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a. Seasonally adjusted data. 
b. Year to date. 
c. Ratio of foreign real GDP or GNP to U.S. real GDP. Foreign countries and trade weights are those used to construct the Federal Reserve Board's trade- 
weighted dollar index. Projections for 1997 and 1998 are from The Economist, April 26-May 2, 1997. 
SOURCES: Board of Governors of the Federal Reserve System; U.S. Department of Commerce, Bureau of the Census; International Monetary Fund, 
International Financial Statistics; and The Economist, April 26-May 2, 1997. 

The U.S. merch:~ndise tsxcle cleficit 
~l;~rro\ved to $10.4 l)illi~n in Fehru- 
ary, I ~ u t  has clearly wiclened over 
the current business esl~ansion. 
The U.S. 111ai1lt;lins cleficits with 
nearly all regions of the globe 

Trzlcle l~alances ultimately rellect 
countries' saving r~ncl investment 
decisions. Ileficit co~lntries con- 
sume more resources th:m they pro- 
cluce ancl pay for these resources 1,y 
1,orrowin.g fsom foreigners. 'I'lli~s, 
economic factors that affect the 

tl-acle balance 111ust also alter saving 
ancl investlnent decisions. 

Although their direct connections 
to saving and investnlent seer11 re- 
mote and tenuous, relative rates of 
economic growtll and real exchange 
rates often act as proxir~late- 
t h o ~ ~ g h  i~~~precise-deterl~lillal~tts of 
the tracle balance. Holding other fac- 
tors constant, estimates suggest that 
U.S. exports keep pace with imports 
only when foreign economies ex- 
panel at twice the U.S. rate. Over the 

nest two years, growth patterns will 
prol~al>ly not meet this condition. 
Economists expect foreign eco- 
nolllic activity to expxlcf approxi- 
lllately 2.3(% ancl 2.7% respectively, 
cluring 1997 :inel 1998, \vhile U.S. 
economic gro\vth is projecteel to rise 
2.8% ancl 2.0% over the same years. 
This year's sharp appreciation of the 
real trade-weighted clollar (8%) com- 
po~111ds the i~nplication of these eco- 
nomic growth projections for the 
1I.S. tracle deficit. 
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