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V5. MANN: Thank you very nuch. | very nuch

appreciate the opportunity to be here today to brief the

Conmi ssi on  menbers. I look forward to attending the other

sessions where other questions that are included in your nandate

are addressed. | have addressed them in nmy book, and |’'m sure

that you will each get signed copies as soon as it’'s published.

I think what we have heard today in terns of the

first two presentations is tw different approaches  of

under st andi ng the dynamics of U S external balance. | would like

you to turn to the figures at the back of your prepared material.

The first one shows you several different conmponents of U S

external bal ance. What it shows is that there are two features of

the external balance that we need to address when investigating

the causes. One is a cyclical factor, which you can see as the

econony grows in an expansion phase, as it did in the 1980s and

nost recently.

COW SSI ONER  RUMVBFELD: Wuld you give us a page

nunmber or a figure nunber?

M5. MANN. It’s figure one.

COW SSI ONER RUVSFELD:  Fi gure one?

M5.  MANN Fi gure one. That as the U S. econony
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grows in its expansion phases, as you can see in the 1980s and the

1990s, the external deficit grows. But there is also a structural

or atrend deterioration that is observable as well.

So if we want to understand the causes of the

deficit, we need to understand both the cyclical factors, as well

as the structural factors.

Looking forward, we need to recognize that as the

structural deterioration or the structural deficit increases the

size of the external debt, what is the outcone from so nuch

borrowing from abroad? As those little dotted bars on the top

become net paynments to the rest of the world, they augment the

current account deficit. You can see that |ast bar has the little

dots down at the bottom neaning that the trade deficit is only

one component of the current account deficit, but increasingly

over tine, the net payments on our outstanding obligations to the

rest of the world will augment the trade conmponent of the deficit.

So we need to think about that as well.

There are two different franeworks for analyzing

the causes of the current account deficit. They both have been

di spl ayed today. e has to do with understanding the two

conmponents of the trade inbalance, that’'s exports and inports,

whi ch Jan Kregel did a very good job of explaining. The other one
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is a second franework has to do with understanding the bal ance as

it relates to U S. internal bal ance between savings and invest ment

or production and consunption. Charles Schultze was very good at

expl ai ni ng that one.

Wiat | would like to do is bring the two of them
toget her and show how they are related. I do this in ny |onger
prepared naterial. If you look at the next page, figure two,

there are three charts there. What we are going to explain here

is how exports and inports, and thus, the trade deficit are

related to foreign gromh and U S growh on the one hand, and

al so the exchange val ue of the dollar.

The first and the second panels show you the

rel ati onship between growth rates: U S inconme growh, that is

US GCDP growmh, and the growh of inmports (in the upper panel),

showing that they are quite related. The niddle panel shows you

the relationship between world growh and U S. export growth.

Again, showing very tight relationships between growth rates in

income and growh rates in our trade. Then the |ast panel shows

you that the exchange value of the dollar, it shows the novenent

in the exchange value of the dollar. There’s a relationship

between the growh rates of inports and exports and their

under pi nni ngs of inconme growth, GDP grow h.
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But if you look at just the last period of ting,
the last year or so, what we can observe there is that the income
differentials, the fact that the U S. econony has been grow ng so
qui ckly, whereas the rest of the world has been stagnant or in
recession, is the dom nant factor for the trade deficit right now
But there have been previous tines, in the 1980s, for exanple,
when the inconme differentials have been relatively |ess inportant
and the exchange val ue of the dollar was nore inportant. So there
are tinmes when one factor out-weighs the other factor.

But right now, in keeping with Dr. Kregel's
exanple, it is the United States growing so fast, whereas the rest
of the world growing slowy that is the nost inportant cause of
the trade deficit.

The second feature though, if we want to |ook at,
is to consider the trend novenent, the trend wi dening of the trade
deficit, which is related to a puzzle: U.S. consurmers and
investors tend to have a greater appetite for foreign goods than
foreigners have an appetite for US exports. So over tinme, a
question that we mght want to consider is, if the rest of the
world grows, matures, and starts to buy U S. exports particularly
of services (in which we sell nore abroad than we buy), a closure

of the trade deficit mght occur on account of that structural
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change in spending habits abroad to make them nore sinmlar to the

spending habits in the United States. M/ book goes through an

enpirical analysis of this possibility.

The second framework for analyzing the deficit is

that of internal inbal ances between savings and investrment in the

United States. Now we are all familiar with this relationship,

that the U S. tends to save relatively less than other countries,

and as a consequence, needs to borrow or chooses to borrow, or

foreigners choose to invest in our factories and enterprises in

order to get the financial returns that they can get in the United

St at es.

Sone people ask the question of why the fiscal

budget deficit closed, but the trade deficit continued to w den.

To understand that, | would like you to consider figure five, that

as the fiscal budget deficit closed, private savings, which is the

white area, tended to deteriorate. That's partly due to the

wealth effect, the value of the stock market being so high. But

it'’s also a trend deterioration in private savings, household

savings in particular.

Households tend to spend nore on inports as

conpared to the Federal Government. So an equal savings and dis-

savi ngs by Federal versus households will have a disproportionate
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effect on inports. | will leave it at that.

CHAI RVAN WEI DENBAUM  Thank you, Dr. Mann.

Qur fourth presenter this nmorning is Dr. Barry
Rogstad of the Anerican Business Conference, and forner chief

econom st at Coopers and Lybrand. Dr. Rogstad?
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