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Summary

Petroleum priceshaverisen sharply sinceearly 2005. Atthesametimetheaverage
amount of imports of energy-related petroleum products has falen dightly. The
combination of sharply rising prices and a dlightly lower level of imports of energy-
related petroleum products translates into an escalating cost for those imports. This
rising cost added an estimated $70 billion to the nation’ s trade deficit in 2005 and $50
billion in 2006. Imported energy prices moderated in early 2007, before rising again
through the summer and fall, following a pattern of rising energy import pricesin the
spring and summer. This report provides an estimate of the initial impact of therising
oil prices on the nation’s merchandise trade deficit. This report will be updated as
warranted by events.

Background

According to datapublished by the Census Bureau of the Department of Commerce,*
the pricesof petroleum productsover the past year havefluctuated sharply, at timesrising
considerably faster than the change in demand for those products. Asaresult, the price
increases of imported energy-related petroleum products worsened the U.S. trade deficit
in 2005 and 2006, and will do so again in 2007, although modestly. Energy-related
petroleum productsisaterm used by the Census Bureau that includes crude oil, petroleum
preparations, and liquefied propane and butanegas. Crudeoil comprisesthelargest share
by far within this broad category of energy-related imports. The increase in the trade
deficit is expected to have a dightly negative impact on U.S. gross domestic product
(GDP) and could place further downward pressure on the dollar against a broad range of
other currencies. To the extent that the additions to the merchandise trade deficit are

1 Census Bureau, Department of Commerce. Report FT900, U.S. International Tradein Goods
and Services, October 11, 2007. Table 17. The report and supporting tables are available at
[http://www.census.gov/foreign-trade/Press-Rel ease/current_press_rel ease/ftdpress.pdf].
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returned to the U.S. economy as payment for additional U.S. exports or to acquire such
assets as securities or U.S. businesses, some of the negative effects could be mitigated.

Table 1 presents summary data from the Census Bureau for the change in the
volume, or quantity, of energy-related petroleum imports and the change in the price, or
thevalue, of thoseimportsfor 2006 and for 2007. Thedataindicatethat the United States
imported 4.9 billion barrels of total energy-related petroleum productsin 2006, valued at
$291 billion. From January-August 2007, the quantity of energy-related petroleum
imports fell by 2.2% compared with the comparable period in 2006, while crude oil
imports fell by 1.7% from the same period in 2006, reflecting a milder-than-normal
winter. During the same eight-month period, the average value of energy-related
petroleum productsimportsfell by 2.3%, whilethe average value of crude oil importsfell
by 2.4%. AsFigure 1 shows, imports of energy-related petroleum products can vary
sharply onamonthly basis, but averaged about 407 barrelsamonth in 2006 and about 405
barrels a month in the January-August period of 2007.

Table 1. Summary Data of U.S. Imports of Energy-Related
Petroleum Products, Including Oil (not seasonally adjusted)

January through August
2006 2007
Quantity Value Quantity I:ﬁra%ené Value Ega%enet
(thousands | (thousandsof | (thousands 2006% o (thousands of 2006% o
of barrels) dollars) of barrels) 2007 dollars) 2007
Tota energy-
related Petroleum
Products 3,308,867 | $201,931,904| 3,236,586 -2.2%| $197,310,083 -2.3%
Crude ail 2,516,500 | $148,342,951| 2,472,985| -1.7%| $144,851,068 -2.4%
January through December
2006 2007
(Actual values) (Estimated values)
Quantity Value Quantity Izﬁra?]en; Value zreira%ené
(thousands | (thousandsof | (thousands 2006% o (thousands of 2006% o
of barrels) dollars) of barrels) 2007 dollars) 2007
Tota energy-
related Petroleum
Products 4,880,734 $290,923,833| 4,774,116 -2.2%| $284,265,163 -2.3%
Crude oil 3,734,229 | $216,627,331| 3,669,526 -1.7%| $211,528,084 -2.4%

Sour ce: Census Bureau, Department of Commerce. Report FT900, U.S. International Tradein Goodsand
Services, October 11, 2007. Table 17.

Note: Estimatesfor January through December of 2007 were devel oped by CRS from datathrough thefirst
eight months of 2007 and data through 2006 published by the Census Bureau using a straight line
extrapolation.

In value terms, energy-related imports rose from about $243 billion in 2005 to $291
billion in 2006, or an increase of 19.6% to account for about 16% of the value of total
U.S. merchandiseimports. An estimatefor 2007, based on datafor thefirst eight months
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Figure 1. Quantity of U.S. Imports of Energy-Related
Petroleum Products
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of 2007, indicates a slower start to the seasonal rise in energy prices, compared with the
sharp rise experienced in 2005 and 2006. Pricedatafor the April-August period of 2007,
however, show a run-up in the price of imported energy in those months, which has
continued into October 2007, compared with price datafor 2006, which indicate that oil
import pricesduring 2006 peakedin August. AsFigure?2 shows, thecost of U.S. imports
of energy-related petroleum products has risen from about $15 billion per monthin early
2005 to more than $30 hillion amonth in August 2006, before falling back to $20 billion
a month in December 2006 and $29 hillion in August 2007. The average price of
imported oil isdown 0.6% from that in 2006, but imported oil pricesin August 2007 are
3.0% higher than in August 2006, reflecting the continued run-up in imported oil prices
in 2007, asindicated in Table 2.

Figure 2. Value of U.S. Imports of Energy-Related
Petroleum Products
Billions of dollars
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Asaresult of theoveral riseinthevalue of energy-related importsin 2006, thetrade
deficit of such imports rose to $270 billion to account for 32% of the total $836 billion
U.S. trade deficit, up from one-fifth of the total trade deficit in lessthan two years. Inthe
January-August 2007 period, thetrade deficitin energy-relatedimportsamounted to $181

billion, or 34% of thetotal U.S. trade deficit of $539 billion.

Table 2. U.S. Imports of Energy-Related Petroleum Products,
Including Crude Oil (not seasonally adjusted)

petroleum producte® Crudeail
Period Quantity Value Quantity | Thousands of Value Unit

(thousands | (thousandsof | (thousands | barrelsper |(thousandsof| price

of barrels) dollars) of barrels) | day (average) dollars) (dollars)
2006
Jan. - Dec. 4,880,734 | $290,923,833 3,734,229 10,231 | $216,627,331 $58.01
Jan.-Aug. 3,308,867 | 201.931,904 2,516,590 10,356 | 148,342,951 58.95
April 392,263 | 23,376,784 294,281 9,809 | 16,669,884 56.65
May 437,665 28,256,655 325,796 10,510 20,212,544 62.04
June 418,856 ( 26,891,284 328,839 10,995| 20,488,311 62.12
July 424,756 [ 28,579,912 322,588 10,406 | 20,944,691 64.93
August 440,997 [ 29,872,301 336,528 10,856 | 22,255,220 66.13
September 413,902 25,786,512 316,381 10,546 | 19,740,688 62.40
October 395,656 | 22,055,963 308,602 9.955| 17,119,687 55.47
November 380,813 | 20,208,933 299,010 9,967 | 15,615,178 52.22
December 381,597 | 20,940,521 293,645 9,472| 15,808,828 53.84
2007
Jan.-Aug. 3,236,586 | 197,310,083 2,472,985 10,177 | 144,851,088 58.57
January 418,158 ( 22,010,536 320,108 10,326 | 16,720,818 52.23
February 331,818 | 17,347,440 252,869 9,031| 12,822,771 50.71
March 422,671 23,366,614 324,248 10,460 | 17,186,586 53.00
April 402,043 24,238,490 304,775 10,159 | 17,456,146 57.28
May 426,026 [ 26,934,778 320,208 10,329 | 19,006,138 59.36
June 413,312 26,654,260 321,260 10,709 | 19,580,491 60.95
July 406,427 27,769,362 310,320 10,010| 20,344,172 65.56
August 416,130 28,988,603 319,197 10,297 | 21,733,947 68.09

Source: Census Bureau, Department of Commerce. Report FT900, U.S. International Transactions in
Goods and Services. October 11, 2007. Table 17.

Note: Energy-related petroleum products is a term used by the Census Bureau and includes crude oil,
petroleum preparations, and liquefied propane and butane gas.

Recent dataindicate that the drop inimported energy prices to about $54 per barrel
toward the end of 2006 from the high of an average of $66 per barrel reached in August
2006 hel ped reducethe overall cost of energy imports so that thetrade deficit in 2006 rose
by about $50 billion, an amount equivalent to an increase of about 7% of the merchandise
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trade deficit dueto higher oil prices. Aslong asthequantity of energy importsfor therest
of 2007 remains below the quantity experienced in 2006, the total price of U.S. energy
imports likely will be below that for 2006, even if energy import prices for the rest of
2007 remain at an average of about $80 per barrel. In terms of the U.S. economy, the
estimated rise in the trade deficit from the increase in oil pricesin 2005 is equivaent to
about one-half of apercentage point of U.S. nominal GDP. In aletter to Congress' Joint
Economic Committee, then-Federal Reserve Board Chairman Alan Greenspan estimated
that higher energy prices since the end of 2003 have lowered U.S. GDP by three-fourths
of a pzercentage point in 2005 after having reduced growth by about one-half a point in
2004.

Crude oil comprisesthe largest share of energy-related petroleum productsimports.
According to Census Bureau data® as shown in Table 2, imports of crude il fell from an
average of 10.28 million barrels of crude oil imports per day in 2005 to an average of
10.23 million barrels per day in 2006, or adecrease of lessthan one percent. In December
2006, such imports averaged 9.5 million barrels per day, or adecrease of 6.6% from the
volume of such imports recorded in December 2005. Overall, datafor crude oil imports
based on January through August data indicate that oil volumes decreased by 1.7% in
2007 from the comparabl e period in 2006. From 2005 to 2006, the average price of crude
oil increased from $46.81 per barrel to $58.00 per barrel for an increase of 24%, asshown
in Figure 3. Asaresult, the value of U.S. energy-related imports rose from about $18
billion a month in March 2005 to about $30 billion a month in September 2006, before
faling to $21 billion amonth in December 2006, the lowest monthly total recorded since
July 2005.

Figure 3. U.S. Import Price of Crude Oil
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2 Aversa, Jeannine, “Oil Prices Said to Slow U.S. Economy aBit.” The Washington Post, July
18, 2005.

3 Report FT900, U.S. International Trade in Goods and Services, October 11, 2007. Table 17.
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Data for 2007 indicate that a milder-than-normal winter reduced crude oil imports
through July 2007 compared with similar datafor 2006. Averageoil import prices, which
had dropped nearly 4% from the average prices recorded in January 2007, started rising
after March. The declinesin prices and volumes of oil imports experienced in January
and February, turned around in the April to August period, although import volumes
continueto lag behind thoserecorded for the comparabl e period in 2006. Datafor August
and preliminary data for September and October 2007 presage higher energy-related
imports costsin those months and possibly for much of therest of 2007. On October 16,
2007, for instance, crude oil traded for a record high of over $88 per barrel in world
markets.* At an average price of $80 per barrel, energy-related import prices could add
as much as $100 billion to the U.S. trade deficit in 2008

Issues for Congress

Therisein pricesof energy importsexperienced since early 2004 isexpected to have
a relatively minor impact on the rate of economic growth in 2006, but could pose a
number of policy issuesfor Congress. Theimpact of therisein energy import prices may
well lessen somewhat as energy prices stabilize of fall slightly for therest of 2006. Itis
likely, however, that energy priceswill riseasrapidly againin 2007, especially inthelate
spring-early summer period of 2007. An important factor is the impact Atlantic
hurricanes have on the production of crude oil in the Gulf of Mexico Most immediately,
higher prices for energy imports will worsen the nation’s merchandise trade deficit and
have a disproportionate impact on the energy-intensive sectors of the economy and on
househol ds on fixed incomes.

Over the long run, a sustained increase in the prices of energy imports will
permanently increasethe nation’ smerchandisetrade deficit, although some of thisimpact
could be offset if some of the dollars are returned to the U.S. economy through increased
purchases of U.S. goods and services or through purchases of such other assets as
securities or U.S. businesses. Also, over the long run it is possible for the economy to
adjust to the higher prices of energy imports by improving its energy efficiency, finding
alternative sources of energy, or searching out additional supplies of energy.

For Congress, the increase in the nation’s merchandise trade deficit could add to
existing pressures to examine the causes of the deficit and to address the underlying
factors that are generating that deficit. In addition, the rise in prices of energy imports
could add to concerns about the nation’ s reliance on foreign supplies for energy imports
and add impetus to examining the nation’s energy strategy. The increased outflow of
dollars may well add to public and Congressional concerns about foreign acquisitions of
U.S. firms and to concerns about the growing share of outstanding U.S. Treasury
securities that are owned by foreigners. While therise in energy prices can be expected
to lead eventually to improvements in energy efficiency and to alternative sources of
energy, there may well beincreased pressure applied to Congressto assist in this process.

4 Mouawad, Jad, Record Price of Oil Raises New Fears, The New York Times, October 17, 2007.



