Can Global Imbalances Continue? The State of the United States Economy
1. Introduction
This study critically examines the structural causes of economic imbalances, focussing on the high current account deficit of the United States. Evaluating whether this current account imbalance is good or bad for the global economy requires an understanding of the underlying characteristics of the US as an advanced capitalist economy which provides markets for the savings of surplus countries. This function is seen by critics as unsustainable in the long term and sometimes as the main factor causing uncertainty and hindering growth in the global economy (Wade, 2017; Wolf, 2008a). 
The US has been running deficits on its current account since the early 1990s. The deficit fell below zero in the Clinton Administration, then rose under the George W. Bush Administration and has followed an upward trend since. Current account deficits and surpluses have caused dislocations in both developing and advanced economies. The IMF’s (International Monetary Fund) External Sector Report (2018b) estimates that 40-50% of global current account imbalances are now excessive, with the largest excessive deficits being concentrated in the US and the UK. The IMF defines “excessive” as “not explained by countries’ fundamentals and desirable policies (emphasis added).”
As long as a country runs a current account deficit, it must sell assets to the rest of the world in order to finance a portion of its imports and international income payments. The IMF (2018a) warns that, “Because of the risk that foreign lending dries up, deficit countries face greater pressure to balance their international accounts than surplus countries do to balance theirs. But when the adjustment comes, both debtor and creditor countries lose. The adjustment in the aftermath of the global financial crisis is a not-too-distant reminder of that.” The policy approach recommended by the IMF to deficit countries includes fiscal consolidation, reducing the generosity of pension systems, and market reforms to labour costs – measures that seem likely to be politically inflammatory in countries already long subject to relative stagnation (or decline) in incomes, demographic ageing, growing private households debt, and decline in the quality of basic infrastructure.
Unsurprisingly, after years of austerity measures of the type the IMF recommends, the capacity of the capitalist system to achieve stability, prosperity and peace through self-regulation is being called into question by both professional economists and the public at large (Wolf, 2018a).
We will also discuss the impact of Covid-19 pandemic on the US economy. To understand the adverse impact of the corona pandemic on the economy, we need to analyse its effect on different industries. Consumption makes up 70% of the US GDP, but consumption has dropped as businesses close and as households postpone about major purchases as they worry about their finances and their employments. In the US, investment makes up 20% of GDP, but businesses are postponing future investment as they wait for full picture of the corona. Tourism music, sports, entertainment, and restaurants constitute 4.2% of GDP. With restaurants and film theatres are closed and the manufacturing sector constitute nearly 11% of the GDP, but most of this is now disrupted, because global supply chains industries and companies have shut down in anticipation of reduced demand. 
According to the IMF forecast, the US economy will shrink by almost 6% this year, compared with a contraction of about 7% in the EU countries and 5% in Japan, while the other experts estimated an annualised second-quarter decline in the US could be as much as 40%. However, if the government were not spending several trillion US dollars to keep businesses afloat, wages to unemployed and benefits to poor sections of the society, the damage would be worse. Over three months has passed since national lockdown was declared in US to limit the spread of Covid-19, during which time it has become clear that the country is also heading for its deepest recession since the ‘Great Depression’. 
The US and UK governments have pumped trillions of dollars into their economies and have reduced interest rates to combat recession. For instance, the UK government has launched a job retention scheme to pay up to 80% of the workers’ wages. Nearly 400,000 companies have applied to pay nearly 3 million people through furlough payments, which have cost the UK government £2 billion until now. There is also a similar scheme to compensate five million self-employed workers. Unfortunately, many millions will not be covered under such plans. For businesses, the government has provided up to £300 billion of loans although few of these have so far been awarded by the banks responsible for processing them.
This study will examine global imbalances in historical perspective to better understand the current situation. First, we note that these global imbalances have been defined as “external positions of systemically important economies that reflect distortions or entail risks for the global economy” (Brake et al, 2010). This definition, which accords with the view of the IMF, outlines important features of global imbalances and indicates that the inner disequilibria of large advanced economies could be of relevance to the rest of the world. It has been argued that the US current account deficit cannot be remedied through a temporary nominal deflation of the US dollar alone and that it will also require some strong policy measures to address the domestic imbalances in the US economy (De Cecco, 2012). 
Some mainstream economists see current account imbalances not as a source of potential instability but rather the result of emerging markets’ objective of increased accumulation and export led growth (Taibbi, 2018; De Cecco, 2012). They argue that global imbalances should not be a source of concern. After the 1997 East Asian crisis most of those countries felt a strong desire to raise their US dollar reserve holdings sharply. However, as a result, substantial US dollar reserves haveled to allocative inefficiency through net transfer being made from low-to high-income countries. This phenomenon is known as Lucas’ Paradox. 
Under this economic situation Keynes (1980) argued that in fact a greater burden lies on surplus countries: “The objective of the new system must be to require the chief initiative from the creditor countries, whilst maintaining enough discipline in the debtor countries to prevent them from exploiting the new ease allowed them in living profligately beyond their means” (Keynes, 1980:30). Keynes famously argued in his book The General Theory of Employment, Interest and Money (1936/1973) that the main concern during the Great Depression was to take capitalism out of crisis, which required government regulation of the market. During such a crisis, consumption and investment have to be increased and if private investment is lacking then government has to take the initiative. Keynes also favoured regulation of financial markets. For Keynes, the main cause of the economic crisis was lower investment. If capitalists increase the level of investment, leading to an increase in GDP, then recession can be averted. Critically, however, because capitalists aim merely to raise profits and accumulate wealth this can be achieved either by raising productivity or by cutting wages, the latter leading to lower aggregate demand and a reduction in production capacities. 
The increased financialisation of the past three decades and stagnation in the labour share of national income in the advanced economies are together largely responsible for rising inequality in income distribution because they decouple improvements in the personal income of households from improvements in macroeconomic performance (ILO, OECD, 2015). Financial investments – largely speculation – continue to grow at a faster rate than growth in GDP and investment in real production. However, in an era of declining investment in the real economy this rapid growth in speculative financial investment requires and demands higher levels of debt from households. (Armstrong and Siddiqui, 2019)
The global financial crisis of 2008 illustrated the inability of capitalism driven by neoliberal policies to resolve the contradictions of this new economic environment. The monetary system under the neoliberal model has contributed to global financial instability and has ultimately adversely affected the global economy. For developing countries, who rely heavily on trade and capital inflows for their economic growth the failure of the global reserve system to provide sufficient international liquidity during the crisis highlighted their vulnerability to economic forces beyond their control. (Patnaik and Patnaik, 2016; World Bank, 2017)
The research question is as to why in recent years the US economy has created these huge deficits. The methodology of this study is chosen carefully in order to answer the research question. The research method of this study is based on analysing the data provided by the international institutions and published reports and also intends to critically examine the relevant studies in order to answer the research question. 
The US households have also accumulated huge debts to finance their consumption. On these issues Wolf notes: “[A]ny country that receives a huge and sustained inflow of foreign lending runs the risk of a subsequent financial crisis because external and domestic financial fragility will grow… Cheap money encouraged an orgy of financial innovation, borrowing and spending” (Wolf, 2008a:13).This is, however, an incomplete account because the mortgage-backed securities and the derivatives based on them, which were the ultimate cause of the 2008 financial crash, were dependent on higher levels of indebtedness by “miserable victims” who largely “turned out to be poor, non-white, and elderly” (Taibbi, 2018).
Certainly, easy access to money can induce people to borrow and spend but there are also other forces influencing their spending and consumption decisions. Marketing, in particular, seems to be playing an increasingly crucial role in sales. Many corporations spend a tremendous amount of money to promote and sell their products and under monopoly capitalism this trend has risen sharply. As Baran and Sweezy (1966) have pointed out under monopoly capitalism, price competition is replaced by product differentiation and the building of a loyal consumer base. Multi-national corporations allocate huge amounts of money for advertising, marketing and the development of large ranges of different products. At the same time capital came to depend on the support of its country of origin to defend its interests and also to provide help against rivals. According to Baran and Sweezy, the growing interdependence of states and capitalists has given rise to an intensification of geo-political rivalries that could lead to armed conflict. The recent clash between the US and France over the latter’s plan to tax Google, Amazon and other tech giants is illustrative. (BBC News Online, 2019)
In fact, the present level of advertising is much greater in the US than other advanced economies. For example, total advertising expenditure in the US is greater than the sum of the other advanced economies such as UK, France, Germany, Holland, Italy, Spain and Japan. The constant bombardment through marketing and advertising increases the psychological and social pressures on people to buy more. It is well known that consumer demands are not endogenous but shaped by exogenous institutional processes and especially by corporate advertising. Indeed, although rational choice theory has not been abandoned the relatively new discipline of behavioural economics has placed much more emphasis “on the ways in which consumer decision-making may not be fully rational and how firms can exploit such consumers” (Fatas & Lyons, 2013). Moreover, under oligopolistic markets, such as those we find in US tech industries, intense rivalry and competition can easily lead to high investment in product innovation and differentiation. 
The period of relative global stagnation and instability in which capitalism finds itself is evidenced by slow growth rates. The world economy has been growing at around 3.3% annually since 2008, compared to 4.5% in the earlier decade. Much of global growth between the years 2009 and 2018 has been due to growth in China, which was stimulated by government investment in infrastructure (Siddiqui, 2020a; Sahoo et al., 2010). Indeed, China has become a significant global economic power in recent years, while the US and European countries have witnessed relatively little growth. However, China still cannot adequately counter the effect of stagnation and lack of demand from major advanced economies.
A recent study by Bullard et al (2017) points out that although the US economy is still the world’s largest, between 2008 and 2016, there was an average 20% annual shortfall in fixed capital investment, which has adversely impacted GDP growth and output. Despite this relative lack of growth the US still functions as a major source of demand for the global economy, thereby pulling much of the rest of the world economy. Indeed, since the early 1980s, the current account deficit of the US has risen to very high levels. This has no doubt benefited China, India, (Siddiqui, 2018a) and a few other emerging economies but did not benefit the majority. Germany has also followed the mercantilist approach, which focuses on exports, and as a result the country has been running the largest surplus of any economy in the world since 2010. This policy has suppressed domestic wages and demand, despite increases in productivity. (Jason, 2015)
Since the global financial crisis of 2008, the world economy has not seen consistent growth comparable to that of earlier decades; rather output recovery has been limited and fragile. Moreover, the recent employment increase in the US and Europe has not reduced inequality nor has it sustained meaningful wage increases for the majority. Global capitalism and its economic system have been unable to deliver steady growth and prosperity for nations and at the same time persistent attacks against trade unions together with unbalanced fiscal policy have reduced workers’ bargaining power. (Siddiqui, 2019a) In the US 24% of adult workers now derive income from the gig economy and for 44% of these individuals such work is their primary source of income (Edison Research, 2018). It is not an exaggeration to argue that the creativity of early capitalism has been superseded by a new era typified by insecure employment, private debt, financial speculation, declining innovation, stagnant aggregate demand, and government-assisted asset price inflation.
2. The Political Crisis of Global Capitalism
The question arises as to whether the United States will remain the leader of global capitalism after the current political and economic crisis has run its course. It appears that Donald Trump’s orientation toward protectionism will be constrained by the global production chains of US corporations and that high technology industries will very likely escape the effects of tariff adjustments. There are, however, other considerations.
The Chinese economy is now the world’s second largest. China is also the second largest global trader and currently holder of the largest amount of foreign exchange reserves. In recent years, the Chinese economy has accounted for more than one-fifth of incremental demand worldwide. Furthermore, China’s ability to use its economic power to bring about transformations in global governance has become a serious research endeavour within Chinese academia (Xueliana and Lu, 2016). Moreover, some other fast growing developing economies have also boosted global demand and these countries are similarly questioning their future role in the global order vs.-á-vs. both the US and China (Beeson and Zeng, 2018).
The emerging economies have built up massive foreign exchange reserves mainly to defend themselves from panic capital withdrawals, as was witnessed during the 1997 East Asian crisis and again after the 2008 financial crisis. Such sudden withdrawal of capital proved to be costly in terms of their investment, economic growth and overall development (IMF, 2010). Flexible exchange rates and free capital movements have thus been unable to keep the world economy stable.
Will capitalism overcome and resolve the conflicts caused by the globalisation of modern technology? Early in the 20th Century Rudolf Hilferding noted in his famous work Finance Capital (1910) that the  emergence of finance capital under monopolies could be seen as a new form of capitalism in which the separation between industrial capital and finance capital - a key characteristic of competitive capitalism - disappears. According to Hilferding, under this new phase capitalism seems is better organised and no longer subject to production anarchy and periodic economic crises. Monopolies will be able to plan, produce and distribute and thereby eliminate overproduction crises in commodities. Similarly, Karl Kautsky (1970) believed that better organisation in production could eliminate inter-imperialist wars. However, he found challenges unresolved between agriculture and industry. Kautsky saw that production and capital accumulation were much faster in industry than agriculture and that this could lead to increased investment in the former, resulting in tension between these two sectors. In the 20thCentury two World Wars and the Great Depression proved that Hilferding and Kautsky were over-optimistic. Moreover, recent optimistic trends such as the reductions in arms spending and military conflict after the collapse of the Soviet Union proved unsustainable (SIPRI, 2019).
Robinson (2004) argues that modern capitalism has transformed itself hugely due to the rise of transnational capital and integration of countries into regional cooperation. In this new global financial system, despite the existence of national capital, a new transnational capitalist class has emerged and risen to domination globally. As a result competition occurs among global corporations and not between countries: “As nation states are captured by transnational capitalist forces, they tend to serve the interests of global over local accumulation processes” (Robinson, 2004:17). In fact, imperialism has the intrinsic need to export capital in order to reduce costs and seek higher profits (Patnaik and Patnaik, 2016). These capital exports also lead to increased competition among countries. International corporations can operate in several regions and globally but still they always need to remain linked to their home country where they can receive legal protection and support (Kobrin, 2009). Neoliberalism as a set of economic policy measures gives more power to those institutions which can further increase their control over surplus. It also systematically propagates the view that the market is the only efficient way to carry out economic activity.
3. The US Economy and Global Imbalances
The US current account deficit, which is the ultimate cause of key global imbalances, has been said to be due to overspending in the US, though some blame ‘policy exchange rates’ adopted by surplus countries to prevent currency appreciation. Figure 1 indicates the US current account balances for 2011- 2020. According to this alternative view, if exchange rates were flexible then surplus countries’ currencies would appreciate against US dollar until the imbalances are removed (Siddiqui, 2020b). Such arguments blame surplus countries directly for the problem of US deficits. The US dollar still accounts for two-thirds of all foreign exchange reserves and thus the ability of the United States to run large current account deficits could be a calamity should it prove impossible to maintain stability of the global capitalist system in the face of internal dysfunction, climate emergency, and renewed competition for global economic, political, and military hegemony. (Willett and Chiu, 2012)
Former Chair of the US Federal Reserve Ben Bernanke’s ‘saving-glut’ theory argues that US overspending caused US trade deficits, (see Figure 2) due to this money flowing back into the US market from other countries through its capital account. This leads to credit expansion and lower interest rates making it attractive for US consumers to overspend, and as a result US household consumption increases global demand. Here it is being emphasised that US trade deficits give rise to excessive global savings which need to be addressed first because otherwise reducing global imbalances by raising US savings would lead to a global slump and recession (Siddiqui, 2019b). Bernanke has also argued that high saving rates in surplus countries, especially in East Asian countries, were due to historical, cultural and demographic factors. Others have pointed out that East Asian crisis in 1997 has been an important reason for such behaviour. Some also emphasise that global excessive savings are due to structural causes and will not be corrected simply by these measures (Wade, 2017).
The continuous rise in foreign reserves in foreign countries leads to an increase in demand for US financial assets, which are regarded as the global safe asset. The seemingly ever-rising inflow of funds into the US financial system from abroad encourages asset price inflation, while excessive reserve accumulation overseas is due to efforts by developing economies to self-ensure against possible speculative currency attacks. (Siddiqui, 2019c) These countries are cautious and guarding against sudden investment collapse, capital flight or domestic currency appreciation as these could adversely affect export competitiveness and economic stability. 
Figure 1: Current Account Balance – Total, % of GDP, Q12011-Q12020.
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Figure 2: Trade in Goods and Services, Exports as % of GDP, 1991-2019.
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Historically, very large current account deficits are in fact sustainable for very long periods of time. During the late 19th century there was a very large and sustained current account imbalance in the UK, which was then exporting a huge amount of capital to Australia, Canada and Argentina. Some critics were worried that UK investors were lending and exporting capital while neglecting domestic markets and, in fact, this capital was exported from the UK primarily because of the lack of higher returns in the domestic economy. 
Factor income was very important before the First World War, when Britain was called a nation of rentiers. At this time, Britain’s current account was dominated by foreign dividend inflows, which were the yield of past investments. In the 1920s, Britain became a deficit country and its huge foreign investments were used to pay for war supplies imported from the US. By then, the US was the main surplus country and also held most of the world’s gold.
Now US economic growth is low by historical standards with only a 2.3% GDP increase in 2017. In 2016, US economic growth was 1.5%, while EU growth was 2% and China’s growth was 6.7% for the same period. The EU’s average growth was 2.5%, and China’s was 6.9%. There seems to be a strong correlation between US output growth and the percentage of net fixed investment in the US, meaning that over the long term it is not possible for the US economy to accelerate without an increase in net fixed investment. For example, in 1966, during the long term boom, US net fixed investment was 11.3% of GDP, but in 1978 it was 10.5%, in 1984, 9.2%, in 1999, 8.3%; in 2006, 7.9%; in 2017, 4.2% and in 2018, 5.1%. The US fixed capital formation remains far below not only the post-war period but also below the financial crisis of 2008. (OECD, 2020)
Donald Trump’s tax cuts for US corporations and the wealthy, which have not been matched by government spending reductions, will sharply increase the US budget deficit. If other things remain the same this will reduce US domestic savings and therefore reduce domestic US capacity to finance investment. It will also increase the federal deficit and will push up bond yields to attract foreign buyers. However, although the US share of global GDP is now estimated at less than 20%, US-based companies control about half of the world’s wealth. These facts show us a very complex picture of the contemporary world economy. 
The current crisis in the US is a product of the structural crisis of capitalism, evidenced by stagnation, financialisation, monopolisation, and environmental crisis. (Siddiqui, 2019a) The structural crisis in which growth does not lead to productive job creation or job security has been building for decades. These developments have brought about crises of the liberal-democratic state. Neoliberalism, which has almost certainly reached its limits, is further raising inequalities within the advanced economies thus giving rise to extremist tendencies which threaten liberal democracy itself. In the US these conditions are more visible with the decline of US hegemony in the world economy (Bello, 2006).
The relative decline of the US as a global economic power can be seen in the economic statistics. The US is undoubtedly in a less powerful position than in the past decade with respect to production and productivity (Siddiqui, 2020c). However, it is still successfully siphoning off much of the economic surplus created in the developing countries with the help of US-based, big corporations and its hegemony of global finance (Siddiqui, 2019a). With respect to US financial dominance, the key issue becomes the survival of the dollar as the hegemonic currency. This is certainly facing challenges at present by the rise of China, but even so the US has by far the largest defence spending and military power in the world. The country has maintained supremacy mainly through the role played by its defence sector in technological advancement. But all of this will be difficult for the US to maintain due to a relative decline of its economic position in the world. However, a smooth transition to a multi-polar world is far from guaranteed, and tensions between rivals are evident. Periods of hegemonic instability in the capitalist world economy in the past have been periods that gave rise to wars and to fascism in the last century.
China’s market reform in 1978 created an alliance with global capital, by making China the world hub for the global labour arbitrage of multinational corporations, which shifted their production platforms to China in order to exploit low labour costs and to achieve economies of scale. In fact, the Chinese government has used its share of the proceeds to promote urban development at a frenetic pace and to provide infrastructural development that further facilitated multinational corporations doing business there and enhanced their profits. China’s huge migrant labour population has provided a reserve army of labour that has kept wages low (Siddiqui, 2016).
Despite these developments, the current recovery in the US is fragile because it is a product of the expansion of the global financial system of the previous decades. As capital develops, money cannot find a ready outlet and moves into interest bearing capital. In recent decades interest bearing capital has expanded magically as it receives vast interest payments. 
Financialisation has been described in terms of the dominance of finance over industry. (Wien, 2010) This does not mean that finance is controlling or dictating to the industrial sector (Siddiqui, 2019b). In fact studies have shown that in the advanced economies corporations are relying less upon the financial sector to fund their operations. Moreover, in the US, for instance, non-financial corporations are themselves increasingly moving into financialisation and are thus deriving a share of their profits from their financial rather than from their productive activities. As Martin Wolf has described it, “The US itself looks almost like a giant hedge fund. The profits of financial companies jumped from below 5 percent of total corporate profits, after tax, in 1982 to 41 per cent in 2007” (Wolf, 2008b).
The expansion of credit generally has helped both to conceal and to defer capitalism’s problems in the period from the early 1980s, as part of a system sometimes dubbed “privatised Keynesianism”, but only at the expense of creating a grotesquely oversized and unstable financial system that would ultimately explode into crisis that remains without a clear solution. 
Soon after the 2008 financial crisis, the Federal Reserve, the Bank of England and the European Central Bank launched quantitative easing programmes or, in the case of the Bank of Japan, expanded an existing programme. Quantitative easing involves central banks electronically creating money and using it to purchase assets from banks and other financial institutions, in particular acquiring government bonds. Doing so has two effects. First, it floods the banking system with liquidity, supposedly encouraging lending. Second, it drives up the price of bonds. Bonds pay a fixed income at regular intervals, so, if they increase in price, their “yield”, the return on the investment relative to the price, tends to fall. Lower yields mean lower borrowing costs.
Despite the persistence of high levels of sovereign debt in the US, no country is willing to challenge the dollar as the representative international currency. As Patnaik notes, any alternative to the dollar as an international currency will require a country to challenge the status quo. He argues that the fall in the value of the dollar in terms of oil could lead to the decline, and finally replacement, of the dollar. At present, there is no attempt nor, it seems, any interest among major dollar holders or among top major economies to seek an alternative. Currently, the major creditors to the US, namely China, Japan, Germany and oil exporter Middle East countries, rely heavily on the US markets to prop up their own domestic demand. In the US, real wages have fallen since 2008 but domestic demand has continued to grow thanks to household borrowing. Also, external factors have contributed to the decline in manufacturing prices by moving production overseas and thus raising profits (Patnaik, 2009).
The neoliberal model has thus failed to validate the opinion that ‘we must have more globalization’. Another major crisis could be a chance to change economic policy and could lead to the redistribution of wealth and power, benefitting some previously marginalised classes and sectors, while restraining others. For example, decolonisation became possible after the World Wars weakened European ability to brutally control and exploit their colonies; negotiations between employers and employees became the norm, with trade unions playing a greater role in wage negotiations.
The model of capitalism presented by the WTO, IMF and World Bank rests on the fiction that the pursuit of self-interest also promotes the public interest. However, the deepening crisis in the 1970s with rising inflation and unemployment led to the questioning of this belief. And then in the early 1980s, the US assigned an increased role to market forces through privatisation and deregulation. Trade unions and the public sector were attacked systematically. Capital liberalisation and deregulation of the financial sector led to a rapid expansion of this sector. This led to the reversal of the gains of previous decades, especially in income distribution. For instance, in the US the income share of top income group (1%) declined from 29% in 1929 to 8% in 1970 and stayed the same until 1979, while the lower and middle income group experienced a greater rise in their incomes. In contrast, the neoliberal regime pursued since the 1980s has reversed the redistributive policy. For instance, in the US, the income share of the top 1% rose very sharply to 23% by 2008 (Wade, 2017). During the 1990s and 2000s economic expansion was associated with the rapid rise in real-estate prices. However, by 2006 these prices began to stagnate and reached a plateau. Soon after 2007, housing markets plunged into a deep fall in prices resulting in the sub-prime financial crisis and global economic recession. The deflating US real-estate bubble brought down the market value of the new derivative securities, which constituted a large fraction of the assets the banks had accumulated (Kotz, 2018). 
The profit rate fell during the 2008 crisis, but after 2013 it rose again, but has slightly fallen again since 2014. The recovery of 2012-14 was associated with debt-financed consumer spending, which was not sustainable in the long run. (Siddiqui, 2019d) The 2014 recovery took place when consumer spending accelerated while investment in the economy slowed; government spending also declined in real terms over the period, exerting an adverse impact on output growth. During this period US imports grew faster than exports, therefore, the biggest factor to have contributed to US GDP growth in recent years is household consumer spending, which contributed 81% of the increase over the period of 2014-17. Investment slowed to 2.1%, contributing only 16% of the GDP growth for the same period (Kotz, 2018). Moreover, the US government’s and firms’ foreign debts exceeded foreign assets by equivalent to 30% of its GDP as early as 2004 (Glyn, 2005).
The question arises as to whether current US protectionism is justified. Therefore, in order to assess this, we will attempt to take a somewhat long-term view regarding the external payments situation of the US. Figure 1 provides a summary of the external sector of the country from just before the breakdown of the Bretton Woods System in 1971.
To understand the situation more clearly, we need to analyse the US trade in goods and services and its current account situation on the basis of available statistics. Figure 3 shows the external sector payments of the US from 1970 to 2017. Apart from a few exceptions, most of the time its current account was negative in goods. However, in the late 1980s the service sector gained a surplus and was steadily rising. Despite these changes, this rise in service exports was unable to fill the gap created by the general trade imbalance in goods. Moreover, since 2014, service exports have stagnated. The US trade deficit kept on rising, and has grown remarkably over the last two decades. This was coincident with the period when China joined WTO, which appears to have given the US an excuse to blame China for raising its trade deficits. The US trade deficit with China and other countries are shown in Figure 4 & 5. 
Figure 3: Trends in United States’ External Payments ($ billions), 1970-2017.
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Source: International Monetary Fund (IMF), 2018.


Figure 4: United States – China Trade in Goods (1985-2017)
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Source: US Census Bureau, US Department of Commerce. 2018.
Figure 4, which shows the trade in goods between the US and China, indicates that the US has had trade deficits in goods with China since the early 1990s, which has grown substantially. For example, the deficit was only US$10 billion in 1990, but by 2000 had reached US$100 billion; by 2005 it had risen further to US$200 billion, by 2012 it was US$315 billion, and by 2017 it had reached US$376 billion. The sharpest rise was since 2001, which also coincided with China joining the WTO. For example, China’s exports to the US increased from US$125 billion to US$505 billion, while US exports to China increased only US$19 billion to about US$130 billion for the same period. 
Figure 5: United States’ Trade Deficit with all Trading Partners, 1985-2017.
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To what extent is China responsible for the US’s rising trade deficit? To answer this, we need to examine US trade performance with the other major trading partners. Figure 3 indicates that China is an important trading partner for the US, but that China still has less than half of the US’s overall trade deficits. For example,  in 2017 the US’s trade deficit with China was US$375 billion, however, its overall trade deficit was US$775 billion. This means that even if the US were to eliminate its trade deficit with China, its trade imbalance problems would still exist. 
China is largely facilitating the final assembly stages of global production networks of vertically integrated high-tech industries. To explore the magnitude and patterns of trade arising from cross-border production networks, it is necessary to separate parts and components from final assembled products traded within global production networks. 
In fact, US trade imbalances are largely self-inflicted. The US needs to address factors within its economy rather than blaming others. Trade deficits (i.e., imports exceeding exports), reflect the saving-investment gap in terms of national income, which is associated with low levels of domestic saving rates (Siddiqui, 2018b). Most economists and policy makers have barely touched on this important issue, namely that consumption has risen while saving rates have declined, or otherwise remained low. For example, the US domestic savings rate was never higher than 24% in the 1950-60s, but for the last two decades it has steadily declined and is now below 17% (McBride, 2017). Personal savings as a proportion of disposable income in the US have fallen from an average of 10% between 1975 and 1985 to around 5% by 1995 and to only 0.7% in 2010. At the same time the debt of US households has risen sharply. 
There are serious structural weaknesses in the US economy, which need to be addressed. Blaming its trading partners might be convenient for the US in the short term, but will certainly not be effective in the long term. President Donald Trump, rather than addressing the structural crisis, has taken the initiative to cut corporation tax and increase tariffs, which seems to be short term relief that will at the same time boost imports. In 2002, during the Bush administration, higher tariffs were imposed on imported steel and aluminium, but rather than helping, this adversely affected the automotive and construction industries, which are amongst the largest employers in the US. 
The United States has witnessed a decade of slow growth, low investment, and low productivity, all of which have been further marked by increased debt. All of these factors have contributed towards higher current account deficits. Further, by raising import tariffs, the US has violated the WTO’s multilateral trade rules which, ironically, were negotiated under the leadership of the United States.
To compare the current US situation with that of Britain soon after the First World War: Britain had sold most of its foreign assets and had tried to bring back Gold Standard without sufficient gold reserves and with a weak current account. This ended in dramatic failure. But there are crucial differences between 1920s Britain and the current US position. The US is still the largest economy in the world and the US severed the dollar link to gold in 1971 since when it can only be converted into other national currencies. Despite the US current account deficit since 1982, none of the surplus countries have attempted to sell the dollar on a large scale in order to reduce global imbalances. 
The US has decided to have a strong currency, as did Britain in the 19th century, in order to reduce inflationary pressures, to attract foreign assets, and to boost the country’s financial markets. Due to higher wages and strict environmental regulations within the US, companies - especially in labour-intensive industries– have decided to relocate to countries where wages and taxes are low. As a result, manufactured imported goods have gradually replaced domestically produced ones, resulting in the imbalances discussed in this paper.
4. The Covid-19 and the US economy
In order to understand COVID-19’s impact on the US economy, we need to consider its effect on different industries. Consumption makes up 70% of America’s GDP, but consumption has slumped as businesses close and as households hold off on major purchases as they worry about their finances and their jobs. Investment makes up 20% of GDP, but businesses are putting off investment. Arts, entertainment, recreation, and restaurants constitute 4.2% of GDP. With travelling, hotels, film theatres and museum are closed. Another important sector, namely Manufacturing makes up 11% of US GDP, but much of this is disrupted, because global supply chains have been obstructed by factory closures and because companies are shutting down factories in anticipation of reduced demand. Ford and GM, for example, have announced temporary closures of car factories.
With the businesses closures, layoffs have already started. Small businesses will especially struggle to keep staff on the payroll as their revenue slumps. Countries such as Germany are taking steps to help companies and avoid being laid off and the US would be wise to do so as well. The U.S. Congress has passed a massive stimulus bill that provides for hundreds of billions in new spending, expanding unemployment insurance and providing a cash handout to low and middle-income groups, which should help those who lost jobs to meet their basic consumption needs. The legislation also provides for $350 billion in “loans” for businesses, targeted at firms with fewer than 500 employees. 
Unemployment is shooting up far faster than it did during the 2008 recession, a sign the economy is headed toward recession. How long is the COVID-19 slump likely to last?
It seems that the ongoing coronavirus pandemic will haunt the US economy for a decade, wiping close to $8 trillion off economic growth, according to new projections released by the Congressional Budget Office (CBO) in mid-July. Since the pandemic hit the US trillions of dollars have been poured into the economy via government stimulus programs and actions by the Federal Reserve. However, such measures still have not stopped unemployment soaring to levels unseen since the 1930s By early July this year nearly 40 millions have lost their jobs and the it is expected that the unemployment rate may reached 20% in end of July, up from 15.3% in June, which rose from 4.4% in March this year. It is estimated that by end of July 2020, the world output has a yearly projection of -4.9% (IMF) -5.2% (World Bank) and -6% (OECD). In worst-case scenarios, the latter two organizations foresee contractions of -8 and -7.7%, respectively. The International Monetary Fund anticipates that the United States will contract by -8.0% while China will observe a growth of 1.0%. The Euro Zone and Latin America are to contract by -10.2 and -9.4%, respectively. 
With the deepening economic crisis, the neoliberal policy about the imperative of ‘fiscal austerity’ and the limitations of public policy has vanished. The businesses are asking for government spending and the portentous preachers of the ‘free market’ rush to the TV screens to plead for increased public spending. The pandemic hit after four decades of neoliberalism had depleted state capacities in the name of the ‘superior efficiency’ of the market, fostered deindustrialization through the ‘globalization’ of production.
The question is how bad will the downturn become? And how soon will the economic recovery begin? Will the recession be double dip, also known as W-shaped downturn, i.e., drop twice before it recovers to its previous growth rate, or more like an L-shaped scenario, otherwise known as a ‘depression’ i.e., a deep recession with no recovery for several years, just as Japan witnessed since the early 1990s (Siddiqui, 2015a). All indicators tell us so far that the crisis is going to deepen and will most likely resemble the L-shaped scenario. We should not expect a return to business as usual. 
Last week the IMF warned that the world economy is facing its worst recession since the ‘Great Depression’ of the 1930s with output likely to fall sharply by as much as 6.5% in 2020. Gita Gopinath, the IMF's chief economist, said the crisis could knock US$ 9 trillion (£7.2 trillion) off global output within the next two years. (See Figure 6 & 7) For all of us who lived through the Asian Financial Crisis of 1997, these warnings will bring back stark memories of currency crashes, property prices tumbling and millions out of work and the wealth that was built up in decades disappearing in a matter of months. The covid-19 pandemic economic crisis will be even worse - our generation's Great Depression. (Siddiqui, 2020d)
Figure 6: Annual Growth of the GDP in Major Advanced Economies.
[image: countries gdp]
Source: IMF, https://www.bbc.co.uk/news/topics/c77jz3mdmxxt/international-monetary-fund-imf (Accessed on 12th May 2020). 
Figure 7: Fiscal Measures Announced in G20 Economies, % of GDP.
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Source: IMF, 2020. https://outlook.office365.com/mail/inbox/id/(Accessed on 22 May 2020)
The IMF says governments must help these households and firms survive because the impact of the coronavirus will be "severe, across the board and unprecedented". The IMF also predicts that the annual growth of the emerging economies will fall sharply (see Figure 3). The Fund said this scenario could trigger a downward spiral in heavily-indebted economies. It said investors might be unwilling to lend to some of these nations, which would push up borrowing costs. In fact, only a few countries in the world have that sort of financial power to deal with this. Many are grappling with huge populations, limited financial resources, and the very real possibility of political instability as their people get sick, hungry or both. 
5. Conclusion
This historical account indicates that a high current account deficit is not necessarily intrinsically harmful. There are, however, features of the current situation that have the potential to exacerbate negative trends and to further fuel adverse economic and political outcomes. The US current account deficit stems in part from growth of the financial sector and from its creation of complex and unstable financial derivatives built on risky forms of private debt. Furthermore, this “financial innovation” has itself been a response to the low growth and low profitability of the domestic productive economy (Norfield, 2012).Despite the clear warnings provided by the 2008 banking and subsequent sovereign debt crises US corporate debt is at an all-time high and in 2017 “the value of securities issued based on car loans, credit card debt, student loans and various other unsecured debt exceeded commercial and residential mortgage-backed securities combined” (Blakeley, 2019). 
The economic risks of the current situation are being compounded by the political approach of the Trump Administration, which characterises US trade partners as adversaries in need of coercion through tariffs and strident rhetoric. So far these policies have succeeded only in further depressing the profitability of US business (Amiti et al, 2019).Additionally, Trump’s rejection of the post-war liberal international order in favour of “transactional bilateralism” (Stokes, 2018) suggests that a coordinated, US-led international response to a future global recession could be even more deficient than the current response to climate change.
The Covid-19 pandemic has triggered the sharpest and deepest contraction of GDP (Gross Domestic Product) in the history of capitalism as globalisation has gone into reverse. International supply chains, which were once the exemplars of organised production and the backbone of trade, have collapsed; an emphasis on the national economy is back. Overseas travel and tourism have almost stopped entirely. Within the last few weeks, tens of millions of workers have become unemployed and millions of small businesses and their suppliers have closed down. The world’s highest official coronavirus death tolls have been seen in two countries, namely the United States and the United Kingdom. This was unexpected because both of these countries had time to prepare after warnings from scientists and cautionary examples from China and Italy. Moreover both countries have a strong research base, access to vast resources, and millions of scientists, engineers, and medical professionals, yet were still unable to deal with the pandemic effectively. 
Finally, although the IMF and other institutions of global governance have now questioned the effectiveness of neoliberal policies (Ostry et al, 2016), the severe measures the IMF advocates in response to current account deficits could presage yet another era of anti-growth austerity measures in both the United States and the United Kingdom. The burden of these will undoubtedly fall on those least able to bear the strain, nationally and internationally. The possibility that harsh and anti-egalitarian measures could further inspire aggressively nationalist and generally anti-progressive political movements in these countries– and throughout the world – should not be discounted. In the meantime surplus and deficit countries alike must navigate the uncertain terrain between the current global hegemonic power, its potential rival and global institutions that function on principles designed for an era of capitalism that ended in 2008.
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