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The U.S. Current Account Deficit and Its
Implications for Fed Policy and the Dollar
By Maria Vassalou, Ph.D. and John Donaldson, Ph.D.
Current account deficits have persisted in the U.S. since at least 1992.
Some critics view them as a sign of an erosion in the country’s
competitiveness, whereas others justify them as a natural and not
particularly worrisome consequence of free trade. President Trump has
blamed “unfair trade” terms for costing the U.S. millions of manufacturing
jobs and leading to current account deficits. To counter these effects, he
has embarked on a spat with many allies and trade partners in an effort to
renegotiate parts of trade agreements (e.g., NAFTA) that he views as
disadvantageous to the U.S. To that end, he has imposed or threatened to
impose tariffs on a wide range of goods originating from several countries.
In this paper, we provide some perspective on the nature, sources and
effects of the U.S. current account deficits and draw implications for Fed
policy going forward and the value of the U.S. dollar.

How Serious of a Problem are the U.S. Current Account
Deficits?
In 2017, the aggregate U.S. current account balance in goods and services
was negative $566 billion, or 2.9% of U.S. GDP. To a good approximation,
the current account balance represents the difference in the value of
exports and imports of goods and services between the U.S. and the rest
of the world. A negative balance denotes a deficit, meaning that imports
outweigh exports in value. While the 2017 deficit is less than the record of
$762 billion set in 2006, which at the time was equivalent to 6.2% of GDP,
it is nevertheless quite sizeable. For comparison purposes, the size of the
U.S. current account deficit is approximately equal to the GDP of
Switzerland at Purchasing Power Parity (PPP) terms.
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FIGURE 1: U.S. CURRENT ACCOUNT SURPLUS / DEFICIT (-) AS % OF GDP
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Figure 1 shows the evolution of the U.S. current account balances since 1960. With a brief interruption in
1992, the U.S. has been running deficits essentially since 1982. However, from 1992 onwards, these deficits
have become persistent, and after peaking at almost 6% of GDP prior to the financial crisis, they have
stabilized at around 2-2.5% of GDP in the post-crisis era.
FIGURE 2: U.S. BALANCE ON GOODS AND SERVICES SURPLUS / DEFICIT (-) AS % OF GDP
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To gain further understanding into these deficits, it is useful to look into their composition. As a first pass,
Figure 2 shows the balances of goods and services for the U.S. as a percentage of GDP. It can be seen that
the U.S. started running modest surpluses in the services sector in the early 1970s that have recently
increased to account for over 1% of GDP. In the goods sector, the U.S. has been running increasingly larger
deficits over the years that peaked at over 6% of GDP in the pre-crisis period, and have by now been reduced
to slightly over 4% of GDP. This reduction in the goods deficits achieved over the past decade is significant
and largely due to the development of the shale industry that reduced the U.S.’s energy dependence and the
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need for fossil fuel imports. However, going forward, it is unclear whether the trend of shrinking goods deficits
can continue, or whether the surpluses generated from the services sector will persist and expand further into
the future. For instance, in recent years, the services surplus as a percentage of GDP has been shrinking.

What Drives the Goods Deficits and Services Surpluses in the Current Account?
FIGURE 3: U.S. GOODS TRANSACTIONS AS % OF U.S. GDP
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Figure 3 provides an overview of some of the larger goods deficits in the U.S. since 2003 that have exhibited
change over time, broken out by industry and the main trade partners/regions.
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The composition of the goods deficit has evolved over time as the structures of the U.S. economy and those
of other countries have changed. In the early 2000s, deficits were driven primarily by imports in industrial
supplies and materials, as well as autos and consumer goods. More recently, the need for energy imports
has significantly decreased, reducing the imports in the industrial supplies and materials category. At the
same time, imports of capital goods other than automotive have increased and the U.S. exports in this
category have shrunk. In terms of origin, more of the imports are now sourced from China than other countries
whereas imports from Japan have diminished.
In the services sector, the U.S. maintains a surplus as shown in Figure 2 and detailed in Figure 4.
Whereas in the earlier years charges for the use of intellectual property (IP) dominated the services surplus,
recently, the contribution of IP in the surplus has decreased and other categories such as travel (including
education) and financial services have increased in importance to match the level of contribution of IP
services. However, caution is in order in interpreting the evolution of the revenues from IP. While it is possible
that the U.S. is losing ground in IP producing matters and its comparative advantage may be getting eroded,
the extensive use of inversions and tax loopholes by U.S. multinationals, in an effort to shift profits to tax
havens, are likely to be biasing the reported current account surplus from IP sources downwards. Still, the
fact that the dominant part of the services surplus is now driven by sources such as travel and financial
services is concerning. At the very least, it implies that the size of the services surplus may be less stable and
more vulnerable to competition from abroad going forward.
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FIGURE 4: U.S. SERVICES TRANSACTIONS AS % OF U.S. GDP
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Is the U.S. Current Account Deficit Sustainable Over Time?
Whether a current account deficit is sustainable or not, depends on its sources. In particular, the following
drivers matter:
■

Is the deficit the result of excess consumption or increased investment?

■

Is the savings ratio of the country increasing or decreasing?
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■

What is the Net Foreign Assets position of the country? Does the country own enough foreign assets
to cover its liabilities?

■

How will the monetary and fiscal policies of the country affect its exchange rate?

In the case of the U.S., it is clear that the current account deficit is the result of excess consumption as the
majority of the deficit is driven by imports of consumer goods. This excess consumption has also led to
reduced savings over time as wage increases have been muted. Figure 5 shows the gross national savings
of the G7 countries as a percentage of their GDP. U.S. gross national savings have declined over time and
they are the second lowest among the G7 economies after the UK.
FIGURE 5: GROSS NATIONAL SAVINGS AS % OF GDP
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The worrisome part of the above chart is that the decrease in savings was not used to increase investments.
Indeed, Figure 6 shows that total U.S. investments as a percentage of GDP have been declining after initially
stabilizing at levels significantly lower than what was prevalent in the pre-GFC period.
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FIGURE 6: TOTAL INVESTMENT AS % OF GDP
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Furthermore, the Net Foreign Asset value for the U.S. has been declining since the financial crisis and it
currently stands at negative $8 trillion which roughly corresponds to 40% of U.S. GDP. While some of the
recent declines can be attributed to the strengthening of the U.S. dollar that reduces the value of U.S. foreign
investments when expressed in U.S. dollar terms, the trend appears to be somewhat negative.
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FIGURE 7: NET INTERNATIONAL INVESTMENT POSITION AS % OF GDP
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Does Monetary Policy Matter for the Sustainability of the Current Account Deficits?
By ensuring price stability through prudent monetary policy, the Fed effectively reduces the need for investors
to require a sizeable inflation premium when they lend in U.S. dollars. Therefore, long-end U.S. Treasury
rates can stay relatively low, supporting the increased borrowing necessary to fund the current account
deficits. Note that most capital inflows that finance the U.S. current account deficit take the form of debt
financing. However, too stringent monetary policy can have an adverse effect on the current account, as it
would boost the value of the U.S. dollar and reduce the competitiveness of U.S. goods in foreign markets. A
deteriorating current account is itself contractionary, and could contribute significantly to ending the current
economic expansion. Given the size and nature of the U.S. current account deficits, it is our view that a
monetary policy that ensures dollar exchange rate stability at its present or somewhat diminished level, would
be the most appropriate. If the current expansion is to continue, the Fed is effectively constrained from raising
interest rates to pre-crisis levels or indeed much beyond the current ones. To do otherwise risks triggering a
rapid and potentially dramatic deterioration in the U.S. current account—an event that is likely to be
contractionary.

Can Trade Policy Changes And Tariffs Help Shrink The Deficit?
To the extent that any agreement between the U.S. and its trade partners is no longer advantageous to both
sides, it makes sense that it be reset. However, when we consider whether an agreement is advantageous
or not, it is important to specify for whom. While an agreement may be disadvantageous for U.S.
manufacturers and may even be considered to discourage innovation creation in the specific field, it may be
currently advantageous to consumers by keeping prices artificially low via predatory trade practices. In either
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case, tariffs per se are a blunt policy tool and their use can often be more disruptive than helpful to producers
and companies, especially in the short-run. In particular, tariffs that are imposed on short notice do not allow
for the necessary time lag needed for supply chains and production processes to adjust to the price distortions
they create.
There is a case where tariffs can be helpful. If the U.S. dollar becomes overvalued relative to specific
currencies or if certain countries explicitly devalue or allow their currencies to depreciate to gain a predatory
competitive advantage, tariffs can rectify the situation. While fiscal authorities do not have the ability to affect
the exchange rate directly, by imposing tariffs in certain cases, they can redress any disequilibrium that
currency moves unjustified by economic fundamentals create.
Lastly, tariffs can at times be used as a negotiating chip to bring trading partners to the negotiating table and
induce them to make concessions. While the effectiveness of this tool can vary, it appears at the moment to
be the dominant strategy of the Trump Administration in its dealings with China.

Implications for the U.S. Yield Curve and the Dollar
The state of the U.S. current account deficit imposes an implicit constraint on the ability of the Fed to raise
interest rates. In effect, the size of the current account deficit reduces the neutral rate—the Fed Fund rate
that neither stimulates nor slows down the economy. Given recent increases, our view is that the Fed is very
close to its neutral rate and has little room left to raise interest rates further before it induces a deterioration
in the current account. Therefore, for the short- to medium-term, we expect the yield curve to remain relatively
flat and perhaps flatten further whereas we view the movements in the U.S. dollar to be range-bound.

Concluding Thoughts
Prolonged U.S. current account deficits are certainly worrisome, especially if they signal deteriorating U.S.
economic competitiveness. While they can in principle remain sustainable indefinitely, their sustainability
hinges on three main factors. In the short- to medium-term, Fed policy is key, as discussed above. For longer
horizons, two other factors enter into play. First, the ability of the U.S. dollar to remain the world’s reserve
currency. As a currency of choice for most commodity-related transactions, a natural expansion of the world
economy will generate the need for additional dollars which only current account deficits can on net provide.
Second, the willingness of the world to hold U.S. dollars ultimately depends on the desirability of U.S. exports
of goods and services, and the attractiveness of U.S. firms that become available for purchase by foreigners.
For these conditions to remain in place, the emphasis, both corporate and governmental, must be on basic
and applied research, industrial investment in new processes and products, maintenance of R&D clusters
and the continuous enhancement of the education provided to the U.S. work force so that it can meet the
evolving challenges of the future. Should any of these circumstances substantially degrade, compared to
those in place for other economies, the supremacy of the U.S. dollar will inevitably come into question. The
implications of such a development for the U.S. current account could be dramatic. In the short-term, so could
be a substantial Fed policy error.
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Legal Disclosures
The Information has been provided to you by Perella Weinberg Partners and its affiliates (collectively “Perella Weinberg
Partners” or the “Firm” or “PWP”) solely for informational purposes and is not an offer to buy or sell or a solicitation of an
offer to buy or sell any security or to participate in any trading strategy. If any offer of securities is made, it will be pursuant
to the Confidential Offering Memorandum (the “Memorandum”) prepared on behalf of Perella Weinberg Partners which
contains material information not contained herein and which supersedes this Information in its entirety. Any decision to
invest in the investments described herein should be made after reviewing the Memorandum, conducting such
investigations as the investor deems necessary and consulting the investor’s own investment, legal, accounting and tax
advisors in order to make an independent determination of the suitability and consequences of an investment.
The Information including, but not limited to, Perella Weinberg Partner’s organizational structure, investment
experience/views, returns or performance, risk analysis, sample trade plans, idea filtration process, benchmarks,
investment process, investment strategies, risk management, market opportunity, representative strategies, portfolio
construction, capitalizations, expectations, targets, parameters, guidelines, and positions may involve our views,
estimates, assumptions, facts and information from other sources that are believed to be accurate and reliable and are
as of the date this information is presented—any of which may change without notice. We have no obligation (express
or implied) to update any or all of the Information or to advise you of any changes; nor do we make any express or
implied warranties or representations as to the completeness or accuracy or accept responsibility for errors.
Perella Weinberg Partners and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters
contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection
with the promotion, marketing or recommendation by anyone unaffiliated with Perella Weinberg Partners of any of the
matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.
Investing in financial markets involves a substantial degree of risk. Commodity interest trading involves substantial risk
of loss. There can be no assurance that the investment objectives described herein will be achieved. Investment losses
may occur, and investors could lose some or all of their investment. No guarantee or representation is made that the
Funds’ investment program, including, without limitation, its investment objectives, diversification strategies, or risk
monitoring goals, will be successful, and investment results may vary substantially over time. Additional information
about individual holdings is available upon request. Investment losses may occur from time to time. Nothing herein is
intended to imply that the Funds’ investment methodology may be considered “conservative,” “safe,” “risk free” or “risk
averse.” Economic, market and other conditions could also cause the Funds to alter their investment objectives,
guidelines, and restrictions.
Please refer to the Memorandum for more information on fees including early withdrawal charges and other important
information. The investments discussed herein, including any pooled investment vehicle, may be speculative and involve
a high degree of risk; could involve possible loss of your entire principal; may be leveraged which can potentially increase
investment risk; may have volatile performance; can be highly illiquid and investors may be required to retain their
exposure to investments for an indefinite period of time; do not have a secondary market for the investor’s interest and
none is expected to develop; may have restrictions in transferring interests of the assets; may not be required to provide
periodic pricing or valuation information to investors; may include international investments that are subject to political
influences, currency fluctuations and economic cycles that are unrelated to those affecting the domestic financial markets
and may experience wider price fluctuations; are not subject to the same regulatory requirements as mutual funds; may
involve complex tax structures and delays in distributing important tax information; and, may have high fees and
expenses offsetting profits.
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