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The NIIP of the US





Graphically



A Puzzle

• Recently, each year the NIIP declines by 
less 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

Tille (2005)



Why this valuation effect?

Tille (2005)



Liabilities are also in USD



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



Log linearization



Returns and nxa



No-Ponzi, solutions



Key exchange rate implication



Empirics

Estimate via dynamic OLS:



Nxa & “Normalized” nxa



More on nxa

• Nxa 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 

• i.e. compensate for the dev. fm trend of nx



Econometrics

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



Decomposition (I)



Decomposition (II)



Prediction?



Prediction of exchange rate?



Forecasting returns



Forecasting gross liabilities returns



Forecasting gross assets returns



Predicting exchange rates



What matters at what horizon



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


