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Trade, Deficits and Debt

“For many, many years, the United 
States has suffered through massive 
trade deficits. That’s why we have $20 
trillion in debt. So we’ll be changing 
that.”

--President Donald J. Trump, June 30, 2017



Trade & Current Account Balances
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Exports & Imports
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Current Account and Net 
International Investment Position
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Accounting, Exchange Rates

• Balance of payments accounting
• Exchange rates
• Foreign exchange markets



Balance of Payments Accounting

CA       +    FA               + ORT                 ≡ 0
“current a/c”     “private financial a/c”      “official financial a/c”

CA ≡ NX +  NI  + NT
  “net exports”      “net income”  “net transfers”

NX ≡ EX – IM/ε

ORT  is changes in holdings of central 
banks, monetary authorities 



U.S. Current Account

Source: Economic Indicators, October 2020
https://www.govinfo.gov/content/pkg/ECONI-2020-10/pdf/ECONI-2020-10-Pg36.pdf



Financial Account

Source: Economic Indicators, October 2020
https://www.govinfo.gov/content/pkg/ECONI-2020-10/pdf/ECONI-2020-10-Pg37.pdf



Definitions

• Exchange rates: number of foreign 
currency units required to purchase one 
unit of home currency; also value of home 
currency. 

• E.g., from EU resident perspective: $/€, 
   ¥/ €
• E.g., from Chinese resident perspective: 

$/Ұ



Example: €/$
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The Dollar Exchange Rate
(vs. Euro, Trade Weighted basket)

Source: Federal Reserve Board via FRED
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The Dollar Exchange Rate
(Nominal vs. Real)

Source: Federal Reserve Board via FRED
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Exchange Rate – Interest Rate

-.4

-.3

-.2

-.1

.0

.1

.2

.3

.4

-.06 

-.04 

-.02 

.00 

.02 

.04 

.06 

.08 

.10 

1975 1980 1985 1990 1995 2000 2005 2010 2015

Log real value
US dollar
[left scale]

Real Fed funds
(ex post)
[right scale]


	Economics 442�Macroeconomic Policy�Lecture 20�4/4/2024
	Trade, Deficits and Debt
	Trade & Current Account Balances
	Exports & Imports
	Current Account and Net International Investment Position
	Accounting, Exchange Rates
	Balance of Payments Accounting
	U.S. Current Account
	Financial Account
	Definitions
	Example: €/$
	The Dollar Exchange Rate�(vs. Euro, Trade Weighted basket)
	The Dollar Exchange Rate�(Nominal vs. Real)
	Exchange Rate – Interest Rate

