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Two policy options can deal with a deficit that persists even in the absence of 
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By far the most important factors affecting a country’s trade balance are its 
fiscal policy (public saving) and exchange rate policy. Together these factors 
explain roughly half of all variation in trade balances across countries and over 
time; other measurable long-term factors explain only ansadditional 7 percent 
of variation (Gagnon 2017
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appreciation that reduced the value of US foreign assets and a plunge in GDP 
because of the COVID-19 pandemic. Some rebound from this depressed level is 
likely in coming quarters. 

If the borrowing is used to finance investment that earns a higher return than 
is paid on the debt, a trade deficit makes a country richer. For this reason, trade 
deficits in fast-growing emerging markets can be beneficial, at least in principle. 
If, however, the debt is used to finance consumption, as is the case in the United 
States, a trade deficit makes a country poorer.5 The current generation gets to 
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studies suggest that correcting for the effects of this error would reduce net 
investment income by more than 1.6 percent of GDP in 2014, or more than $280 
billion, moving it into deficit (Guvenen et al. 2017).6

The evidence shows that countries where the net international investment 
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deficit in the years before the survey and China had a large trade surplus. It 
seems the public may find a zero-sum vision of trade persuasive, which could 
lead to support of harmful protectionism.  

http://www.pewresearch.org/global/question-search/?qid=1890&cntIDs=&stdIDs
http://www.pewresearch.org/global/question-search/?qid=1890&cntIDs=&stdIDs
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not a policy target,” he said, “but it’s very important for growth and inflation.”11 

https://www.independent.co.uk/author/ben-chu
http://www.independent.co.uk/news/business/news/european-central-bank-euro-exchange-rate-appreciation-mario
http://www.independent.co.uk/news/business/news/european-central-bank-euro-exchange-rate-appreciation-mario
http://www.wsj.com/articles/bank-of-japans-kuroda-calls-yens-recent-rise-excessive-1460663263
http://www.wsj.com/articles/bank-of-japans-kuroda-calls-yens-recent-rise-excessive-1460663263
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https://www.omfif.org/treasury-letter-to-adcvd-case-c-552-829-vietnam/
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http://www.g20.utoronto.ca/2013/2013-0216-finance.html
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BEYOND CURRENCY MANIPULATION
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It would take several years for US purchases of 0.5 percent of GDP 
(roughly $100 billion) a year to get US reserves close to the levels of European 
countries.24 It would take decades at that pace to reach the levels of many Asian 
countries. Purchases could proceed even more slowly to the extent that the 
dollar depreciates significantly at the outset. The key is to assure markets that 
purchases are gradual and conditional on the evolution of the trade balance. 
The goal is greater stability of the world economy by leaning against global 
trade imbalances.

A gradual ramping up of US foreign exchange reserves would be quite 
different from countervailing currency intervention targeted at currency 
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