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Will the U.S. become a trade surplus nation?
Since the exchange value of the U.S. dollar doubled during 
the first half of the 1980s, the U.S. has continuously run trade 
deficits (Chart 1) during the last 30 years! This economic 
character has been so prevalent and so pronounced (at its 
worst, the U.S. trade deficit was about 6% of GDP) most can-
not imagine a scenario whereby the U.S. economy could again 
become a surplus nation. 

However, four major factors have recently improved the 
international status of the U.S. economy. First, the real value of 
the broad-based U.S. dollar index has been hovering about an 
all-time record low during this recovery making U.S. produced 
goods very attractively priced on the global stage. Second, 
since the early 2000s, U.S. economic growth has mostly been 
“slower” than the overall world average helping to keep U.S. 
import demands modest relative to U.S. exports. Third, after 
playing a leadership role with economic policy stimulus during 
the first several years of this recovery, relative to many trading 
partners, U.S. economic policy has turned far less accommo-
dative in the last couple years. This should result in improved 
relative foreign economic growth, helping bolster U.S. trade 
prospects. Finally, the emerging world economy is increasingly 
becoming a consumer-based force. For the first time since 

the 1990s, during this recovery, U.S. exports to the emerging 
world have been rising faster than imports. It is no coinci-
dence this improvement in U.S. trade has occurred as total 
personal consumption expenditures from the emerging world 
are rising steadily relative to U.S. personal consumption. 

Combined, these favorable forces may result in the U.S. again 
posting trade surpluses before the economic recovery ends. 
What are the economic and investment implications if, for the 
first time in 30 years, the U.S. economy does again become a 
trade surplus nation? 

U.S. produce priced very cheaply!
For much of the 1980s and again between mid-1990s and 
mid-2000s, the U.S. adopted a “strong dollar policy” causing 
U.S. producers to often be effectively priced out of the glob-
al marketplace. Chart 2 shows the domineering importance 
of the exchange rate on the U.S. trade balance. The compet-
itive standing of U.S. producers can be significantly improved 
by either a weak exchange rate or if domestic product pric-
es rise slower compared to those of its trading partners. The 
dotted line in this chart is the inflation-adjusted value of the 
broad Trade Weighted U.S. Dollar Index and it incorporates 
both of these competitive influences. 
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Chart 1: U.S. trade deficit as a percent of real GDP

Chart 2: U.S. trade deficit versus U.S. real exchange price
Left scale—U.S. real trade deficit as a percent of real GDP (Solid)
Right scale—U.S. Trade Weighted Real Broad Dollar Index (lagged 
forward eight quarters) (Dotted)
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Since the 1970s, the real U.S. exchange rate has had a close 
and leading (i.e., the dotted line is pushed forward or leading 
the trade balance by eight quarters) relationship with the U.S. 
trade balance. Since the early 2000s, the real U.S. dollar has 
been weakening (dotted line is shown on an inverted scale) 
and since 2006, the U.S. trade balance has improved. 

Moreover, we expect the U.S. trade balance to continue 
improving in the next few years since the value of the U.S. 
dollar index remains remarkably cheap. As shown in Chart 2, 
throughout this recovery, the U.S. dollar has been hovering 
about an all-time record low. Despite this, the U.S. trade bal-
ance has only improved modestly in the last few years. This is 
because while the U.S. economy is priced extremely attrac-
tively (indeed, the real value of the U.S. dollar has never been 
cheaper!), it has been cheap at a time when world growth has 
been weak. It doesn’t do much good to be the cheapest thing 
on the planet when the planet isn’t growing. Until recently, 
U.S. growth has been modest, both Japan and Europe have 
been contracting, and emerging world economic growth has 
been slowing. 

Only in the last couple years has world economic growth 
broadened and quickened (U.S. real GDP growth appears to 
have upshifted toward 3%, both Europe and Japan are now 
growing, and emerging economic growth appears to have 
finally bottomed) and this should allow the U.S. economy to 
benefit more from being so competitively-priced. Indeed, as 
shown in Chart 2, the real U.S. dollar is hovering below a level 
which produced a trade surplus in the early 1980s and almost 
produced trade balance again in the early 1990s. Should the 
real U.S. dollar remain near current levels, the gap between 
the solid and dotted lines in this chart should close consider-
ably during the rest of this recovery. 

The silver lining of slower U.S. growth?
Historically, as shown in Chart 3, the U.S. trade balance 
typically worsens whenever U.S. economic growth outpaces 
the global average. This is probably because in the post-war 
era, the U.S. has been a consumer-led economy. Strong U.S. 
economic growth is typically associated with healthy con-
sumption spending coinciding with robust import trends. The 
dotted line in this chart illustrates global nominal GDP rela-
tive to U.S. nominal GDP. Increases (declines) in the dotted 
line represent periods when the U.S. economy grows slower 
(faster) than the overall global economy. As shown, there has 
been a close relationship between relative U.S. economic 
growth and the U.S. trade balance. In the 1970s, even though 
the U.S. economy grew rapidly, it grew more slowly than the 
global average and the trade balance remained near zero. 
However, in both the early 1980s and again in the mid-1990s 
to early 2000s, the U.S. economy typically grew faster than 
overall global growth producing a chronic worsening in the 
U.S. trade position. 

Since the early 2000s, the U.S. has once again been growing 
slower than the global average and since 2006, the trade bal-
ance has mostly been improving. This seems likely to continue. 
Aging U.S. demographics should keep U.S. economic growth 
modest in upcoming years. And, slower U.S. import growth 
combined with a strengthening in U.S. exports tied predomi-
nantly to faster growing emerging economies should keep the 
dotted line in Chart 3 rising.

Chart 3: U.S trade deficit and relative U.S. growth
Left scale—U.S. real trade deficit as a percent of real GDP (Solid)
Right scale—Global nominal GDP divided by U.S. nominal GDP 
(in U.S. dollars) (Dotted)
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Global economic policies now favor U.S. 
trade balance
Early in this recovery, U.S. policy officials were among the most 
aggressive in attempting to revive the economic cycle. Con-
sequently, the U.S. recovery has proved stronger compared 
to other developed economies like Japan and the eurozone. 
Moreover, as illustrated in Chart 4, stronger relative U.S. 
growth has caused the U.S. trade deficit to worsen against 
weaker economies. 

More recently, however, while the U.S. federal deficit (fiscal 
stimulus) is rapidly decaying and the Federal Reserve has 
begun the process of slowing monetary accommodation, policy 
officials in both Japan and the eurozone have become more 
aggressive in stimulating economic activity. This is illustrated in 
Chart 5. In the last couple years, foreign money supply growth 
has been improving relative to the pace of U.S. monetary 
growth and U.S. bond yields have been rising relative to foreign 
bond yields. This change in relative policy accommodation 
between the U.S. and its trading partners should boost foreign 
economic growth relative to U.S. growth and help improve U.S. 
net export trends during the next few years. 
 

Chart 4: U.S. trade deficit with Japan and eurozone*
*Trailing 12-month deficit in billions U.S. dollars

Chart 5: Foreign less U.S. economic policy stimulus
Left scale—Average foreign money supply growth less U.S. money 
supply growth (Solid)
Right scale—U.S. bond yield less foreign average bond yield (Dotted)
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Emerging world becoming more 
consumption-based!
The build out of the emerging world economy has been a 
process. Similar to the U.S. experience, the birth of a func-
tioning economy typically starts with erecting the capacity 
and functionality of the production or industrial side of the 
economy. This has certainly been the path toward capital-
ism for emerging world economies. During the 2000s, the 
newfound growth from these economies ballooned global 
industrial production and chronically pushed industrial com-
modity prices higher. Thrust upon the global economy was a 
new “producer” of goods sold primarily to a well-established 
developed world consumer resulting in a massive increase in 
developed world trade deficits. 

Now, however, there is increasing evidence the second stage 
of economic development—the growth of a consumer 
class—is taking place in many emerging economies. Chart 6 
shows total emerging world personal consumption expendi-
tures in U.S. dollar terms as a percent of total U.S. personal 
consumption. Between 1995 and 2006, emerging world con-
sumption remained less than half the size of the U.S. consum-
er. However, as of last year-end, emerging world consumption 
now comprises more than 90% of U.S. consumption. That is, 
the emerging world has nearly cloned the consumer leader 
of the post-war era, the U.S. consumer! Chart 7 shows the 
performance of emerging world stocks reflects this new-
found trend of a developing consumer force among emerging 
world economies. 

Chart 6: Emerging world personal consumption 
expenditures as a percent of U.S. personal consumption 
expenditures*
*Nominal U.S. dollars

Chart 7: Relative performance of consumer versus industrial 
stocks*
Emerging stock market
*MSCI consumer discretionary and consumer staples stocks relative 
to MSCI industrials and materials stocks



Economic and Market Perspective
5

 
WELLS CAPITAL MANAGEMENT

The importance of consumer development in the emerging 
world for the U.S. trade deficit is illustrated by comparing 
Chart 6 with Chart 8. Chart 8 shows the U.S. emerging world 
trade ratio (the ratio of U.S. emerging world exports divid-
ed by U.S. emerging world imports). Clearly, until emerging 
world consumption began outpacing U.S. consumption, the 
U.S. emerging world trade deficit worsened. However, since 
emerging world consumption began outpacing U.S. consumer 
growth, the U.S. emerging trade ratio has been improving. 
Emerging world consumption seems poised to continue rising 
relative to the U.S. consumer during the next generation. As 
it does, the U.S. trade ratio with this part of the globe should 
continue improving. Indeed, it is not unrealistic to imagine that 
the newfound global consumer leader, the emerging consumer, 
will eventually produce U.S. trade surpluses. 

Implications of the U.S. reestablishing trade 
balance/surpluses?
There are numerous ramifications for the economy and the 
financial markets should U.S. international trade continue to 
improve. First and foremost, it would help boost the average 
sustainable growth rate of the U.S. economy. The ballooning 
trade deficit in the last couple decades has chronically sub-
tracted from overall U.S. economic growth. Excess U.S. import 
demand has leaked U.S. consumption expenditures abroad 
resulting in less GDP growth, weaker job creation, and slower 
income growth. 

What would a return to trade balance during the rest of this 
recovery mean for economic growth? In real terms, the cur-
rent U.S. trade deficit is $470.3 billion, or about 3% of overall 
real GDP. If the recovery lasts five more years and the U.S. 
trade deficit returns to balance by its end, trade improvement 
would add about 0.58% per annum to real GDP growth. If 
the U.S. trade position were to reach a 1% surplus within five 
years, trade would add almost 0.78% per annum to overall 
economic growth. Finally, if trade returned to balance in four 
years rather than five years, the annual boost to real GDP 
growth would be about 0.73% per annum. For an economy 
which is only growing in the vicinity of 2.5% to 3.0%, this 
potential “growth add” during the rest of the recovery would 
be very meaningful. 

An improving U.S. trade position would also reverse many of 
the ills which have surfaced in the last couple decades when 
the trade balance persistently worsened. The U.S. manufactur-
ing sector was essentially priced out of the world marketplace 
by the strong U.S. dollar policy adopted during much of the 
1980s and 1990s. This ravaged domestic industrial activities, 
forced firms to move manufacturing operations abroad, de-
stroyed many domestic blue collar goods jobs and ultimately, 
by wiping out many traditional middle-class manufacturing 
jobs, contributed to a significant warping of the U.S. income 
distribution. Many of these trends could be noticeably im-
proved should U.S. trade deficits disappear. 

Additionally, trade deficits imply dissaving and necessitate 
debt accumulation. By definition, a trade deficit is a result of 
domestic absorption (spending) exceeding domestic pro-
duction (i.e., domestic income growth). Consequently, by 
running chronic trade deficits the U.S. economy was forced 
to draw down savings and accumulate debt to finance a 
spending spree persistently in excess of domestic income 
generation. A return to balanced international trade would 
improve savings, lessen the need and desire for leverage, and 
ultimately strengthen domestic balance sheets. U.S. growth in 
the last few decades may have been financed and sustained by 
persistent credit growth. However, if the U.S. trade balance 
returns to a surplus position in the next few years, U.S. eco-
nomic growth may be financed less by balance sheet leverage 
than by the spending of foreign buyers. 

Chart 8: U.S. emerging world trade ratio*
*Ratio of U.S. exports to emerging economies divided by U.S. 
imports to emerging economies. Trailing 12-month export to 
import ratio
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Trade deficits also historically lower price inflation. At its 
worst, the U.S. experienced a trade deficit close to 6% of real 
GDP. Chronically leaking domestic spending toward foreign 
shores kept the pressure off domestic productive capacity and 
the U.S. labor force. It is no coincidence the U.S. experienced 
disinflation most of the time in the last 30 years when it en-
dured the largest and most prolonged era of persistent trade 
deficits. In the next several years, however, if the U.S. trade 
balance does improve from deficits to surpluses, renewed do-
mestic pressures may surface. Nearly opposite to the last few 
decades, trade improvements may pressure capacity utilization 
rates, labor unemployment rates, cost-push price inflation, and 
interest rates. Adding newfound demand growth from abroad, 
after more than a decade when the country has not added to 
industrial capacity and while the growth of its labor force is 
noticeably slower due to aging demographics, could surpris-
ingly alter inflationary possibilities. 

Better U.S. international trade performance should help the 
overall stock market by boosting earnings growth expecta-
tions along with improved economic growth. However, should 
persistent trade improvement produce problematic inflation-
ary/interest-rate pressures, both the stock market and the 
economic recovery could be prematurely aborted. We put the 
odds of a precarious and troubling inflationary problem during 
this recovery at about 20%. Most likely, in our view, constant 
U.S. trade improvement during the balance of this recovery 
will augment stock market performance.

Finally, three investment themes stand out as major benefi-
ciaries should the U.S. economy embark on a multiple year 
period of trade improvement. First, as shown in Chart 9, U.S. 
manufacturing stocks (comprised by the industrials, materials, 
and transport sectors) seem poised to continue to do well 
in a weak dollar/strong trade performance environment. This 
chart compares the relative price performance of S&P 500 
industrial and materials stocks to the real broad U.S. dollar 
index (dotted line shown on an inverted scale). If the U.S. 
trade balance continues to improve, it seems likely the U.S. 
dollar will either remain near all-time record lows or even 
fall further in the next few years. Leadership in the stock 
market therefore may well continue to be dominated by one 
of the biggest losers of the “trade deficit era”—manufactur-
ing stocks. Similarly, as shown in Chart 10, investors should 
also consider keeping a secular overweight toward cyclical 
as opposed to defensive stocks. Lastly, Chart 11 suggests the 
current pullback in small-capitalization stocks may represent 
a good buying opportunity in a sector which historically has 
benefited from U.S. trade improvement.
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Chart 9: Manufacturing stocks versus real U.S. dollar 
index
Left scale—S&P industrials and materials sector indexes, 
relative price performance (Solid)
Right scale—U.S. real broad trade-weighted dollar index, 
inverted scale (Dotted)

Chart 11:  Small cap stocks versus real U.S. dollar 
index
Left scale—Russell 2000 Small Cap Index relative price, relative 
to S&P 500 Index (Solid)
Right scale—U.S. real broad trade-weighted dollar index, 
inverted scale (Dotted)

Chart 10: Cyclical versus defensive stocks* versus real 
U.S. dollar index
Left scale—MSCI cyclical stock index divided by MSCI 
consumer stock price index* (Solid)
*Cyclical versus defensive relative stock performance
Right scale—U.S. real broad trade-weighted dollar index, 
inverted scale (Dotted)
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Summary
Chronic trade deficits have almost become a way of life for 
the U.S. economy. However, the U.S. trade balance has finally 
begun improving in this recovery. Several forces now suggest 
the possibility the U.S. may record a trade surplus before the 
end of this recovery for the first time in over 30 years! 

After a generation of persistent trade deficits, a return to in-
ternational trade competitiveness is likely to significantly alter 
the character of the economy and the performance of the 
financial markets. Investors should consider realigning domes-
tic portfolio exposures to better take advantage of a country 
which may soon become a trade surplus nation!


