation for every 
component of GDP—imports, exports, consumption, 
nonresidential investment, residential investment, 
and government spending. Any observed change in 
dollar values is decomposed into a price change and 
a ‘real’ quantity change. The quantity changes are 
combined into real GDP. 

So far, so good. However, it turns out that the official 
methodology for price adjustment does not correctly 
handle imports from low-cost countries such as 
China. This flaw in the methodology is known as the 
import price bias.4 

A simple example will illustrate the nature of import 
price bias. Suppose that a company imports 100 big 
screen televisions from Japan at $1000 each, for a 
total import bill of $100,000. Now this company finds 
a much cheaper manufacturer in China who charges 

$500 for an identical television (but with a different 
model number, because it’s coming from a different 
supplier). If 120 televisions are imported, that will 
result in a total import bill of $60,000. 

In an ideal world, the government statisticians 
would report that the quantity of imported 
televisions rose, while the price dropped. In 
reality, however, the government tracks the price 
of Japanese-made televisions separately from the 
price of Chinese-made TVs. It hardly ever does 
a comparison of the price of televisions made in 
the two countries.5 The result: The dollar drop in 
imports is effectively treated as if it is a drop in 
quantity of televisions, rather than a drop in price. 

Instead, the BLS implicitly ignores the Japan-to-
China price drop when it puts together its price index 
for imported televisions, so that $1 of imports from 
Japan is treated as if it has the same impact as $1 of 
imports from China. But this is unreasonable; the 
shift in sourcing reflects big price differentials.

Import price bias can occur anytime we switch 
from high-cost foreign suppliers (such as Japan or 
Germany) to lower-cost foreign suppliers (in China 
or Eastern Europe). It’s also relevant when U.S. 
buyers switch from high-cost domestic suppliers 
to low-cost foreign suppliers. The price of an 
import from a low-cost country like China might 
be 20%, 35%, or even 50% below the price of the 
comparable item produced in the U.S. This means 
the switch to China would have a larger effect: $1 
of imports from China might now replace $1.25, 
$1.50, or even $2 worth of domestic production, 
along with all the associated jobs. 

In other words, import price bias is pervasive — and 
the implication is that the ‘real’ growth of imports 
is being underestimated, potentially by a very wide 
margin. In fact, the data may be reporting that real 
imports are falling when in fact they are rising. 

Certainly we acknowledge the money we saved on 
purchasing cheaper imports puts some extra money 
in our wallets to spend. But we don’t know how 
much went to U.S. made goods and services and how 
much went to more imports. And unlike earlier in 
the decade, when the real estate boom and growing 
demand for healthcare led to economic growth and 
job creation, during the recession there were not 
enough sources of growth to counteract the jobs lost 
to higher consumption of imports. 

Import price bias can 
occur anytime we switch 
from high-cost foreign 
suppliers such as Japan 
or Germany to lower-cost 
foreign suppliers in China 
or Eastern Europe. 
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The mismeasurement problem appears to have 
started around 2000, as imports from China kicked 
into high gear. Consequently, the 2000-2007 ‘boom’ 
under President George W. Bush was likely much 
weaker than the official numbers show.6 

methodology

In this section and in the next one we will outline 
how we adjust the official import statistics for 
import price bias. The section is important, but it 
can be safely skipped by the non-technical. 

In an ideal world we would know the relative price 
of imports versus comparable domestic goods at a 
detailed level. That would enable us to immediately 
make the appropriate adjustment. Such data is 
not available now, but would come out of the 
Competitiveness Audit proposed by PPI.7 

The absence of such data leaves us with two big 
problems. First, we don’t know the current import 
price bias B, the differential between import and 
domestic prices (the ratio of the price of domestic 
products to the price of comparable imported 
products is equal to 1+B). 

Second, we don’t know whether the import price 
bias B has been narrowing or widening. A narrowing 
import price bias would mean that U.S.-made goods 
are becoming more competitive. 

Anecdotally, prices from China are often said to be 
about one-third below that of U.S. manufacturers, 
which is equivalent to saying that U.S. manufactured 
goods are 50% more than the Chinese equivalent.8 
That would put the import price bias B at 0.5, which 

sounds like a lot. However, let’s think about what this 
would mean for consumer prices for items such as 
apparel and consumer electronics. 

According to BEA statistics, only about 30% of the 
consumer price of apparel consists of the actual cost 
of the product (the rest is the cost of transportation 
and distribution). The implication: if imported 
clothing was replaced by domestic-made clothing at a 
50% higher cost, then the consumer price of apparel 
would only go up by about 15% (30% x 50%). 

Similarly, about 40% of the store price of consumer 
electronics and computers consists of the actual 
cost of the product, according to BEA data. So if 
imported electronics was replaced by domestic-made 
electronics at a 50% higher cost, the consumer price 
of electronics would go up by about 20% (40% x 50%). 

In both of these cases, the assumption that domestic 
made products are 50% more expensive than the 
imported equivalent seems not only reasonable but 
conservative. After all, we’d expect the consumer price 
of apparel to go up more than 15% if people were 
forced to buy American. 

If we assume the import price bias B=0.5, then 
adjusted imports are equal to (1+B) times reported 
imports. So if we import $400 billion from China, 
then adjusted imports are equal to $600 billion. Or 
to put it another way, $400 billion in imports from 
China are equivalent in quantity to $600 billion in 
production from Japan or from the U.S. 

So far we haven’t said anything about changes in the 
import price bias over time. However, such changes 
have to be an important part of the story. If the import 
price bias is widening, then the U.S. is becoming less 
competitive and a dollar of imports is having a bigger 
effect on the economy. Alternatively, if the import 
price bias is narrowing, then the U.S. is becoming 
more competitive.

Our basic strategy is to look for inconsistencies in the 
official data. In particular, we calculate “real domestic 
supply” for key commodities, defined as domestic 
shipments plus imports minus exports, all adjusted 
for price changes. If import price bias is important, 
then the growth of real domestic supply based on 
official price indices is going to be too “small” relative 
to the growth of domestic purchases. That enables us 
to produce an adjusted estimate for import growth 
that fits the observed pattern of purchases. 

Understanding the true 
effect of rising imports on 
jobs better explains the 
everyday reality of 
Americans who are 
struggling through a weak 
job market and stagnant 
real wages. 
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Here is the outline for our methodology. 

1. We focused on commodities for which imports 
are an important source of supply, and for which 
intermediate usage is relatively unimportant. This 
includes apparel, furniture, televisions, nondefense 
communications equipment, and motor vehicles 
(we handle computers slightly differently). 

2. For each commodity, we calculate the growth 
in real domestic purchases from 2007 to 2010, 
which will generally be consumer spending 
plus business investment, as appropriate. These 
calculations make the conservative assumption of 
omitting inventory accumulation, which generally 
is greater in 2010 than 2007. Including inventory 
accumulation would tend to increase the growth of 
real domestic purchases. 

3. For each commodity, we calculate adjusted real 
domestic supply as real domestic shipments minus 
real exports plus real imports, adjusted for the 
import price bias (adjusted real imports are equal 
to (1+B)*real imports). We then follow a procedure 
that allows for the import price bias to change 
over time. First we assume that the import price 
bias is 0.5 in 2007, and then solve for the import 
price bias in 2010 by setting the growth of adjusted 
real domestic supply equal to the growth of real 
domestic purchases, in 2007$. That yields one 
estimate for adjusted import growth.

4. Then we assume that the import bias is 0.5 in 
2010, and solve for the import price bias in 2007 by 
setting the growth of adjusted real domestic supply 
equal to the growth of real domestic purchases, in 
2010$. That yields a second estimate for adjusted 
import growth.

5. Then we take the geometric average of the two 
growth estimates, to give us the adjusted change 
in real imports from 2007 to 2010. 

This procedure yields an estimate of the ‘extra’ 
increase in real imports after adjustment. Several 
caveats are in order. First, this procedure should 
be viewed as a rough estimate rather than a precise 
calculation. We are drawing inferences from 
inconsistencies in the official data, rather than having 
direct measurements of the import price bias. Second, 
we don’t have good information about the uses of 
these commodities as intermediate inputs to other 

production. That’s fine for apparel, furniture, motor 
vehicles, and televisions, but the assumption is more 
problematic for communications equipment. Third, 
we would love to know the distribution of imports  
use across the economy, but that information is  
not available. 

the caSe of apparel

To illustrate the adjustment process, let’s look at 
apparel. During the period 2007-2010, consumer 
spending on clothing dropped slightly. But 
because consumer prices for clothing also 
dropped, ‘real’ personal consumption spending 
on clothing increased by 1%, according to the 
BEA. In other words, Americans were able to 
keep up their purchases of clothing during the 
recession, which is why retailers such as Wal-
mart and clothing suppliers VF Corporation 
generated more cash in 2010 than in 2007.9 

Where was this clothing coming from? Not the U.S., 
for sure. In 2007, before the recession started, the 
U.S. was shipping $24 billion worth of clothing 
annually. Over the next three years, however, domestic 
manufacturers laid off 30% of domestic production 
workers, closed 1,600 clothing production facilities, 
and cut shipments by 38%, adjusted for price changes. 
All told, domestic shipments of clothing dropped by 
$9 billion, measured in 2007 dollars. 

Meanwhile three interesting things happened to 
the sourcing of imported apparel. First, China and 
Vietnam’s share of U.S. clothing imports rose from 
39% to 49%, as apparel manufacturing shifted to the 
lowest cost countries. Second, the price of imported 
apparel, as reported by the BLS, supposedly rose. 
Finally, the total dollar value of apparel imports, 
adjusted for price changes, supposedly fell from 2007 
to 2010 by 5%, or $4 billion.

So if we go by the official numbers, the combined 
domestic production and imports of clothing fell by 
a cumulative $13 billion from 2007 to 2010, or 13%, 
after adjusting for prices.10 Meanwhile consumer 
purchases of clothing rose, as Figure 1 shows. What is 
happening here? 

At first glance, it is as if the official data suggests the 
increase in clothing purchased by consumers did 
not exist, that the clothes magically appeared. That is 
nonsense; certainly these clothes had to come from 
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somewhere. One clue, though, comes from looking at 
the trade data. Even though the price-adjusted dollar 
value of imported clothing supposedly fell by 5%, the 
actual units of imported clothing — measured in 
dozens, pairs, and similar physical units — rose by 8%.

In fact, it seems clear that the apparel trade data suffers 
from the import price bias. The shift to lower-cost 
countries should show up as falling import prices, but 
it doesn’t. As a result, the growth in apparel imports, 
adjusted for price changes, is significantly understated. 

For the purposes of this paper, we adjust the growth 
of apparel imports so that the supply of clothing 

—imports plus domestic production minus exports— 
grows at the same rate as the demand for clothing. 
In this case, if we assume the apparent supply of 
clothing actually changed at the rate of demand 
(1%) over 2007-2010, we calculate a gap in apparent 
versus adjusted supply of $14 billion (in 2007 and 
2010 dollars)— a gap we attribute to underestimated 
imports. In other words, we found the missing clothes. 

ImportS, adjuSted

After making our preliminary partial adjustment for 
the import price bias across the six industries, we 
find real goods imports were understated by about 
$117 billion since the recession began, in 2011 
dollars. This suggests a new reality about the role of 
imports in our economy during the recession and 
recovery, one where imports played a much larger 
role in consumer and business spending patterns 
than official data suggests. 

The additional $117 billion in real goods imports 
means that real imports of non-petroleum goods 
did not increase by $14 billion, or 0.8%, since 

Real goods imports  
were understated by 
about $117 billion since 
the rescession began,  
in 2011 dollars.
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2007, as current data implies. Rather, our analysis 
suggests real imports of non-petroleum goods rose 
by $131 billion since 2007, or by more than 7%. 

To note, the underestimation of real imports has 
significant implications on how U.S. output (GDP) 
was affected by the recent downturn. Because of how 
U.S. economic output (GDP) is calculated the $117 
billion adjustment to real imports means real GDP 
has been overstated by an equivalent amount, in 2011 
dollars. In fact, our analysis implies that real GDP 
over 2007-2011 was flat, instead of growing by 0.8%. 

BrIngIng the joBS Back 

As of the end of 2011, two and a half years into the 
official economic recovery, the economy was still 
more than 6 million private sector jobs short of 
where it was in 2007. Economists and policymakers 
are quick to explain why, and point to the official 
numbers. After all, the numbers say real GDP 
rebounded and is continuing to grow. And if fewer 
people are working while the economy is growing, 
conventional wisdom tells us it is because we are 
more productive. So, we are told any jobs not coming 
back were “lost” because of Americans’ infallible 
efficiency, and that this should be seen as a symbol 
of our economic success rather than failure. Indeed, 

both President Obama and Republican presidential 
candidate Mitt Romney have lauded American 
workers as the “most productive” in the world.11 

The $117 billion understatement of real imports 
uncovered in this paper leads us to wonder whether this 
conventional explanation is wrong. 

We believe it is, in part. The findings of this paper 
suggest at least 1.3 million of the jobs lost since the 
end of 2007 were actually lost from trade — that is, 
from rising imports. This difference in real goods 
imports, and corresponding difference in real 
economic output, means our laudable productivity 
growth was also overstated. 

In other words, the diagnosis that productivity 
gains are the behind the lagging job recovery 
is incomplete. If productivity were the only 
underlying cause, we would have seen more gains 
in employment in the industries with supposed 
competitive gains — like manufacturing. We did 
not. Understanding that increased real imports 
are responsible for about one-third of the total 
private non-construction job loss helps explain 
this mismatch. Refusing to accept this reality risks 
falling into complacency about our competitiveness, 
and we risk losing these jobs permanently.

Instead, this finding supports the need for a 
more aggressive import recapture policies, such 
as President Obama’s recently announced 

“insourcing” initiative aimed at revitalizing high-tech 
manufacturing and investing in America to promote 
export growth and regain lost U.S. competitiveness.12 

We believe such policies could be successful because 
it would resolve the reason why the jobs were 
initially lost: uneven foreign trade. Specifically, these 
jobs were lost in two ways, both stemming from the 
lower cost of imports. First, direct job loss occurred 
as U.S. factories closed down or shifted production. 
This was likely a major factor behind the 2.1 million 
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FIGURE 2: pERCENt CHANGE IN NON-pEtROLEUM 
GOODs IMpORts, 2007-2011 (IN 2011$)

source: BEA, ppI

the diagnosis that 
productivity gains are 
behind the lagging job 
recovery is incomplete.
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manufacturing jobs lost since 2007, a sector where 
official data touts massive gains in productivity.

Second, jobs were lost because of lost opportunities 
for that money to be spent on domestically 
produced goods and services. Instead these jobs 
never materialized, or were cut from the workforce, 
because the demand was not there. The shift from 
domestically produced goods and services to imports 
served only to exacerbate the downturn already 
occurring in the U.S. economy, showing up in large 
job losses across the board. 

Arriving at our estimate of 1.3 million jobs affected 
by trade since the end of 2007 comes with its share of 
caveats. There have been several attempts to isolate 
the exact effect of employment on trade, all of which 
have shortcomings.13 Since imports are not tracked 
through the economy, any estimate must make 
assumptions on how imports are distributed across 
the various components of output — consumption, 
investment, and government spending — and that 
assumption is typically one of proportionality through 
the supply chain. 

However, for our analysis we use the estimate 
calculated by government statisticians, which 
estimates 10 “downstream” jobs are associated with 
every $1 billion in output (it costs $100,000 for each 
job).14 These jobs are the direct and indirect jobs 
(“downstream” jobs) associated with producing a 
good or providing a service. 

There are also jobs that are associated with the 
induced spending from the wages and salaries of 
those workers associated with the production of 
goods and provision of services (“upstream jobs”). 
The Bureau of Labor Statistics estimates the effect 
on upstream jobs, derived in the same manner as 
downstream jobs, as 3 jobs for every $1 million in 
induced output.15 However, because unemployed 
workers are still spending, we use a more conservative 
multiplier of 1.5 jobs for every $1 million in induced 
output. Adding the downstream and upstream jobs 
together, we arrive at our estimate of approximately 
1.3 million jobs lost to trade since the end of 2007. 

This is not to say productivity improvements weren’t 
a factor in the jobs lost during the recession. Indeed, 
many of the remaining jobs lost outside of trade that 
haven’t come back were likely due to companies 
reorganizing operations or finding new ways to do 

more with less. And this problem requires its own set 
of policies, many of which are currently supported by 
policymakers, designed to retrain workers left behind 
and keep them on their feet while encouraging the 
development of new technologies that will create the 
next wave of high-wage jobs. 

ImplIcatIonS for polIcy and polItIcS 

Washington politicians, policymakers, and economists 
draw most of their impressions of the U.S. economy 
from the official data put out by statistical agencies 
such as the BEA, Census, and the BLS. That applies 
to investors and journalists as well — no matter how 
many companies and individuals they talk to, it’s 
only a small slice of the sprawling U.S. economic 
landscape. In the end, the official statistics are an 
important component of the shared reality of both 
Democrats and Republicans. 

But what happens when the official data is flawed? In 
this paper we argue that inherent flaws in the official 
economic statistics are resulting in a fundamental 
misunderstanding of the economy. In fact, we 
find real U.S. imports have been understated by at 
least $117 billion since 2007, in 2011 dollars, after 
adjusting for the import price bias. This translates 
to an overestimation of real GDP by a roughly 
equivalent amount, and we find real GDP was flat 
over 2007-2011 instead of growing by 0.8%. What’s 
more, this overstatement in real GDP means the 
productivity growth highly lauded by politicians and 
economists is also overstated.

The underestimation of real imports has significant 
implications for understanding why the economy is 
still over 6 million jobs short from when the recession 
began. Our analysis suggests that 1.3 million jobs, 
one-third of all private non-construction jobs lost 

the Obama administration’s 
recently announced initiatives 
aimed at “insourcing” U.s. 
production, and increasing 
investment in America, is the 
right way to move forward. 
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since 2007, were lost because of rising imports. 
Indeed our findings show the job losses attributed to 
gains in productivity are overstated.16 

Our analysis explains why such demand-oriented 
stimulus measures like the payroll tax cut and 
unemployment benefit extension have not been 
enough to recover lost jobs.

To this end, the Obama Administration’s recently 
announced initiatives aimed at “insourcing” U.S. 
production, and increasing investment in America, 
is the right way to move forward.17 Revitalizing our 
manufacturing sector and investing in innovation 
is critical to boosting job growth and generating 
economic growth sustainably. But we must use 
our money smartly in a time where every dollar 
counts. That is why we propose Congress fund 
a “Competitiveness Audit” in order to understand 
where to invest effectively, to understand where the 
U.S. is currently competitive or near competitive.18 
A Competitiveness Audit would compare prices of 
U.S. made to foreign made goods of a similar quality, 
providing value information on where investments 
are likely to have the most success.

Moreover, our findings support policies that encourage 
investment in the next wave of innovation, and policies 
that facilitate bringing these innovations to scale and to 
market quickly and effectively. To this end, we propose 
a Regulatory Improvement Commission, authorized by 
Congress, to review and repeal outdated and duplicative 
Government regulations that cause unnecessary 
burdens and red tape for companies wishing to develop 
new products.19 

The new reality uncovered in this paper calls for 
a set of economic policies that shift our way of 
thinking about how to generate economic growth 
and create U.S. jobs — a shift that will move 
America back to a “Production Economy” where 
Americans are workers and not consumers. This 
shift in thinking will emphasize investment instead 
of spending, and emphasize investing in Americans’ 
potential to innovate and compete internationally. 
Only when we embrace this reality and the idea 
of a “Production Economy” can we successfully 
participate in the global marketplace and generate 
growth and jobs sustainably. 
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appendIx: InduStry caSe StudIeS

FIGURE 3:

In this paper we make a preliminary partial adjustment for the effects of import price bias since the recession started 
in 2007. For this paper, we look at six commodities — apparel, televisions, furniture, motor vehicles, communications 
equipment, and computers — and identify inconsistencies in the data that are likely caused by import price bias. 
These industries were chosen because we can identify clear inconsistencies in the official statistics.

In particular, we are looking for situations where the change in real domestic purchases at the final goods level 
differs significantly from the change in real supply at the producer level. For example, when we look at apparel, 
the official numbers tell a story where the real apparent supply of clothing (domestic production and imports) fell 
by a cumulative $13 billion from 2007 to 2010, or 13%, while real demand (consumer purchases) of clothing rose 
by $3 billion, or 1%. Our adjustment seeks to resolve this apparent mismatch in the official numbers.

apparel: the Well-clothed amerIcan

The recession had a notable dampening effect on consumer demand for clothing. Compared to the 15% increasing 
in real spending on clothing from 2004-2007, the growth in demand for clothing was much more muted over 
2007-2010. Still, real spending increased by about one percent as Americans still managed by buy more clothes, 
despite the historic downturn. Even as total real personal consumer expenditures declined over the same period, 
the fact that we bought more clothes makes sense: clothes are not as durable as furniture, or automobiles, and the 
price of clothing was dropping, making them relatively cheaper. 

That 1% increase in clothing purchases is equivalent to an additional $3 billion in new clothes, measured in 2007 
dollars. Think of it as 10 million $300 dresses, or 30 million $100 shirts. Certainly these dresses and shirts had to 
come from somewhere. Did we manufacture these clothes domestically, did we pull them out of inventory, or did 
we import them? 

Looking at the numbers, it is unlikely the clothes were made here. U.S. apparel production continued its spiral 
downward during the recession, dropping by almost 40% from 2007-2010. U.S. apparel manufacturing jobs also 
continued to drop, by 57,000 jobs, or 27%, over the same period. And while apparel manufacturers, wholesalers 

Industry data Inconsistency

Apparel Apparent supply of clothing (imports plus domestic production) fell, while domestic 
demand rose

televisions Apparent supply of televisions (imports) fell significantly more than domestic demand

Furniture Apparent supply of furniture (imports plus domestic production) fell significantly more 
than domestic demand

Motor Vehicles Apparent supply of automobiles and light trucks (imports plus domestic production) 
fell significantly more than domestic demand

Communications Equipment Nondefense Apparent supply of communications equipment (imports plus domestic production)  
fell significantly more than domestic demand, which already has a downward 
distortion from cell phone subsidies

Computers prices of computer imports fell much slower than domestic consumer prices  
for computers
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and retailers were drawing down their inventories of clothing in 2009, by 2010 they had reversed course and were 
actually adding to their stocks of clothing at a faster rate than in 2007. 

That leaves rising imports as the only plausible candidate for providing the added new dresses, shirts, and other 
articles of clothing that Americans have been buying during the recession, while also picking up the slack for the 
continued drop in domestic production. On one level that’s not a surprise— the shift of apparel production, a 
relatively labor intensive process, to lower-wage countries over the last few decades is well-documented. You go 
into almost any clothing store, and you are confronted by a sea of “Made in China” labels. 

The real surprise, though, is that the official statistics show apparel imports falling by 5% from 2007 to 2010, after 
adjusting for price changes. That’s equivalent to a $4 billion decline in imported clothing, measured in 2007 
dollars. Putting the drop in domestic production and the decline in imports together, and adjusting for a small 
change in exports, the official statistics suggest that the supply of apparel to the U.S. economy fell by 13% from 
2007 to 2010, or some $13 billion. So is this a magic trick where retailers have learned how to create clothes out of 
thin air? 

Probably not. The most likely explanation is that real imports of clothing are being underestimated, for a 
combination of the two reasons noted earlier in the paper. Over this period clothing imports were rapidly shifting 
to China’s low-cost production, and this change in sourcing and related drop in price was not being captured by 
the BLS price statistics. Second, the BLS import price statistics were not fully capturing the decline in price of 
Chinese-made clothing. In fact, the price index for apparel imports actually increased by 0.5% between 2007 and 
2010, while consumer clothing prices fell by 2%. 

We’re going suggest that if clothing purchases increased at the consumer level, there had to have been a 
corresponding increase in supply. That means the real supply of clothing, instead of dropping by 13% from 
2007 to 2010, actually increased by 1%. Since we know the gap is due to underestimated real imports, we 
solve the gap in supply using the process described above. In the end, we find the change in real imports was 
actually $14 billion more than what official data suggests.

This would explain why we are seeing a higher quantity of clothing being imported. In fact, trade numbers show 
the quantity of clothing imported to the U.S. increased by 8% over 2007-2010. But in real terms the supposed 
price increase effectively mitigated these gains. The additional $14 billion in clothing imports help explain why 
domestic apparel production is declining out of existence, and why related U.S. employment is down 27% even as 
we continue to buy more clothes at ever lower prices.

televISIonS: the tuned-In amerIcan

While consumers held back on some types of spending during the recession, they did not stop purchasing 
televisions. According to the official data, over 2007 to 2010, real consumer spending on televisions rose a 
staggering 110%, adjusted for prices. This represents a shift to bigger, higher quality televisions, allowing 
Americans to buy more television for the same price. 

Where are all these TVs coming from? Not here; virtually no televisions are produced in the U.S. and 
they haven’t been for quite some time. Price advantages abroad drove production out of the country and 
are behind the fall in consumer prices. Similarly, domestic production of television components also 
continues to dwindle away in a trend that began even before the recession. U.S. employment of audio and 
visual equipment manufacturing dropped by 33%, or 10,000 workers, from 2007-2010 while employment in 
semiconductor manufacturing saw a drop of 17%, or about 80,000 workers. 

The long, steady decline in domestic production of TVs, and TV components, means any rise in demand must 
have come from imports. But this is where it gets interesting: real imports of televisions over 2007-2010 increased 
by only $3 billion, or 16% (in 2007 dollars). Certainly the additional TVs being purchased are not appearing on our 
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doorsteps. What’s more, while consumer prices dropped 53%, official import prices only dropped by 13%. Since 
it is unlikely U.S. retailers accepted such enormous losses selling TVs, we argue the mismatch in supply versus 
demand does not make sense.

Instead, we suggest that the supply in televisions had to have increased at the same rate as demand. That means 
the real supply of televisions, or real imports in this case, must have increased 110% from 2007 to 2010, instead of 
increasing 16%. We solve the gap in real imports using the same process described above and find the change in 
real imports of televisions was actually about $30 billion more than what official data suggests in 2007 dollars, or 
$12.5 billion more in 2010 dollars.

furnIture: the comfortaBle amerIcan

The U.S. furniture manufacturing industry has been dramatically affected by trade. Cheaper manufacturing 
overseas led to substantial declines in U.S. furniture production which only continued during the recession. In 
fact, furniture manufacturing jobs in the U.S. dropped by almost 50% over 2007-2010, going from about 531,000 
jobs to just 357,000 jobs.20 Thanks to big box furniture stores, furniture is getting cheaper and cheaper. What’s 
more, in an effort to reduce costs, much of the furniture we purchase is mass produced and self-assemble. 

Furniture is not something people need to replace regularly, because it is a durable good. In tougher economic 
times like the 2007 recession, furniture purchases are more likely to be put on the spending wait-list after many 
of the non-durable goods and services we need to consume more regularly (like food, gasoline, and clothing). 
Accordingly, real demand for furniture, comprised of consumer spending and a small amount of private 
investment (think new office space), over 2007-2010 decreased by about $19 billion, or 10% (in 2007 dollars). 

Not surprisingly, we find the real apparent supply of furniture also dropped during the recession. Indeed, a large 
drop in real domestic production, by about $27 billion, or 33%, is consistent with the significant employment 
losses we’ve seen in the industry. What’s more, real imports also decreased over this period, by about $4 billion, 
or 16%. All together, we find real apparent supply of furniture decreased by about 28%, over 2007-2010 (all in 2007 
dollars).

Where did the slack in furniture demand come from? It is unlikely the excess demand came from 
domestically produced furniture, given how much U.S. production is shrinking. Inventories are another 
option, but inventory data shows real furniture inventories were growing in 2010 while shrinking in 2007. 

Furniture prices over 2007-2010 may give some clues to the missing supply mystery. Consumer prices decreased 
by about 8%, while import prices increased by about 5%. This mismatch does not seem realistic, unless retailers 
decided they would start paying consumers to take the furniture away.

Instead, we suggest that real supply only decreased by as much as real demand (10%), and that this gap in supply 
is entirely attributed to mismeasured real imports. Using the same methodology described above, we find the real 
import gap in furniture — the change in real imports above official data — was over $19 billion in 2007 dollars, or 
about $23 billion in 2010 dollars. 

communIcatIonS equIpment: the Well-Spoken amerIcan

Nondefense communications equipment in recent years underwent an innovation explosion: the advancements in 
cell phones, routers, and other wireless communications devices allow us to interact and share information with 
each other on an unprecedented scale. Wireless service providers are continuously developing new ways to meet 
the incredible consumer demand, streaming enormous quantities of data across the globe every day.
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Given the importance of cell phones in our lives, it’s not surprising that over 91% of Americans, 285 million people, 
subscribe to cell phone services, and that the number of subscribers is growing.21 Indeed, consumer spending on 
communications equipment, primarily on phones, increased by 15% over 2007-2010, after adjusting for prices. And 
given the constant innovation in the industry, it’s also no surprise that consumer prices dropped 12%. 

However, we believe that there is more to this story. When we buy cell phones, we typically don’t pay for them. 
Instead, the costs are subsidized — that is to say we pay nothing, or just a fraction of the true cost of the phone, 
when we sign a contract with our wireless carrier. Stores write the cost of the phone off as an expense because 
they make up the difference in providing wireless service. This causes a distortion in measuring demand. Based on 
anecdotal evidence, we assume that real consumption is twice as high as currently reported. 

For this industry we find inconsistencies in the official pricing data outside of consumer spending.22 In particular, 
there is a lack of information available about true price declines. Therefore, for this analysis, all communications 
equipment prices — for imports, exports, and domestic production — are deflated at the same rate. In this 
framework we find nondefense total demand was relatively flat over 2007-2010, down just 0.2%, driven by a 
sizeable drop in real investment.

Meanwhile, real supply declined by 16% over 2007-10. Nondefense domestic production led the drop in supply, 
down 28% over the four year period. The 2007 recession saw continued job losses in the industry, shedding 10,000 
more jobs over 2007-2010, or about 8% of the remaining employees. 

How could it be that there was not enough supply to account for demand? As before, we suggest that the supply 
in communications equipment had to have increased at the same rate as demand. Because of the dwindling U.S. 
production we further stipulate the increase in supply must be attributed to real imports. Official data indicates 
real imports did pick up some of the slack, increasing by 22% after adjusting for prices. But that is not enough to 
counter the drop in domestic production and flat demand. 

Solving as before, we find the real import gap in communications equipment — the change in real imports above 
official data — was just over $11 billion in 2007 dollars, or $10 billion in 2010 dollars. 

automoBIleS and lIght truckS: the Well-traveled amerIcan

During economic downturns, consumers hold back on expensive purchases like automobiles — after all, 
Americans already own over 250 million vehicles.23 It comes as little surprise, then, that real personal spending on 
new automobiles and light trucks went down by 25% over 2007-2010, with spending on new automobiles down 
$27 billion and spending on new trucks down $28 billion, after adjusting for prices. A further drop in private 
investment over 2007-2010 led total real demand for autos and light trucks to drop by about 25% over 2007-2010.

Domestic production of automobiles and light trucks after subtracting exports declined a hefty 51% over 
this same period, or about $98 billion, after adjusting for prices. This matches the continued decline in U.S. 
employment in the auto manufacturing industry over 2007-2010, which shedding almost 60,000 jobs, down 
by about a third. Coupled with a supposed decline in imports of automobiles and light trucks of about $23 
billion, total supply of autos and light trucks decreased by 36% over 2007-2010, after adjusting for prices. 

Even with the drop in real demand, official data suggests more new cars and trucks were purchased at a faster rate 
than the available supply was able to fill it.

Although we recognize some evidence exists that suggests the import price bias is less of an issue here — that 
foreign cars are not necessarily cheaper than domestic cars — we continue to use the same methodology 
described above. Because the data is limited and inconsistent, we chose to keep our approach for measuring the 
real import gap this industry consistent with the other industries included in this study. 
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Solving for the real import gap as before, setting the change in demand equal to supply and attributing the 
difference to imports, we find the change in real imports of automobiles and light trucks was actually about 
$16 billion more than what official data suggests in 2007 dollars, or over $27 billion in 2010 dollars. 

computerS: the Well-Informed amerIcan

Computers are rapidly becoming more advanced as consumers have grown to expect more functionality. Real 
demand for computers was strong over 2007-2010, with real consumer spending on computers increasing 56%,  
or $24 billion, in 2007 dollars. Similar to televisions, this represents a shift to cheaper, higher-powered computers. 
Indeed, consumer prices dropped by about 30% over this period.

The highly dynamic evolution of computers can be seen in where they are made. Computers are the poster child 
of globalization: R&D, component manufacturing, and final assembly are rarely completed in the same place — 
 let alone the same country. The share of production completed in the U.S. is shrinking, evidenced by employment 
in the industry dropping 13% over 2007-10, a downward trend that has been continuing for decades. 

Because of the globalized nature of computer production — where few computers are actually manufactured in 
the U.S. — we argue than any increase in real demand, from increased spending and private investment, must 
have been supplied through real imports. But here’s where it gets interesting: according to the official data, import 
prices decreased by just 13% over 2007-2010, less than half as fast as consumer prices. 

Given the large changes in computer prices, and inconsistencies in how the BEA measures computer prices, 
we approached identifying the import gap for computers slightly differently.24 Here, to find the missing 
imported computers we look at what real imports would be if import prices changed at the same rate as 
consumer prices instead of the currently reported import prices. After making this adjustment, we find the 
change in real imports of computers was actually about $32 billion more than what official data suggests in 
2007 dollars, or $17.5 billion in 2010 dollars.
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