
The East  Asian f inancial crisis is cer t ain t o leave it s
mark on America’s t rade balance. The Organizat ion
f or Economic Cooperat ion and Development  project s
t hat  over t he next  t wo years t he broadest  measure
of  t he U.S.t rade def icit —t he current  account  bal-
ance, which includes t rade in goods and serv ices, net
f act or incomes, and unilat eral t ransf ers—will grow by
some $1 0 0  billion dollars. The def icit  in goods t rade
alone will grow t o exceed $ 3 00  billion. Such projec-
t ions have been greet ed wit h alarm, especially  wit h
last  year’s current  account  def icit  of  $ 16 6  billion
already approaching record levels. The growing t rade
def icit s are likely  t o make it  even harder f or t he
Clint on administ rat ion t o get  “ f ast -t rack”  aut horit y
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t o negot iat e f urt her t rade liberal-
izat ion. They could even increase
prot ect ionist  pressures wit hin t he
Unit ed St at es.

But  t he convict ion t hat  large t rade def icit s
must  be a problem mer it s a closer  look.
Ef f ort s t o lower t he t rade def icit  by erect ing
new barriers t o t he U.S. market  could in f act
be disast rous. Bot h t he world and t he Unit ed
St at es could be much bet t er of f  if  t he def icit
is allowed t o grow.

The key is underst anding t he cent ral role of
t he U.S. t rade def icit  in st abilizing t he world
economy. Today, a big challenge f or t he coun-
t ries of  East  Asia is rest oring int ernat ional
credit wort hiness. What ever t he reasons for
t heir problems, t he quest ions raised about  all
t heir f inancial syst ems will make it  harder for
t hem t o borrow in t he immediat e fut ure. One
result  of  t he crisis has been t o shif t  t rade bal-
ances in t hese count ries t oward surplus. As
t heir  currenc ies hav e p lung ed, and  t heir
growt h rat es fallen, import s have plummet ed.

Ov e r  t i m e ,  t he
de p r e sse d  r ea l
exc hang e r at es
will also st imulat e
t heir export s. The
OECD expect s t he
cur rent  account
o f  t he af f ec t ed
c o un t r ie s  t o
increase $70  bil-
lion by 199 9.

The  c o un t e r -
part  t o t he Asian
surp lus m ust  be
la r g e r  c u r r e nt
account  def ic it s
( or  sm aller  sur -
p lu ses )  e l se -
w h e r e .  If  t he
Asians draw less
on t he global pool
of  savings, ot her
count r ies should
draw more t o pre-
v en t  a  g lo b a l
downward sp iral
int o recession. A
b ig  part  o f  t he
ad j us t m ent  w i l l
t ake place in t he

Unit ed St at es, in part  because Asian curren-
cies have all declined against  t he dollar and in
part  because U.S. growt h remains robust .

Many Americans complain t hat  t he Unit ed
St at es is being called on t o do more t han it s
fair share. Why should America be t he global
borrower of  last  resort ? Americans part icularly
blame Japan, and t o a lesser ext ent  Europe,
bot h of  which lend more t o Asia and yet  are
being expect ed t o play much smaller roles in
count ering t he East  Asian shif t  t oward sur-
plus. The assumpt ion behind t his view, of
course, is t hat  t rade def icit s are necessarily
bad—and t he assumpt ion is so ingrained t hat
we commonly describe a movement  t oward
larger t rade def icit s as a “ det eriorat ion,”  a
movement  t oward surplus as an “ improve-
ment .”  

Trade def icit s are seen as bad f or t wo rea-
sons. First , t hey are supposed t o cost  jobs. In
1996 , each $1  billion value-added in U.S. man-
ufact uring was associat ed wit h 1 4 ,000  jobs.
People of t en ext rapolat e f rom such numbers
t o conclude t hat  an addit ional t rade def icit  of
$100  billion must  ent ail t he loss of  1 .4  million

Tab le 1 . U.S.  NET NATIONAL SAVING AND INVESTMENT
(As a per cent  of  net  nat i onal  pr oduct )

Net  Nat ional  Sav ing Net  Nat ional  Inv est ment  Employ ment

Net  f or eign

Domest ic inv est ment ,  or

Pr i v at e Gov er nment inv est ment cur r ent  account (mi l l ions)

1981 9.7 - 0 .1 9.9 0 .3 100.4

1987 6.7 - 1 .1 9.0 - 3 .8 112.4

1991 7.2 - 2 .3 4.9 0 .1 117.7

1997 6.2 1 .1 8.3 - 2 .2 129.6

Change

19 8 7 / 8 1 - 3 . 0 - 1 . 0 - 0 . 9 - 4 . 1 1 2 . 0

1 9 9 7 / 9 1 - 1 . 0 3 . 4 3 . 4 - 2 . 3 1 1 . 9

Sour ce:  Economic Repor t  of  t he Pr esident ,  t ables B- 32 and B- 36 ;  Sur v ey  of

Cur r ent  Business.



jobs. Second, t rade def icit s are supposed t o
lead t o great er int ernat ional liabilit ies. It  is
imprudent  f or t he Unit ed St at es, already t he
world’s largest  net  debt or count ry, t o borrow
more because t he obligat ions will have t o be
eit her serviced or repaid.

To see ho w t hese co ncerns cou ld  b e
wrong, it  is necessary t o remember t hat
t here are t hree equivalent  def init ions of  t he
current  account . The most  common and obv i-
ous is t hat  t he current  account  is equal t o
t he dif f erence bet ween export s of  goods,
services, and gif t s t o f oreigners and import s
of  goods, services, and gif t s f rom f oreigners.
If  t he Unit ed St at es has a def icit , it  will be
buy ing more f rom f oreigners t han t hey  buy
f rom it . But  according t o t he second def ini-
t ion, t he current  account  must  also be equal
t o t he dif f erence bet ween nat ional income
and spending. If  t he Unit ed St at es has a cur-
rent  account  def icit , it s nat ional spending
( on  b ot h co nsum pt io n and  inv est m en t )
exceeds it s income and it  must  eit her be bor-
rowing f rom foreigners or selling of f  f oreign
asset s. By t he t hird def init ion, t he current
acco unt  eq uals t he d i f f er ence  b e t w een
nat ional saving and invest ment . If  t he Unit ed
St at es has a current  account  def ic it ,  it s
domest ic invest ing exceeds nat ional saving
( t he sum of  privat e sav ing and government
saving—or def icit s) .

Reco g niz ing  t hat  t he cur r ent  acco unt
equals t he dif f erence bet ween income and
spending is usef ul in t hink ing about  t he links
bet ween t he current  account  and employ-
ment . The current  account  will be in def icit
as long as spending exceeds income. But
t hat  def icit  could occur in t he f ace of  very
dif f erent  spending and invest ment  levels.
Those who believe t hat  t rade def icit s neces-
sarily  mean a drop in employment  have in
m ind a cur rent  acco unt  def ic i t  in which
income ( and t hus employ ment )  is f all ing
f ast er t han spending. But  what  if  spending
exceeds income and yet  bot h are rising? In
ot her words, t he current  account  def icit  and
employment  could bot h be growing! 

Reco gn iz ing  t hat  t he cur ren t  acco unt
eq uals t he d i f f er ence b et w een nat io nal
invest ment  and sav ing is useful in t hinking
about  t he links bet ween t he current  account
def icit  and int ernat ional indebt edness. Is it
good or bad t o get  int o debt ? It  depends on
what  you are doing wit h t he money. A cur-
rent  account  will be in def icit  as long as

invest ment  exceeds sav ing. But  t hat  def icit
could be associat ed wit h very  dif f erent  levels
of  saving and invest ment . Those who believe
t hat  increased int ernat ional indebt edness
reduces f ut ure incomes have in mind a cur-
rent  account  def icit  in which domest ic saving
f alls and t he count ry is borrowing t o con-
sum e. But  what  i f  p r oduc t iv e do m est ic
invest ment  is boost ed by int ernat ional bor-
rowing? In t hat  way, a current  account  def icit
could raise fut ure incomes.

A  T A L E OF T WO CURREN T
A CCOUNT  DEFICI T S

These observat ions are not  simply t heoret i-
cal nicet ies, as  t able 1  makes clear. The
t a b le  c o m p a r e s  t w o  r e c en t  e p i s o d e s
( 1 98 1–8 7  and 199 1 –9 7)  in which t he U.S.
cu r rent  account  m ov ed f r om  sur p lus t o
def icit —in bot h cases, t o a def icit  of  around
$ 170  billion.

St r iking ly, employment  expanded st rongly
dur ing bot h episodes. In bo t h t he 8 0 s and
t he 9 0s, as t he U.S. economy recovered,
spending increased more rapidly  t han produc-
t ion. Basically , in bot h per iods, t he t rade
def icit  ref lect ed t he st rengt h of  U.S. spend-
ing, rat her t han a f all in incomes. Americans
were buying more, bo t h f rom U.S. producers
and f rom producers abroad. During t he years
bet ween t he t wo periods, by cont rast , when
t he economy f ell int o recession, unemploy-
ment  grew and t he current  account  def icit
shrank —im ply ing  t hat  U.S. spend ing  f e l l
f ast er t han income. 

What  about  t he rise in U.S. int ernat ional
indebt edness? Was t he Unit ed St at es borrow-
ing t o o f f set  less domest ic sav ing or  t o
f inance more domest ic invest ment ? In t his
respect  t he def icit s of  t he 80 s and t he 90 s
are quit e dif f erent .

In t he 80s, t he current  account  def icit  clear-
ly ref lect ed a saving bust . The familiar part  of
t his st ory  is t he rise o f  t he government
def icit ,  which grew by  1  percent  of  NNP
bet ween 1981 and 1987 . Less f amiliar, per-
haps, but  even more import ant  quant it at ively
was t he plunge in t he privat e saving rat e by a
full 3  percent age point s of  NNP. There clearly
w as no invest m ent  b oom . Net  do mest ic
invest ment  as a percent age of  NNP fell by 0 .9
percent age point . Thus t he foreign borrowing
appears not  t o have been devot ed t o income-
raising invest ment s. 

In t he 90s, t he spending pat t erns driving
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t he def icit  have shown not iceable dif f erences.
Most  st riking are t he dramat ic increases in net
nat ional saving ( because of  t he declining f ed-
eral government  def icit )  and in net  domest ic
invest ment .  This t rade def icit  looks more like
an invest ment  boom t han a saving bust , which
may help explain why it  has not  given rise t o
as much concern.

Ent husiasm for t he perf ormance in t he 90 s
should be t empered by awareness t hat —per-
haps in response t o  t he dramat ic r ise in
nat ional wealt h due t o t he booming st ock mar-
ket —personal saving has cont inued t o f all
( f rom 5  percent  t o 3 .1  percent  of  NNP) . And
bot h net  nat ional saving and net  nat ional
invest ment  remain much lower shares of  NNP
t han t hey averaged in t he 1 960s and 1970s.
Nonet heless, t hese dat a underscore t he cen-
t ral point  t hat  current  account  def icit s are not
always reasons f or concern. First , as long as
income ( and t hus product ion)  is g rowing
st rongly t here need be no rise in overall unem-
ployment  even if  spending is growing fast er
t han income. And, second, as long as spending
falls heavily on product ive invest ment  t here
need be no concern over t he rise in int erna-
t ional indebt edness. 

The key  t o  ensu r ing  t hat  t he cur rent
account  def icit  t hat  is emerging in response t o
t he Asian crisis is benign, t herefore, is gener-
at ing st rong invest ment  growt h in t he Unit ed
St at es. The lower long-t erm int erest  rat es and
st rong st ock market  in early 19 9 8 should
help. As long as t he economy can absorb addi-
t ional resources wit hout  inf lat ion t hrough t he
current  account , t he Federal Reserve can
avoid raising int erest  rat es. 

This does not  mean t hat  no Americans will
lose jobs t o Asian compet it ion. While growt h
in U.S. spending will spur demand for workers
bot h at  home and abroad, some expendit ure-
swit ching will mean t hat  f oreign goods are
bought  and domest ic goods are not . In part ic-
ular, manufact uring could see some painful
adjust ment s. The best  chance f or t hese work-
ers is f inding work in ot her part s of  an econo-
my in which growt h is robust . As Robert  Lit an,
Gary  Burt less, Robert  Shapiro , and I have
d esc r ib ed  i n  o u r  b o o k  Gl o b ap ho b ia :
Conf ront ing Fears about  Open Trade, t raining
and adjust ment  assist ance could  also be
improved.

But  t he bot t om line is t his: if  domest ic sav-
ing is t oo low t o f und prof it able invest ment
opport unit ies in t he Unit ed St at es, we are bet -

t er of f  borrowing f rom abroad and running a
def icit  t han avoiding t he def icit  and losing t he
opport unit y t o improve our well-being. If  t he
prospect s f or invest ment  in t he Unit ed St at es
are ( t emporarily)  bet t er t han t hose in Asia, a
larger U.S. current  account  def icit  may be nec-
essary t o maint ain not  only global incomes but
also a desirable allocat ion of  global resources.

Over t he long run, of  course, U.S. incomes
would be even higher if  we save t he money
ourselves, rat her t han borrowing it  f rom for-
eigners. The best  way t o reduce our current
account  is not  t o cut  down on invest ment  but
t o raise nat ional saving. Given how hard it  has
been t o design ef f ect ive policies t o st imulat e
privat e saving, it  m ight  be desirable f or t he
federal government  t o run budget  surpluses in
t h e y ear s  t o  c o m e .
■
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