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Simply put, lowering the budget deficit right now leads to slower
growth. But reducing the trade deficit would have the opposite
effect. Not only that, but by increasing growth and getting more people back to work in
higher-than-average value-added jobs, a lower trade deficit would itself help to reduce
the budget deficit.
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When we run a trade deficit, as we have since 1976, we are spending more than we are
producing. When that happens, the national savings rate goes into the red. Either
private savings (by households and businesses) or government savings, or both, must be
negative.
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In other words, we’ve been bouncing from investment bubble to deficit spending to
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Still, many critics argue that the budget deficit is a “policy variable” — something policy
makers can control — whereas the trade deficit is set by free markets. But that view is
naive.

Many countries target the value of their currency, buying up dollars to keep their
currency from rising against the dollar. This prevents normal market adjustment, as a
country with a trade deficit would expect to see its currency fall in value, making its
goods and services more competitive. China is the most visible and important currency
“manager,” but there are many others.

These actions can be countered in at least three ways. First, we could pass legislation
that gave the government the right to treat currency management as a violation of
international trading rules, leading to offsetting tariffs.

We could also tax foreign holdings of United States Treasuries, making the usual tactic
of currency managers more expensive. And we could institute reciprocity into the
process of currency management: If a country wants to buy our Treasuries, we must be
able to buy theirs (which is not always the case now).

The Obama administration, however, has not taken such measures, preferring instead
to try to meet its goal of doubling exports by 2015. But there’s a key word missing from
that formulation: “net.”

If you asked me how my basketball team did last night, and I told you, “Great — they
scored 92 points!” you'd presumably want to know how many points the other team
scored. Unless we’re targeting net exports, or exports minus imports, we’re not in the
game.

The administration has other helpful measures in play, including tax credits to
incentivize domestic production. But unless we’re willing to go after exchange rates —
the value of our currency relative to that of our trading partners — we will not be able to
significantly lower the trade deficit.

The impact of doing so would be striking. Suppose the reduction in the value of the
dollar cut the trade deficit by two percentage points of G.D.P. This would directly create
close to 2.8 million jobs, a disproportionate number of which would be relatively
high-paying manufacturing jobs. And that’s not counting the fact that a factory job has
a high multiplier effect, creating more work in other sectors to support it.

If we continue to run large, persistent trade deficits, we have no good choices. We can
offset that exported demand with either bubbles or budget deficits. Or we can go austere
and slog along with unacceptably high levels of unemployment and weak growth.

But if we shift our focus from reducing the budget deficit to the trade deficit, we could
make a big difference, not just in the national accounts, but in the lives of people for
whom that unfavorable math has meant hardship for far too long.

Jared Bernstein is a senior fellow at the Center on Budget and Policy Priorities. Dean
Baker is a co-director of the Center for Economic and Policy Research. They are the
authors of the forthcoming book “Getting Back to Full Employment: A Better Bargain
for Working People.”

A version of this op-ed appears in print on November 7, 2013, on page A33 of the New York edition with the headline:
Taking Aim at the Wrong Deficit.

SAVE E-MAIL SHARE

Get Free E-mail Alerts on These Topics

United States Economy International Trade and World Market

http://www.nytimes.com/2013/11/07/opinion/taking-aim-at-the-wrong-def...

Go to Your Recommendations »
What's This? | Don’t Show

world

ALSO IN REAL ESTATE »
Macy's splurges on a makeover on 34th Street
A stylized sanctuary in SoHo

nytimes.com REAL ESTATE

DISCOVER BOUTIQUE WINES

Ehe New otk Eiwes

START SHOPPING=>

@ winE cLus

Ads by Google what's this?

Alzheimer's research

Study needs volunteers.

Learn more here.

clinlife.com/Alzheimer's_research

Federal Budget (US) Labor and Jobs

MORE IN OPINION (8 OF 31 ARTICLES)

Taking Note: Rape in the Ranks
Read More »

11/7/2013 7:26 PM



Taking Aim at the Wrong Deficit - NYTimes.com http://www.nytimes.com/2013/11/07/opinion/taking-aim-at-the-wrong-def...

Ads by Google what's this?

How Big Is Your Prostate?
Find Out if You are Suffering From
An Enlarged Prostate. See Photo

MedixSelect.com

INSIDE NYTIMES.COM m

HOME & GARDEN » WORLD » OPINION » GREAT HOMES » OPINION » FASHION & STYLE »

Op-Ed: Taking
Aim at the
Wrong Deficit

Reducing the trade

deficit would lead to

more growth, write

Jared Bernstein and

& Dean Baker. )

A Radiance All Their Own Nepal’s Elections Provide a Preserving Character in Op-Ed: When ‘Do No Harm’ Henry Stimler Expands His
Series of Subplots New York Hurts Nightlife Presence

——

© 2013 The New York Times Company = Site Map Privacy Your Ad Choices Advertise Terms of Sale Terms of Service Work WithUs RSS Help ContactUs Site Feedback

MORE IN OPINION (8 OF 31 ARTICLES)
Taking Note: Rape in the Ranks

Read More »

3of3 11/7/2013 7:26 PM



