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GROWTH DIFFERENTIALS AND THE TRADE DEFICITb,c
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REAL BROAD TRADE-WEIGHTED DOLLAR EXCHANGE
RATE AND TRADE DEFICITb

Trade deficitBroad Dollar Index
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TRADE IN GOODS AND SERVICESa

Imports

Exports

a. Monthly data.
b. Annual data.
c. Growth differentials equal the trade-weighted growth rates of our top 15 trading partners minus the U.S. growth rate. Weights reflect exports plus imports
with the U.S. in 1992–97. Projections for 2000–01 utilize various sources.
d. Billions of dollars, annualized.
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; Board of Governors of the Federal Reserve System; International Monetary Fund,
International Financial Statistics; and Blue Chip Economic Indicators, March 10, 2000.

The U.S. trade deficit in goods and
services reached a new record of
$28 billion in January 2000. This is
$1.5 billion greater than the consen-
sus forecasts and $3.4 billion more
than December’s deficit of $24.6
billion. Imports jumped $1.9 billion
to a record $112.1 billion in Janu-
ary, while exports fell $1.5 billion,
their first decline since last May.
Strong dollar appreciation and rela-
tively slow foreign economic
growth have contributed to the sub-
stantial increase in the U.S. trade
deficit in recent years.

World economic crises cramped
growth among our 15 most impor-
tant trading partners over the past
two years. The 1.5% average in 1998
was less than half the average pace
since 1990 (3.2%) and was substan-
tially below the 4.3% U.S. growth
rate in 1998. In 1999, foreign growth
still lagged behind the U.S. by 1.2%,
athough it improved substantially to
an average of 3.4%. Forecasters ex-
pect these growth rates to converge
in 2000 but, holding all else constant,
foreign economic growth must ex-
ceed domestic growth by nearly two

percentage points to narrow the
trade deficit.

The dollar has appreciated 16.5%
on a real basis since 1995, largely on
the strength of foreign capital in-
flows. Real exchange rates incorpo-
rate both nominal exchange-rate
movements and inflation differen-
tials. A real dollar appreciation re-
duces our competitive position by
raising foreign currency prices of
U.S. goods and services and by low-
ering dollars price of foreign output.
The dollar’s appreciation seems to
have stalled this year. 

U. S. Trade Balance with Major 
Trading Partnersd

1999:IIIQ 1999:IVQ

European Union –31.7 –45.1

U.K. 1.0 –2.0

Eastern Europe –6.1 –5.2

Canada –33.2 –38.2

Latin America –4.8 –16.7

Australia 9.7 8.0

Japan –68.3 –60.6

Asia and Africa –158.6 –164.2

Other 1.7 22.1

Total –290.4 –302.0
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