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The NIIP of the US

TABLE B-107. —International imestment position of the Unitad States at year-end,

[Billions of dollars)
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Graphically

Figure 1: U.S. net international investment position
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A Puzzle

 Recently, each year the NIIP declines by
ess than the current account deficit

« Until recently, net income was positive,
even though the US has been a net debtor

 Tille early on noted




A possible resolution

Percent of GDP

Figure 2: Valuation effect of the exchange rate

Assots
——Liabilities

Tille (2005)



Why this valuation effect?

Table 2: Currency composition of U.S. assets and liabilities
end 2003, § billions

Assets

Official FOI Equity Debt Banks Other Total
Total 268.3 27303 149722 ROZ.1 1,776.3 614.7 7.864.0
US 5 190.6 14.8 114 333.7 1,671.9 4405 27128
Mon-Us S [IR: 27155 198048 168.5 104 4 1242 h,151.1
Euro 219 817.8 hBd 5 801 1,494 .3
U K. pound 422 8 433.7 164 8728
Japanese yen 176 1121 208.8 25.1 363.6
Canadian dollar 293.7 100.6 215 424 .7
Swiss franc 132.0 025 0.1 224 6
Latin American curr. 203.7 63.2 0.5 2674
Caribbean curr. 238.7 208.5 0.2 4475
M-East and African curr. T8 293 1.0 84.1
Other European curr. 100.9 h8.8 8.2 168.0
Other Asian curr. 3358 191.6 53 h32.8
Other 382 02 104 4 124 2 267.0

Tille (2005)




Liabilities are also in USD

Liabilities

Official FOI Uity Debt  Treasury  Banks  Other(1) | Total
Total 14742 2435 15381 18830 h425 18872 7845 [ 105150
US & 14742 2435 15381 14425  h425 18257 7220 | 99805
Non-US § 4105 61.5 62 4 hid 4
Eur 247 247 6
UK. pound fi.g f6.9
Japanese yen 64.0 64.0
Canadian dallar 15 15
Swiss franc 19.0 19.0
Latin American curr,
Caribbean curr.
M-East and African curr.
Other Eurcpean curr.
Other Asian curr. 28 29
Other 8.6 61.5 62 4 1325

(1) includes U.5. currency held abroad




Two way causality dollar & net debt?

These calculations indicate that dollar
movements can have a large impact

Up to nearly the entire current account
deficit can be financed by valuation effects

As long as the dollar continues to decline.

If the dollar affects NIIP, could it be that
NIIP affects the dollar?



Gourinchas-Rey

Propose a framework for NFA-ex rate
movements

Builds upon reversion to trend in NFA
And an intertemporal budget constraint

So a deficit can be closed by either the
traditional trade channel (net exports), or

Closed by revaluation effects
NB: depreciation works in same direction



Some Algebra
NAiy = Riq1 (NA; + NX,) (1)

N X; represents net exports, defined as the difference between exports X; and imports M;, and net
foreign assets NV.A: are defined as the difference between gross foreign assets A: and gross foreign
habilities L:, measured in the domestic currency.” Equation (1) states that the net foreign position

increases with net exports and with the total return on the net foreign asset portfolio Rirq.*
NX/NA=p—1<0 2)

where p = 7/R < 1



Log linearization

Anage) = rer1 + (% — 1) (nax: + nag) (3)

nes = |y 2z — || M: 15 @ linear combination of log exports and imports
Mz = #xwﬁjmﬁlimw: o = My — ] L‘H

nay = |io| ar — |yl

o= — gy =y — 1 (5)

Maw — My



Returns and nxa
T4l = |#¢,|T"F+1 - |#{|'Ti+: (6)

nxa: as NT: + nar = || Tt — U | Mt + |1y | @z — || 2



No-Ponzi, solutions

lim o -
j_mlﬂjﬂ-Iﬁ-f+j =0 a.s.

iz
T — — -
zay =— Y p [repj + Anaey ]
J=1

0
Nra; = — '
i Z P Bt [rerj + Anae
1=1

\ 1

(8)



Key exchange rate implication

different channel: a predictable wealth tranzfer from foreigners to US residents. The role of the
exchange rate can be 1llustrated by conzidering the case where gross habilities are denominated n

domestic currency while gross assets are in foreign currencies. We can then rewnte 7141 as:

Pl = |l [-Ff+] + ﬂ.EH-_) — iy ﬁ_._ — Tt (0)

where 7 ; and -Fi_'_]reprerﬁent the gross nonunal returns mn local currency, Ae;_q the rate of depre-
ciation of the domestic currency and m;.; the realized rate of domestic inflation between periods ¢
and t+ 1. Holding local currency returns constant, a currency depreciation increases the return on
oross assets (held in foreign currency), an effect that 1z magnified by the degree of leverage of the

net foreign asset portfolio when |p,| > 1.



Empirics

Estimate via dynamic OLS:

k
Cm + B + Y b gAMy_j + € (10)
i=—k

£2
L
I

k
0 = o+ G+ Z by Al + €
1=—r

k
Lt = Qg T '3&111: T Z boiAat—i + €qt
i=—F



Nxa & “Normalized” nxa

nTa = |t | T + |14y @l + ey

m [ r 1
nra; = |=—|rms — |—| als + Tt
e x e |

nrar = ¢ — 0.91m: + 0.79a: — 0.471;



More on nxa

NXxa Is normalized so export weight is unity

This means It's measured In same units as
exports.

Interpretation: nxa is (approx.) the %age
Increase in exports necessary to restore
ext. balance

l.e. compensate for the dev. fm trend of nx



Econometrics

+oc L
nra, = —N P Eri.;— 5 o EoANTe, ; (11)
t F LTy | t t+3 L1

= nzal +nzal™

First part: component that f'casts future ret.
Second: component that f'casts nx growth
Estimate using VAR



Decomposition (I)

nxa —— —— nxalexports)

nxal(predict)




Decomposition (1)
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Prediction?

—=— |lagged nxa (opposite)] — MNFEFA return



Prediction of exchange rate?

22; o l
1_ ||1I 'I I'.: \ f?w ] IIIII.'

1975 1980 1985 1990

—=— lagged nxa (opposite)

depreciation rate




Forecasting returns

P

L s 1
(=)

lag
l5.e.)

dps_1
(s.e.)

dp;_4
(s.e.)

! ey g g 2 S |
(s.e.]

R-

Panel A: Real Total Net Foreign Porttolio Return r:

-0.41
(0.08)

-0.32
(0.11)
-0.558
(0.21)

0.15
(0.08)

0.06
(0.08)

-0.37
(2.43)

-3.18
|20 )

0.90
(2.02)

1.28
(1.75)

-0.42
(0.10]
-0.17
(0.13]
0.01
(0.29]

0.10

0.02

0.00

0.07

0.10

0.15




Forecasting gross liabilities returns

= nea._1 lag cdps_q cays_1 B

(s.e.) (5.e.) (s.e.) (s.e.)
Panel C: Real Total Return on Gross Liabilities

1 0.00 0. 00
0.02

2 0.17 .03

007
3 0.37 .01
(0.23)
4 0.7TH .10
(0.18)

2 0.01 0.18 0.20 T2 .13

0.02) (0.06) (0.23) (0.17)




Forecasting gross assets returns

Ly 1 lag dp: 4 Fr
ls.a. ) |5 ls.e. )
Panel E: Real Total Return on Gross Assets
-0.04 0.03
(002
0.11 0.0
(0.09)
0.05 0.00
(0.2
-0.05 0.07 -0.02 0.02

(0.03)  (0.10) (0.24)




Predicting exchange rates

Currency i N ol P "=
(s.e_ )

UK pound -0. l:lT O 03
(0,03 ]

Canadiian dollar -0_02 .01
(0.02)

Swiss tranc -0.16 0.0
(0.04 )

Japanese yven -0.12 OO
(0,04 )

Deutschmark (Euro] -0.16 O_10

(0.04)




What matters at what horizon

Forecast Horizon (quarters)

1 2 3 4 8 12 16 24
Real Total Net Portfolio Return r;

NnNra -0.41 -0.40 -0.41 -0.39 -0.27 -0.18 -0.12 -0.04
{(0.08) (006G (0.05) (0.04) (0.03) (0.03) (0.03) (0.02)

.-!‘E"2 (1) 010 [0.17] [0.24] [0.27] [0.24] 0.15] 0.10] 0.02]

R=*(2) [0.12] [0.22] [0.31] [0.35] [0.32] 0.22] 0.14] 0.04

Real Total Excess Equity Return »75 — .5,

Nnra -0.12 -0.12 -0.11 -0.11 -0.06 -0.03 -0.01 0.02
{0.03) (002 (0.02) (10.02) (0.02) (0.01) (0.01) (.01

R? (1) [0.06] [0.10] [0.14] [0.15] 10.09] 0.03] 0.00] 0.02]

R? (2) [0.09] [0.17] [0.23] [0.26] 10.20] 0.11] 0.07] 0.13]

Met Export growth Anax; 4

NTa -0.07 -0.07 -0.06 -0.06 -0.05 -0.05 -0.05 -0.03
{0.02) (002 (0.01) (0.01) (0.01) (0.01) (0.01) (001

R? (1) [0.04] [0.07] [0.09] [0.11] [0.158] [0.27] 0.33 0.36]

R? (2) [0.03] [0.07] [0.10] [0.15] [0.35] 0.56] 0.66 [0.77]
FDl-weighted effective nominal rate of depreciation Ae; .

nra -0.08 -0.08 -0.08 -0.07 -0.07 -0.05 -0.04 -0.02
{0.02) (002 (0.01) (0.01) (0.01) (0.01) (0.01) (.01

.-i?"2 (1) [0.08] [0.14)] [0.24] [0.28] [0.35] 0.36] 0.32] 0.14

R2(2) [0.11] [0.22] [0.37] [0.44] 0.57] 0.61] 0.61] 0.35]




How does this paper fit in?

Brings back in wealth
Bonds and other assets matter
Net foreign assets matter

Nfa Is trend reverting, so implies
cointegration

Implies something is predictable

Exchange rates and net exports at
different horizons



