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One indicator o f the internationalization o f the 
U.S. economy is that exports, both absolutely and as a 
share of gross domestic product (GDP), have risen 
over time. In recent years, most observers have tended 
to focus on the growth of service exports. While service 
exports have grown rapidly, such a focus tends to 
overlook the rapid expansion in merchandise exports. 
In fact, a case can be made that merchandise exports 
have grown more rapidly than service exports.

Merchandise exports increased in nominal terms at 
a 10.5 percent annual rate between the third quarters 
of 1985 and 1995. Meanwhile, service exports increased 
in nominal terms at a 10.6 percent annual rate. Using 
1987 dollars, however, merchandise grew at a 10 per
cent annual rate, which exceeds the 7 percent annual 
growth rate o f service exports.

The impressive growth in merchandise 
exports is fueled by exports of capital goods, 
most notably computer hardware, and is 
vividly demonstrated by calculating how 
exports as a share of gross domestic product 
have changed. Such a calculation may be 
made in more than one way. One method 
is to divide nominal merchandise exports 
by nominal GDP, while another method di
vides real merchandise exports by real GDP.
I f the prices of merchandise exports rise at 
different rates from the general level of 
prices, the two measures will differ. In fact, 
prices of merchandise exports have tended 
to rise more slowly than the general level 
of prices. One explanation is faster 
productivity growth in the production o f

merchandise exports relative to productivity growth 
in other sectors.

In nominal terms, merchandise exports as a 
share o f GDP have risen from 5.5 percent in 1985 to
8.2 percent in the first three quarters of 1995, while 
service exports have risen from 2 percent to 3 percent 
over the same period. Adjusting for changes in relative 
prices, merchandise exports as a share of GDP have 
nearly doubled between 1985 and 1995, rising from
5.3 percent in 1985 to 10.1 percent based on the first 
three quarters o f 1995, as shown in the chart. This 
measure indicates that the boom in merchandise 
exports has substantially exceeded the expansion of 
service exports, which the chart shows increased as a 
share o f GDP from 2 percent in 1985 to 3 percent in 
the first two quarters of 1995.

The growth in U.S. service exports in recent years 
has certainly been robust. Equally, and possibly more, 
impressive has been the growth in merchandise exports.

—  Cletus C. Coughlin
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