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In the latter half of 2007, the media were full of stories about recalls of consumer goods produced in
 China, with the majority related to high concentrations of lead used in the paint for toys. The volumes
 and the values of the affected goods were large; for example, the value of toy industry recalls totaled
 almost 20% of the overall monthly import of toys and related products from China. Some of the
 multinational manufacturers involved stated that they were not aware of the violation of consumer
 safety laws in the production process. This raises the question of whether the recalls led such
 manufacturers to shift production from China to other countries and whether they unleashed a general
 backlash against the “Made in China” label. This Economic Letter analyzes the extent to which the recalls
 have led to fewer imports from China in the affected industries.

Why would recalls have a negative impact on trade?

Generally speaking, there are several reasons why any series of recalls would have a negative effect on
 imports of the recalled goods from any country. One direct effect that could lead to an immediate
 decline in imports is that goods in a recalled category that already have been manufactured but have
 not been shipped will never be shipped. Another direct effect, which could take longer to show up in the
 data, could be a shift in production to another country by a multinational manufacturer, or at least an
 increase in production in already existing alternative locations to substitute for lower production in the
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 country affected by a recall.

 Apart from direct effects, Jarrell and Peltzman (1985) pointed out potential indirect effects in their
 analysis of producers’ behavior following recalls of autos and drugs. Manufacturers of recalled products
 may lose their “goodwill” with consumers, leading to a decline in their sales and, therefore, in imports of
 these products. Moreover, competitors of the firms whose products were recalled are also likely to be
 affected through an increase in consumer awareness of potential risks. Such effects could show up in
 the data relatively quickly, potentially within months of a recall.

There is a potential offsetting effect, however. Many of the manufacturers offered to replace recalled
 products at no charge to the consumer. For low-price items, a very small share of affected consumers
 would actually contact manufacturers, but some will do so. To meet this demand, the manufacturer
 would have to increase imports of this product once the problem leading to a recall is resolved.

The data and a preliminary look at the affected industries

To see how these effects have played out in the case of the recent recalls of Chinese goods, we
 undertook some statistical analyses. For data, we turned to the Consumer Product Safety Commission
 and the U.S. Census Bureau. The Commission publishes information on its website regarding consumer
 product recalls that includes the specific products, the countries where they were manufactured,
 average prices, and the number of units recalled, among other things. This information allows us to
 compute the dollar value of the Chinese manufactured products affected by each individual recall. We
 then classified each product using the 3-digit Standard International Trade Classification (SITC) industry
 code in order to match this information with the trade data.

The U.S. Census Bureau publishes monthly data on U.S. imports by industry and country of origin. We
 use the data at the 3-digit SITC code level of aggregation, where the total number of industries is 262,
 with 52 industries in the consumer products category. In these industries, 189 product groups overall
 and 46 product groups in the consumer products category were consistently imported from China
 between 2000 and 2007.

Based on these data, we limited our analysis to the 63
 industries that accounted for 92% of all imports from China in
 2007. Among these, 13 experienced recalls in the third quarter
 of 2007. Their share of total imports from China in 2006 is
 presented in Figure 1, along with the value of the recalls as a
 percentage of monthly imports from China in a given industry.
 We choose the 2006 share because the 2007 share might be
 affected by recalls. The 13 industries affected by recalls in the
 third quarter of 2007, when combined, represent almost 40%
 of total imports from China.

 As the figure shows, recalls in “toys, baby items” and in
 “furniture, bedding” were quite substantial, especially because
 the volume of imports in these industries is large. In absolute
 terms, recalls amounted to more than $2.5 billion in each of
 these industries, which represents about 10% of monthly toy
 industry imports from China and about 20% of monthly
 furniture industry imports from China. The other category
 substantially affected by recalls was household appliances;
 here, the recalls amounted to about $3 million, or 5% of monthly imports from China by this industry.

Forecast results
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Our aim is to study the effect that the recalls of products manufactured in China had on U.S. imports
 from the affected industries in that country. In doing so, it is obviously not enough to look only at the
 dynamics of imports, because they may be affected by many other factors, such as seasonal fluctuations
 in demand and transportation costs. Therefore, to isolate the effect of recalls, we use monthly data
 between 2000 and the second quarter of 2007 on imports from each of the selected 63 industries to
 forecast what the imports in these industries would have been in the second half of 2007. Therefore, we
 forecast imports in each of the 63 selected industries in the second half of 2007 using lagged monthly
 imports in these industries as well as indicators of each month and of Chinese New Year in order to
 control for seasonality.

Unpredictable changes occur all the time in the economy, and
 therefore our forecast, of course, does not correspond to actual
 imports, either for industries affected by the recalls or for
 industries not affected. In fact, we find that, on average, we
 underpredict the volume of imports in the second half of 2007
 by 5.1%. We have no reason to believe, however, that the
 direction of the error in our forecast would be different in
 industries affected by recalls as opposed to other industries for
 any other reason than the recalls themselves.

Figure 2 plots the actual and forecasted share of total imports
 from China for both recall and non-recall industries. We can see
 that imports in non-recall industries were on average higher
 than our forecasts, while imports in industries affected by
 recalls were on average lower. This indicates that recalls were
 likely responsible for slower growth in the affected industries’
 imports than we would have observed otherwise.

In order to see which industries are driving our results, we
 compute the percentage difference between actual imports and
 their forecasted values in the second half of 2007 for each
 recall industry. The results are presented in Figure 3, where a
 positive number means that actual volume of imports was
 larger than our forecast, and a negative number means that
 the actual volume of imports was smaller than our forecast. As
 mentioned above, the average difference between the actual
 imports and the forecast is 5.1%, which is represented by the
 thick line on the graph.

We can see that, in most recall industries, actual imports either fell short of our forecasts (negative
 values) or did not exceed our forecasts by as much as the average 5.1%. Imports in the toy and paper
 product industries, however, were larger than our forecasts, indicating either that recalls did not have
 much of an impact or that the need to replace recalled products led to a temporary boost in imports.

Conclusion

 Given that we are limited to using data for only the three- to
 five-month period following the recalls, it is difficult to draw a
 firm conclusion from the analysis, because some effects of
 recalls, such as production relocation, could take a longer
 time. We can infer that, on average, and with the notable
 exception of the toy industry, recalls of consumer products
 manufactured in China did have an adverse effect on U.S.
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 imports from China. These effects, however, are not
 particularly large, given the overall growth of imports from
 China, especially in the affected industries. It remains to be
 seen whether adverse reputation effects of product recalls on
 the “Made in China” label will eventually produce a substantial
 dent in U.S. imports from China.

Christopher Candelaria
Research Associate

Galina Hale
Economist
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