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Inflation in Industrial Countries
(Distribution of five-year averages of year-on-year
CPI inflation across countries)
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Emerging Asia?




— Other advanced economies

— Other developing economies
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Back to school:
An Important identity

tradervalance =net capitall outhiows




Conventional View on U.S. Current Account Deficit: Cathy: Mann

“At some point, global investors will decide that U.S. assets
account for a big enough share of their portfolios and so will
step acquiring more of them. At that point, asset Prices,
Including Interest rates and the exchange value of the delliar,
willFadjust; reflecting) the change: effsentimenitin the markets, A
change In the value oif the dollar alone weuld narrow: the: trade
gap fera while,; but the deficit Woutld seen begin terWiden
again.

o put the U.SL currentt account and trade: deficits back en’ a
sustamable path will“reguire structural referms 1 the United
States; and Its trading partners that encourage faster glebal
growth;, boeoest U.S. household saving rates, better prepare U.S.
workers for technoelogical changes In the gloebal econemy, and
open up markets for U.S. exports, particularly of services.”




What, Me Worry?: Dick Cooper

“Much of the excess saving In the rest of the world comes to
the United States; It exceeds Investment abroad by
Americans and accounts for the large current account deficit
off the United States.”

“fihe United States; has Investmenit oppertunities that produce
RIgher yields than) Japan and Eurepe’ and that are less velatile
and mere secure than nvestments 1nrmany  emerging
markets.”

“Noreover, the US ecenomy. s large (accountingl for a quarter
te a thirdl of the world econemy) and has especially well-
developed financial markets, accounting fer hall off the world’s
marketanle securities.”

“It Is not surprising, then, that funds from all around the
world are invested in the United States, as well as In
Australia, Britain, and Canada, which while much smaller than
the United States share some of 1ts other desirable
chara(iteristics and are also destinations for much foreign
capital.”




Talk of the Town

June 22, 2006 (Bloomberg News story)

Former Treasury Secretary Lawrence H. Summers said last week at a
Boston Federal Reserve Bank conference on glebal imbalances on Cape
Cod, Massachusetts. that the $800 billion U.S. current account deficit
represents a risk to the gleball econemy: and! that If its decline Isn't
carefully: managed, It could lead te a world recession.

IR conibrasty; iseverali ol the etherr conlerence: speakers; including; Harnard
economist Richard IN. €Cooper andl economist Peters Garber: off [Deutsche
Banik, pertrayed the deficits as relatvely benign:

And a large majoerity: oif the reughly 75 econemists and academics present
indicated by a show: of hands that they expect the current account deficit
eventually te shrink smooethly te a sustainable level.

The next day, the bank's research director, Jeffrey C. Fuhrer asked how
many thought there was at least a 10 percent to 20 percent probability
that a financial crisis would force the adjustment to occur. A similarly
large majority held up their hands to that as well.
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Saving, Investment, and Current Accounts
(Percent of world GDP)
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