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Introduction
In the recent political environment, there has been a lot of talk on U.S. trade. Using
Google Trends, search rates for the phrase “trade war” have increased dramatically since the
beginning of 2018. During his
Presidential campaign, Donald Trump
repeatedly labeled China as “a
currency manipulator” while
promising to impose tariffs on Chinese
goods in an effort to decrease its U.S.
exports and increasing U.S.
production. Trump accused China of
unfair trade deals at nearly every rally
of his presidential campaign
(Corasaniti, NY Times). China has
recently seen their currency, the
Chinese Yuan, decrease in value
rapidly against the U.S. dollar since early 2018, shown by the graph above. Some believe that
China’s central bank is purposely devaluing the currency in an effort to make their exports more
attractive when compared to another country or the world, a strategy known as a currency war
(CNN). The Trump administration, in an effort to increase U.S. production and punish China for
what has been called “unfair trade practices”, imposed tariffs on $250bn worth of Chinese
imports (BBC). While tariffs might increase production within the U.S. by making imports more
expensive, this also makes consumers pay higher prices for goods.

Currency wars, tariffs, and other strategies can be used to improve a countries trade
balance. The trade balance is commonly known as the net trade of a country, meaning their
exports minus their imports, but sometimes calculated as exports divided by imports. A trade
surplus, more exports than imports, is thought of as favorable “because it’s like making a profit
as a country” (Amadeo). Theoretically, selling more than you are buying is favorable and can
give a person, business, or country more capital to work with. By having a trade surplus and
producing many exports for other countries, those domestic companies have a comparative
advantage in production. A positive trade balance is not a guarantee of success in a country, as a
trade deficit can be favorable at times. Hong Kong is a country with a large trade deficit caused
by importing so many raw materials before exporting them as finished goods (Amadeo). On the
other side, Romania improved its trade balances by using tariffs to slow imports, then using
income generated from exports to pay off sovereign debt in the 1980s. By raising prices of
imports, this increased Romania’s domestic production and led to a more favorable trade
balance, but decreased the standard of living within Romania. This led to the overthrow of the
regime who enacted these changes (Krauss). The trade balance can be a good indicator of the
financial success of a country, but should not be looked at as the sole indicator of said success.
Quality of life, size, and other factors should be considered.
The purpose of this paper is to determine how various macroeconomic factors influence
our trade balance in the long-run. In the next section, I will review literature on how various
factors have determined a country's trade balance. After this, I will display data on U.S. and
international macroeconomic factors along with the U.S. trade balance. For the purpose of this
paper, all instances of trade balances refer to the formula “Exports - Imports” unless explicitly

said otherwise. This will lead to a regression with the goal of determining which factors explain
the variability of the trade balance. The results from my regression led to 4 specific conclusions:
1. Real GDP is the most significant variable in determining the movement of the United
States’ trade balance. U.S. real GDP also has a larger effect than real world GDP.
2. The exchange rate has no statistical relationship with the U.S.’s trade balance.
3. The U.S. real money supply has no statistical relationship with the trade balance.
4. Time effects that are based on changes in trade policies had no effect on the U.S. trade
balance outside of the variables affected in my model.

Summary of Past Literature

Michael Mussa (1974), in his analysis of a country’s balance of payments, compared two
approaches to an analysis of the balance of payments before and after tariffs. The first approach,
called the real theory, looks at the effect of a tariff on “real” variables like relative prices, trade
volume, consumption levels, and production levels. When the tariff rate is increased, the imports
decrease while the value of exports at world prices decreases by the same amount. While
domestic income increases, expenditure increases, also by the same amount. Based on this
model, tariffs have no effect on the balance of payments.
The monetary model includes behavior with respect to money. The demand for money in
this model is proportional to nominal income but dependent on interest rates of domestic
securities. Mussa (1974) found that the change in a tariff rates effect on the money balance is
proportional to the change in income, given the assumption that the money supply changes only
through changes in the balance of payments. This assumption is unreasonable for the United
States, as the money supply can be changed by monetary policy and not only through changes in

the balance of payments. While the monetary approach is considered necessary for finding the
effects of tariffs on the balance of payments, it may not be suitable for the United States.
Jonathan Ostry (1992) found that tariffs had no effect on the real exchange rate, real trade
balance, and real output (foreign and domestic). Ostry (1992) used 5 different data sets, looking
at the short run and long run data. While bilateral trade statistics weren't affected by tariffs,
tariffs were found to have significant effects on the volume of international trade. Ostry (1992)
found no significant effects of tariffs on trade flows or real exchange rates.
Looking to see which variables had long-term effects on a country’s trade balance,
Mohsen Bahmani-Oskooee (2002) used a cointegration technique. Bahamni-Oskooee wanted to
see if, while the trade balance can be somewhat unpredictable, certain variables had patterns with
the trade balance and could be looked at as determinants of which direction the trade balance
would go. In his data analysis, the full employment budget had a long-run relationship with a
country’s trade balance and current account, with a budget deficit increasing a trade deficit.
By looking at the M2 measure of money supply, Bahmani-Oskooee (1992) found that a
decrease in the money supply should increase the trade balance. Theoretically, a decrease in the
money supply would strengthen a country’s currency, making their exports less attractive and
their imports more attractive, decreasing the trade balance measure (Exports over imports in this
paper). A decreased money supply would also lower the country’s GDP/income growth, which
would decrease imports and has no effect on exports. Bahmani-Oskooee (1992) found the
opposite, in that decreasing the money supply leads to a higher export-import ratio. The
decreasing money supply would decrease the TB measure (from a stronger currency) while
increasing the TB measure (from lower income decreasing imports). Bahmani-Oskooee (1992)

found that the lower GDP had a far greater impact on the trade balance than the stronger
currency, which is why decreasing the money supply increased the trade balance.
The full-employment budget, a variable used to represent government fiscal policy, was
also found to have a long-run relationship with the current account and trade balance, with a
decrease in the budget causing a decrease in the trade balance. This also means that
contractionary fiscal policy would improve the trade balance, meaning a higher exports-toimports ratio. The full employment budget was defined as the real natural federal surplus.
The most interesting finding was that real or nominal exchange rate changes did not have
any long-term effects on the current account or trade balance. Prices did not appear to have any
long-term effects on a country’s trade balance. This paper suggests that fiscal policy is a good
way to manipulate the U.S.’s trade balance, going against other claims that fiscal policy would
have little effect on trade measures.
Conflicting with Bahmani-Oskooee’s results, Olugbenga Onafowora (2003) saw a
statistically significant relationship between exchange rates and trade measures. Onafowora
(2003) looked at real exchange rates and how they affect trade balances within Asian countries.
Some countries have employed the tactic of devaluing their own currency, theoretically
increasing exports and improving the trade balance. Onafowora (2003) looked at 3 specific
countries, Thailand, Malaysia, and Indonesia, and analyzed their bilateral trade balance with the
U.S. and Japan along with their exchange rates. It also should be noted that Onafowora looked at
bilateral trade balance as opposed to their trade balances with the world.
A devalued currency increased the volume of exports (known as the “volume effect”).
The higher real exchange rate also increased the value of each import (known as the “import
value effect”), diminishing the effect of increased exports. The increased value of each import

takes effect more so in the short-run than the volume effect, which would cause the trade balance
to decrease. The volume effect is believed to take effect more so in the long run, creating a “J”
line on a graph with TB on the Y-axis and time on the X-axis.
In 5 of the 6 cases analyzed, the depreciation in domestic currency caused an initial
worsening in the trade balance. This typically lasted about 4 quarters before beginning to
improve over the long-run. 1 case, Thailand and its bilateral trade balance with Japan, saw an
initial improvement, followed by a worsening and then improving again in the long run. While
the 5 cases followed the J-curve effect, the 6th case followed the S-curve pattern (The S-curve is
much like a J-curve but with 2 changes in direction instead of 1). In conclusion, a devaluation of
the domestic currency (increase in the real exchange rate) was seen to cause long-term
improvement in bilateral trade balances.
In a study done by Lane and Milesi-Ferretti (2002), they found a negative long-run
relationship between trade balance and the real exchange rate, as expected. This followed general
intuition, as a devalued currency would increase exports and increase imports. While BahmaniOskooee looked at the U.S. trade balance specifically, Lane used data from 21 different
countries. Lane (2002) also separated his data into 3 groups: the full sample, G3 countries
(Germany, Japan, United States), and non-G3 (full sample, less G3). Lane did not find any
relationship between exchange rate and trade balance in the G3 countries alone, but found
significance in the non-G3 and full sample groups.
The model made by Pacheco-Lopez (2005) found that trade liberalization prior to
NAFTA increased the growth of both Mexico’s exports and imports, with imports responding
earlier. NAFTA (enacted in 1994) showed no effect on Mexico’s export growth with a
“statistically significant effect” on import growth. Given changes in domestic income and the

real exchange rate, the study suggests, the import growth rate was 84% higher after 1994. She
also found that the trade reforms of 1980 have decreased the trade balance (imports growing
faster than exports). Export growth was slower than imports, making the ratio of exports to
imports lower. Pacheco-Lopez found that, in this application, free trade was not found to
guarantee an increase or decrease in the balance of payments or trade balance.
From the past studies, it appears that monetary policy could be the driving force behind
the trade balance, as well as exchange rates. Bahmani-Oskooee (1992) suggested that fiscal and
monetary policy can be used to manipulate the trade balance. His paper also suggested that the
exchange rate (real and nominal) had no effect on the trade balance in the long-run. This goes
against the results of Lane (2002) and Onafowora (2003), which showed that depreciating
exchange rates improved the countries trade balance (exports - imports). What was significant
was that Lane found no relationship between exchange rate and trade balance when only looking
at G3 countries (Germany, Japan, U.S.). While Lane and Bahmani-Oskooee had different final
points, they both found no relationship between exchange rate and trade balance with the United
States. Onafowora also found a long-run relationship while only looking at countries relatively
smaller than the U.S. and using bilateral trade balances and not total trade balances.
It appears that, in the long run, domestic GDP is what determines the trade balance. The
change in money supply can affect the exchange rate, which appears to affect a smaller country’s
trade balance but no significant effect on a larger country’s trade balance. The change in money
supply also can affect a country’s GDP, which was shown to affect the trade balance (shown in
Bahmani-Oskooee’s analysis of the U.S. TB). GDP growth relative to the world would make
sense intuitively as a trade balance determinant. If a country suddenly had more income than

others, it would increase spending on imports, worsening their trade balance ratio, and vice
versa.
Another note of interest was that tariffs were found to not affect the trade balance in the
long-run trade measures (from Ostry’s research). While all the variables I have described appear
to have some effects on the short run trade balance, only GDP looks to affect the trade balance in
larger countries (with exchange rate having an effect in smaller countries).
By seeing how tariffs and other macroeconomic events in previous time periods have
impacted a country’s trade balance, one could apply these concepts to the current situation the
U.S. is in. By predicting each component of the trade balance using historical data and
predictions based on what has happened, a prediction could be made on how the United States’
balance will change if at all.

Data Analysis

Based on previous research, I chose 6 variables to collect data on and see how they
affected the U.S. trade balance. I collected data on GDP and inflation from both the U.S. and
World to see if the income effect described in Bahmani-Oskooee’s paper could be seen.
Bahmani-Oskooee (1992) also saw the money supply of the domestic country play a factor in
their trade balance, concluding his paper by saying that monetary policy was the best way of
increasing/decreasing the trade balance. For this reason, I also included the money supply,
specifically the M2 money stock, in my data.
Pacheco-Lopez (2005) saw that changes in world trade policy had an effect on Mexico’s
trade balance. By using dummy variables to show different time periods, she was able to see if

certain periods affect the trade balance differently than others. Because of this, I will also use
dummy variables to represent different periods in the U.S.’s history.
Using data from 1981-2017, the first significant trade agreement was NAFTA, the North
American Free Trade Agreement, which took effect in 1994. In 1995, the World Trade
Organization (WTO) took effect to become the largest international economic organization, with
164 current members. The organization has laid out steps to handling trade disputes and
negotiations, lowering trade barriers within members. In December of 2001, China joined the
WTO in an effort to become more integrated with the World economy. This allowed China to
liberalize more sectors and bring inflows of foreign investment while following many more rules
on foreign trade and intellectual property. The period between 2008 and 2009 marks the
beginning of the Great Recession. Dummy variables will be used for these periods.
Based on work by Mussa (1974) and Ostry (1992), tariffs were found to not have a
significant impact on a countries trade balance. Mussa (1974) theorized that an increase in the
tariff rate would decrease imports while increasing a countries GDP. With the increase in
income, expenditure also increased by the same amount, causing no effect on the trade balance.
Ostry (1992) found that tariffs only changed the overall volume of international trade and not a
country’s trade balance. For these reasons, I decided not to include any variable representative of
tariff rates in my data.
After studying 3 Asian countries and their exchange rate’s effect on the trade balance,
Olugbenga Onafowora (2003) saw a significant relationship between the two. Lane (2002) also
found a significant relationship between exchange rate and trade balance, but only in non-G3
countries, suggesting it may only be a factor in smaller countries. To see whether this was true
for the U.S., I chose to include the exchange rate in my data set. Since there is no “World

Currency”, the U.S. Federal Reserve System created a trade-weighted index to show “A
weighted average of the foreign exchange value of the U.S. dollar against the currencies of a
broad group of major U.S. trading partners” (Federal Reserve Bank of St. Louis). While there
other options of World currency substitutes, I felt this was the best as it weighed currencies
based on which countries the U.S. was trading with at the time. This gives an accurate view of
the exchange rate the U.S. truly had in their trade with the world at any specific time.

Table 1 shows the initial statistics calculated at the end of each period. Along with initial
data, the average, standard deviation, R-squared (with USTB as the dependent variable) and
correlation with USTB is shown. The trade balance was calculated as (Exports-Imports). World
GDP in this paper has had U.S. GDP subtracted from it, representing “the world less U.S.”.
U.S. GDP has a correlation with USTB of -0.85, suggest that when GDP increases, the
trade balance gets lower. When GDP increases (all else equal), Americans have more income
and will theoretically spend more, increasing imports relative to exports and lowering the trade
balance. This theory is consistent with findings from Bahmani-Oskooee (1992). Surprisingly,
World GDP also has a negative correlation with USTB.
The U.S. and World price index was calculated from inflation data, using 1980 as a base
year to show the price index in this period. The U.S. Price Index has a negative correlation with
USTB, suggesting that when inflation is positive (the dollar is losing value), trade balance gets
worse.
High inflation would make exports more attractive and increase TB, consistent with the
study done by Lane (2002). The opposite is seen in the data, as an increase U.S. price index is
decreasing USTB. This is likely shown for two reasons, the first being that world inflation isn’t
factored in. If world inflation is higher than U.S. inflation (which it was on average), then
increasing world inflation would be increasing the value of a U.S. dollar if coupled with higher
world inflation. The other reason would be that exchange rates have no significant effect on the
trade balance of a large country like the U.S. In his study, Lane (2002) found that larger
country’s trade balances were unaffected by changes in exchange rates.

When looking at this table, the U.S. M2 money supply has a -0.77 correlation with
USTB. This is consistent with research by Bahmani-Oskooee (1992) that a decrease in money
supply leads to an increase in the trade balance.
The R-squared of each variable’s relationship with USTB was also calculated, with
USGDP having the highest at 0.73, meaning about 73% of the variability can be explained by
changes in U.S. GDP. This is considerably high, suggesting that domestic income has a large
impact on their trade balance. Every variable except ER has an R-squared above 0.58, while ER
has an R-squared of only 0.35, suggesting it has a considerably lower effect on the trade balance
than every other variable.

Table 2 shows a correlation and R-Squared matrix between each variable, using the initial
data. The highest correlations are between the U.S. price index (US PI) and USGDP and the
World price index (W PI) and USGDP, both with correlations above 0.99. USMS and USGDP
also have a correlation of 0.9738. USTB has the highest correlation and R-Squared with USGDP,
making it seem to be the most important factor of these variables. Then looking at GDP, inflation

(both U.S. and World) and USMS have the highest correlations and R-Squared. Based on this,
manipulating the M2 money supply (USMS) to change GDP growth and inflation would be an
effective way of increasing or decreasing the U.S. Trade Balance, consistent with BahmaniOskooee (1992)’s work.

Table 3 shows the growth rates of the same statistics from Table 1. While U.S. and World
GDP growth was very similar (5.14% average growth per year compared to 5.95%), this is
misleading. Inflation is not factored in, which would drastically change these numbers
considering the U.S. price index increased an average of 2.39% each year compared to the world
increasing 5.38% each year. Along with this, the standard deviation is 2.23% for the U.S. and
almost 7.5% for the World, making it 3 times as volatile.
Looking at the U.S. inflation, almost all of the highest values came in the 1980s and early
1990s, with the only other year inflation was above 3% being 2005 and 2006.
The exchange rate had an average growth of 0.81%, meaning the dollar slightly decreases
in comparison to World currency each year. This is somewhat contradictory as world inflation
has increased faster on average than U.S. inflation.
Looking at 1998, the trade balance decreased by 53.45%. U.S. GDP increased by 5.58%
(compared to World GDP falling by 2.45%) and the U.S. M2 money supply also increased by
6.14%. This increase in income would likely cause Americans to purchase more relative to the
world, increasing imports into the U.S., decreasing our trade balance.
The exchange rate also decreased by 5.52%, making the dollar stronger compared to a
world currency. This would suggest a decrease in the trade balance due to attractive exchange
rates for non-U.S. trade partners, consistent with the data shown.

Table 4 shows compound annual growth rates for 4 different time periods. The first time
period, 1982-1993, is meant to show data up until NAFTA took effect in 1994. 1994-2001 is
meant to show the effects of NAFTA while going up until China joined the World Trade
Organization (China joined in December 2001). 2002-2008 shows the data until the U.S.
financial crisis, while 2009-2017 covers the crisis and data since then.
Looking at the growth rates before and after NAFTA, U.S. GDP dropped from 6% annual
growth to 4.8%, while World GDP dropped from 6.5% to 1.35%. The U.S. dollar also was
decreasing in value before NAFTA while increasing in value relative to other currencies. After
NAFTA, the U.S. Trade Balance decreased faster than before (-17.65% after NAFTA and 11.97% before). This could be explained by U.S. GDP growing much faster than the World GDP
in this time period, resulting in Americans buying much more and importing more as a result of
increased income and trade liberalization. With World GDP slowing in this time, the U.S. likely
did not export as much, causing the trade balance to lower the fastest.
Looking at the totals, the trade balance has steadily declined even as World GDP
increased slightly more than U.S. GDP (More world income would theoretically increase U.S.
exports and increase USTB). While nominal GDP growth was close between the U.S. and
World, inflation was over twice as large with the world than the U.S.

Table 5 shows the values from the initial values table adjusted for the change in price
levels, showing “real” values. These were calculated by taking that years value and dividing it by
the corresponding price index, then multiplying by 100. One thing to note is that real USGDP is
only slightly less than real WGDP, meaning the U.S. makes up almost half of the world GDP, as
WRGDP is still less-U.S. When looking back at table 4, the world experienced inflation twice
the size as the U.S. and very similar GDP growth. This, along with the fact that these numbers
are displayed in “1980 dollars”, may explain why U.S. real GDP is almost half of the entire
world’s real GDP. The RWGDP correlation with USTB is also now negative, following the
concept that more world income would increase U.S. exports, increasing the trade balance.

Table 6 shows compound annual growth rates of the real values in Table 5. In the period
after NAFTA (1994-2001), USTB decreased at its fastest rate of almost 16% per year. During
this period, U.S. RGDP grew the fastest increasing 3.14% each year, and World RGDP
decreased the most decreasing by almost 3% each year. With U.S. income decreasing,
expenditures would theoretically increase along with imports, decreasing the trade balance.
Along with this, a decreasing world RGDP would decrease global expenditure and U.S. exports,
also decreasing the trade balance. These two variables could explain why this period had the
fastest drop in the trade balance.

From 2002-2008, world RGDP increased 6% compared to the U.S.’s 2% growth. This
would theoretically cause the trade balance to increase, but it only decreased slightly less than
the 1982-2017 rate.

Model Results

For my model, an ordinary least-squares regression was used. By using all of these
variables simultaneously against the trade balance, one can see how one variable can affect the
trade balance, ceteris paribus.

Model 1 used U.S. real GDP, world real GDP, the real exchange rate, and the real money
supply, with the real trade balance as the dependent variable. In this, U.S. real GDP had a tstatistic of -2.05 and a negative coefficient. This is consistent with previous research that a

positive change in U.S. GDP would negatively affect the trade balance by increasing imports. Its
p-value is also at 0.049.
Real money supply has a positive coefficient, suggesting an increase in the money supply
would increase the trade balance. While previous research concluded that increasing the money
supply would decrease the trade balance, this was thought to happen because of the increasing
income and expenditure from increasing the money supply. In this case, U.S. real GDP is held
constant, and an increase in the money supply is increasing the trade balance. While this might
follow intuition, its p-value is 0.141 and isn’t statistically significant.
Model 2 uses the rates of change for the same variables. In this model, real U.S. GDP
growth is shown to be very significant to the trade balance, with a t-value of -3.48 and a p-value
of 0.002. U.S. GDP has consistently shown to be the most significant factor in determining the
direction of the trade balance.
Money supply growth also now has a negative coefficient, suggesting a decreasing rate of
change in the money supply would lead to an increasing rate of change in the trade balance. With
a p-value of 0.513, however, mu is no longer significant.
World real GDP is also significant at the 10% confidence level with a positive
coefficient, suggesting an increase in world real GDP would increase the trade balance. World
GDP is also more significant when using rates of change as opposed to the levels of each
variable. These results are consistent with previous research that, when world income rises
relative to U.S. income, U.S. exports would increase faster than imports and the trade balance
would increase.
Model 3 uses 3 dummy variables used to represent the periods used in tables 4 and 6.
This model only returned an adjusted R-squared of 0.2775, with none of the dummy variables

returning a p-value lower than 0.23 or a t-value larger than 1.3. Based on these results and
holding constant domestic/world growth, monetary policy and exchange rates, these time periods
had no significant impact on the trade balance, suggesting these changes in trade policy had no
effect on the trade balance outside of the variables in the model.
In the model 3, both real U.S. GDP growth and real world GDP growth were statistically
significant, with U.S. having a positive coefficient and the world having a negative coefficient.
When holding the periods constant, real world GDP became more significant.
Looking at all of the models, the real exchange rate had the lowest t-values and highest pvalues. Exchange rates were seen to have very little impact on the trade balance. This has been
consistent with Lane (2002)’s theory that larger countries’ trade balances are unaffected by
exchange rates.
In all 3 models, real U.S. GDP was significant holding all else constant, while real world
GDP was significant in models 2 and 3. The coefficient of U.S. real GDP was almost 10 times
the size of the world’s. A 1% change in the growth rate of the U.S. GDP rate of change would
change the trade balance growth rate by 10% in the opposite direction, while a 1% change in real
world GDP growth would change real U.S. trade balance growth by 1%. U.S. GDP appeared to
have a more significant effect on the trade balance. While the rate of change in world GDP was
shown to have a positive effect on the trade balance rate of change, the impact was much less
than U.S. GDP’s effect.
The U.S. money supply was never seen as significant to the trade balance. A reason for
this is likely that GDP in the U.S. and world are held constant. The money supply was seen as a
driving force in changing the trade balance because of its effect on GDP.

Conclusions

The objectives of this paper have been to use regression analysis to identify the
determinants of the U.S. trade balance. Based on previous research, tariff rates were found to
have no effect on the trade balances. While they were found to affect overall world trade by
volume, they do not appear to have an effect. The results from my regression led to 4 specific
conclusions:
1. Real GDP is the most significant variable in determining the movement of the United
States’ trade balance. U.S. real GDP also has a larger effect than real world GDP.
2. The exchange rate has no statistical relationship with the U.S.’s trade balance.
3. The U.S. real money supply has no statistical relationship with the trade balance.
4. Time effects that are based on changes in trade policies had no effect on the U.S. trade
balance outside of the variables affected in my model.

Using an ordinary least-squares regression, U.S. GDP was seen to have the largest and
most significant effect on the U.S. trade balance. The effect was negative, suggesting that
increasing U.S. GDP will increase imports more than exports, worsening the trade balance.
World GDP was also found to have a small effect on the U.S. trade balance. Finally, the world
exchange rate (trade-weighted index) was found to be insignificant in its effect on the trade
balance. Other research has found that exchange rates may affect trade balances, but not for large
countries like the U.S.
Looking forward, the U.S. trade balance will be determined by our GDP growth relative
to the rest of the world. While there may be considerable talk about trade negotiations, tariffs,
and counter-tariffs from other countries, these actions will not likely impact our trade balance.

Fluctuating exchange rates will also not appear to affect our trade balance. While the money
supply was being decreased in late 2018, it is currently being held stable. If the money supply
was to be decreased again, our GDP would see a drop in growth and, due to the decreased
consumption, our trade balance would increase due to a resulting increase in exports relative to
imports.
Looking at further research on the determinants of a country's trade balance, fiscal policy
should be researched and its effect on world trade. Tax revenue, government expenditures, or net
federal spending (Tax revenue - government expenditures) could be used as measures of fiscal
policy. Seeing how our trade balance is affected when taxes are raised or when the government
cuts spending could have a significant effect on our trade balance. The U.S. money supply was
seen to have a positive effect on the U.S. trade balance when U.S. and world GDP was held
constant.
These conclusions are important in seeing what determines our trade balance but has not
answered what the implications of this can be. Looking at the compound annual growth rates of
U.S. real GDP and the real trade balance, our real GDP has increased by 2.6% on average each
year while our real trade balance has decreased by 7.52% on average each year. Despite the
increase in imports relative to exports, our real GDP has grown from 1982-2017 while the
world’s real GDP has only increased by 0.31% on average each year over the same period. For
further research, determining the factors that trade balance influences instead of what influences
the trade balance would be interesting. As seen in articles by Amadeo and Krauss, a trade surplus
is not always good for a country, while other countries do very well while running a trade deficit.
Determining how a change in the trade balance effects citizens of the country would be a fitting
paper to pursue.
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