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How to slay America's monster trade gap?
Adapted from and article in The Economist, 22nd June, 2004.

 
America’s trade gap is growing again. Worse, it may be extremely hard to close it without causing much economic pain—and not just for Americans.


America continues to import much more than it exports while investing more than it saves. According to figures released last Friday, its current-account deficit, having narrowed to 4.6% of GDP at the end of last year, has widened again to 5.1% of GDP. Were we expecting too much from a fall in the dollar? 

A recent study illustrates the difficulty. To narrow the deficit by two percentage points by the end of the decade, the greenback would have to lose about a quarter of its current value by the end of this year. Since China, Malaysia and other Asian countries peg their currencies to the dollar, Japan and the euro area would bear the brunt of the dollar’s fall. They would not bear it easily. 

Questions

1
Why will China’s and Malaysia’s policies of pegging their currencies to the dollar prevent a narrowing of the US trade deficit?

2
Why will Japan’s and the Euro Zone’s policies of floating against the dollar result in these regions “bearing the brunt of the dollar’s fall”?

