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1. Introduction

Based on data taken from the national accounts provided by the United Nations Statistical
Office for 2015, the United States was the largest importer of goods and services. This amounted
to 15.7% of the world’s total. China was the second largest importer with 11.1% of the world’s
total. In the United States, the share of imports in GDP has been annually higher than the corre-
sponding share of exports in GDP for decades (Fig. 1). Over the period 2000-2015, the average
trade deficit was 3.87% of GDP, with no sign of improvement. One way to reduce the national
debt, is to reduce the external deficit and that can be done by either reducing imports or increasing
exports (or some combination of both). Most developing Asian countries have been successful in
narrowing their external deficit by following the post-war Japanese model of export promotion
while developing countries elsewhere did not do as well in reducing imports or increasing exports
(or some combination of both). Most developing Asian countries have been successful narrowing
their external deficit by following the post-war Japanese model of export promotion while devel-
oping countries elsewhere did not do as well employing import substitution policies. However,
part of the reason why import substitution policies have not worked for developing countries
is because of the delay it takes to develop a comparative advantage when the country lacks the
technologies of the more advanced countries. So, the question arises what happens if the United
States (which has the most advanced technology at its disposal) practices import substitution? In
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Fig. 1. U.S. trade trade shares in GDP, 1998-2016.

this paper, we will simulate some of the results for the United States and its major trading partners
in the G20, if it can reduce imports. To this end, six scenarios have been estimated, namely: 1. a
baseline scenario which is a continuation of the trends from 2000-2016 without any intervention
of imports, 2. a non-discrimination scenario where the US reduces its total import demand by
10%, 3. another non-discrimination scenario where the US reduces its imports by 5%. The fourth
and fifth scenarios will have the same reduction in US imports as in scenarios 2 and 3 but with
the addition to voluntary export restraints (VER) of a 30% reduction in the percentage of exports
sent to the US. The sixth and final scenario will introduce discrimination by the US against the
exports China, Germany and Mexico to the US in the form of a non-negotiated reduction of 30%.
They will in turn, retaliate by blocking 30% of their imports from the US.

2. The methodology

For each of the countries of the G20 a model to project the national accounts expenditure table
to the year 2020 is estimated. This includes the rest of the European Union (those members of
the EU not included in the G20) as a group and the rest of the world in another aggregate group.
The rest of the world is an aggregation of 166 countries, but only accounts for 14.8% of the US
imports.1 Canada alone accounts for 14.9% of US imports, China for 19.4%, Mexico 15.2% and
Germany 6.0%. The rest of the EU accounts for 7.1%. The remaining 22.6% comes from the
other members of the G20. We also used the bilateral export data to construct a 21 by 21 trade
share matrix in which the columns are the trade shares in the imports of the 21 countries and

! Trade shares are derived from the bilateral trade in goods provided by the United Nations COMTRADE data bank.
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