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How current isthe U.S Current Account?

BY HARRY L. FREEMAN AND LAURA M. BAUGHMAN

t seems like every month when the govern-
ment issues new data we worry that the cur-
rent account deficit expands yet again and
doesn’t seem likely to head back into balance
any time soon. Analysts predict that the
deficit, which reached $393.4 billion in 2001
—and so far in 2002 it looks even worse—
will have a serious negative impact on the val-
ue of the dollar, which ultimately will raiseinterest rates
and slow the U.S. and world economic recoveries.

One of the foremost American experts on balance of
payments, Dr. Catherine Mann, put it thisway: “The
U.S. merchandise trade deficit will hit an annual rate of
$350 billion by the end of [1999]. [Note: It hit $427
billion in 2001, according to the Bureau of Economic
Analysis] The current account deficit will reach an his-
toric high of almost 4 percent of GDP. When these
deficitshit similar levelsin the middle 1980s, the dollar
fell by 50 percent and protectionist trade pressures
surged.”1 Everyone seemsto agree we have something
to be worried about.

The view from Europe is no more optimistic. Ac-
cording to Dean Spinanger, Senior Research Fellow at
theKid Ingtitute for World Economicsin Germany, “ The
large U.S. current account deficit has become a worry
for some Europeans. While not an issue as long as the
United States was a magnet for capital from around the
world, the dowdown in economic activity and in partic-
ular the aftermath of the company boardroom scandals
seems to be diverting capital elsewhere. Europeans are
anxiously viewing the size of the current account gap
with some concern.”

But before we close the borders to imports, we need
to be sure that the data are in fact telling us that some-
thing is terribly wrong. Traditionally, the hysteria over
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the current account deficit (the difference between goods
and services exports and imports plus net income from
portfolio investment, less certain other direct payments)
isderived from worries about theimbalancein our trade
in goods and services. But increasingly U.S. companies
sdll through affiliates rather than traditionally-measured
cross-border exports. Sales by affiliates abroad are rarely
published.

The operations of foreign affiliates of U.S. firms (at
least 10 percent U.S. ownership) produce huge results.
Sd esthrough some 23,000 mgjority- and minority-owned
U.S. affiliates of foreign corporationsin 1999 (the most
recent year for which we have reliable statistics) totaled
$2.6 trillion, a very big number by any measure, more
than double the value of 1999 export sales of $957 hillion
—the common measure of U.S. global sales. Thesesdes
strengthen the U.S. parent company as profits from the
salesmay be used to fund U.S.-based R& D, to the bene-
fit of U.S. jobs aswell as abroad.

But our current approach to measuring the current
account and the impact on the United States of such in-
ternational activity does not show the benefitsto the Unit-
ed States of sales of foreign affiliates. Exports of goods
and services are well-reported in the current account; the
net benefit to U.S. companies of foreign affiliate salesis
not. Thisis because the present international accounts
treat affiliates as residentsin their countries of operation
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(a“residency-based” view of
international operations),
rather than in the countries of
their owners (an “ownership-
based” view of internationa
operations).

An “ownership-based”
approach to measuring the bal-
ance of payments would per-
mit policy makers, investors
and othersto better understand
thereal scopeof U.S. business

But before we close the borders
to imports, we need to be sure
that the data are in fact telling us

that something isterribly wrong.

rent account is really quite
straightforward. It showsU.S.
receipts from affiliates abroad,
lesslocal costsincurred abroad
(e.g., labor, rent) and pur-
chased inputs used to generate
those receipts. A parallel cal-
culationismadefor the net re-
ceipts of foreign affiliates op-
erating in the United States.
An ownership-based
view of the current account a-

activity abroad and its benefits
tothe U.S. economy. Thisap-
proach to measuring the impact of the internationa econ-
omy on the United States has been endorsed by a grow-
ing number of economic experts, both in the public as
well as private sectors, sincethe early 1990s. For exam-
ple, in 1992 the National Research Council advocated
combining exports with sales by affiliates in the same
lineitem of the current account report. Others have sug-
gested a parallel, or side-by-side, depiction of the two
types of data. All agreethat it is desirable to establish
the concept of “global commercial activity” for U.S.
multinational corporations. For now, the best we haveis
an occasiona report from the Bureau of Economic Analy-
sis of the current account on an ownership basis.

Marinav. N. Whitman, a member of the Bureau of
Economic AnalysisAdvisor Committee and a professor
of public policy and business at the University of Michi-
gan, addressed the issues of residence versus ownership
in the following context: “The question of whether the
residency or the ownership concept is more relevant to
the distinction between ‘domestic’ and ‘foreign’ goods
and services has been on the radar screen at least since
theearly 1990s.... Thequestionisrelevant for avariety
of national policy issues—including, for example, the
question of which firms should be eligible for member-
ship in government-private partnerships....” Ms. Whit-
man concludes as follows: “In fact, the answer differs
with the question at issue. Where returnsto labor inthe
form of jobs and wages are concerned, it is the residen-
cy concept that matters; for returns on capital, the own-
ership concept isgenerally more appropriate. The own-
ership concept also dominates with respect to U.S. eco-
nomic influence on the world economy, the global com-
petitiveness of American firms, and issues regarding
market access for these firms. . .[T]hus, the answer to
the question, ‘which one should we track and mea-
sure? inthiscaseis ‘both.’ "2

An ownership-based approach to cal culating the cur-

lows a better understanding of
the impact of the growing in-
tegration of the world economy on the United States. To
this end, the government should publish the ownership-
based data as prominently asthe goods and services data:
in other words, every month, along with the traditional
“residency-based” data. Equal reporting of ownership-
based datawould have several attractive features. Firt,
the current deficit on goods, services, and net receipts
trade declines significantly when the benefits of sales of
foreign effiliates are factored in. 1n 1999, the deficit was
$67.0 billion less than the deficit on trade of goods and
servicesin the conventiona calculation.

Second, the data can be sufficiently disaggregated to
see that consistently more than 80 percent of sales of
U.S. afiliates abroad represents U.S. content, demon-
strating strong positive linkages between thisinvestment
and employment and sales in the United States.

Changing statistics with credibility is not easy, and
often takes years. Better to start now. Commenting on
the exclusive obsession with trade rather than sales of
affiliates, Joseph Quinlan, Senior Global Economist at
Morgan Stanley, and Marc Chandler, Chief Currency
Strategist at Mellon Financial Corporation, wrote in a
recent articlein Foreign Affairs:. “Whatever the proper
explanation, asimple and important fact is absent from
the debate: the trade balanceisno longer avalid score-
card for America's global sales and competitiveness.
Given achoice, U.S. firms prefer to sell goods and ser-
vices abroad through their foreign affiliates instead of
exporting them from the United States. How U.S. firms
competein world markets, in other words, goeswell be-
yond trade.” It istime our statistics kept pace. *

1 Catherine Mann, Isthe U.S Trade Deficit Sustainable?
(Washington, DC: Institute for International Economics,
1999).

2 Marinav. N. Whitman, Survey of Current Business (May
2002).
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