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The Big Picture:  
US Trade Deficit and the Dollar

Small deficit in early 1990s was the last big recession; 
Do we want a repeat? Does the world?
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What Are Key Exports?  Imports?

Source: Bureau of Economic Analysis.

Capital goods and ISM: Largest Trade Category, Trade Surplus
Consumer Goods, Autos:  Major Import, Trade deficit

Energy: Major Import, Huge Deficit
Private Services:  Major Export, Trade Surplus
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How is Trade Adjustment Taking Place?

Source: Bureau of Economic Analysis.

Capital goods and ISM: Small increasing trade surplus
Consumer Goods, esp.Autos:  Smaller trade deficit

Energy: Worsening deficit
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A Closer Look at Technology Trade

Cheaper imported computers
generates productivity growth
through use throughout US

Semiconductors are the expensive
brains, produced in the US 
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Globalization & Diffusion of Technology
Accentuates wage, employment gaps

Low-wage in real trouble—from trade & technology
‘Codification’ puts some high-wage at risk (programming)
Middle & high-wage demand integrative/analytical skills
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H1B: Implications for incumbent & pipeline

H1B visas

Foreign firms
• Cluster at lower skills
• Closer to prevailing wage
• More commodity skills

US firms:
• Wider range of skills
• More dispersion of wages
• More ‘unique’ individuals
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Dramatic Financial Integration
Share of Official is not unprecedented; dollar value is

Source: Bureau of Economic Analysis, International Transactions Accounts.

Official investors tend to buy US treasury securities
Securities (stocks and bonds); controlling shares

Bank/non-bank institutional finance
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Financing the Stimulus Program:
Will Foreigners Buy the US Gov’t Bonds?
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Summary and Observations
• Trade: 

– Global recession will take a toll on manufacturing exports
– Domestic recession will take a toll on consumer goods imports
– Trade deficit likely to narrow, but not for a ‘good’ reason

• Technology:
– Technology trade enhances productivity, lowers costs
– But widens skilled/less-skilled wage and employment gaps
– How to retain the former, ameliorate the latter?

• Finance:
– Foreign Officials are important buyers of US govt securities 
– Will they continue to buy to finance stimulus program? 
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Policies for the National Interest
– Domestic Transformation Challenge

• National gains to the economic pie from global sourcing 
requires business environment conducive to transformation, 
and ensuring worker-job matches so that gains are widely 
shared.  Requires new labor-market policies

– Domestic Education and Innovation Challenge
• National gains from global collaborative innovation require a 

‘home base’ supply of domestic sci/tech people, university-
business consortia, and R&D funding. 

– Global Trade and Economic Challenge
• Our economic gains from globalization depends on other 

countries’ policies and economic growth. Open trade combined 
with the domestic policies generate the largest gains and 
ensures that gains are widely shared. 
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