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• Questions of “sustainability” of U.S. net 
international investment (debt) position

• Implications for U.S. economic outlook –
interest rates, exchange rates, net exports, 
“financial instability?”

• Role of net international income flows in 
determining U.S. national income

• Political pressures re trade policies

Why is this important?



Primary focus of paper
For:

1. Given alternative projections of the trade 
deficit / net exports;

2. Varying assumptions about domestic and 
international rates of return by asset type;

3. Alternative valuation adjustments;

What are the alternative outlooks for 
the U.S. net international debt 
position, CA and income flows?



Net international income flows -- part of the 
“wedge” between GDP and National Income:



Americans … would chafe at the idea of 
perpetually paying tribute to their creditors 
and owners abroad.  A country that is now 
aspiring to an “Ownership Society” will not 
find happiness in – and I’ll use hyperbole here 
for emphasis – a “Sharecropper’s Society.”

-- Warren Buffett, March 2005



Bottom line:  It’s likely not as bad as the 
“conventional wisdom” suggests …

… because of a variety of beneficial relationships 
including:

- Outlook for improving trade deficit (Blue Chip);

- Persisting positive valuation effects that offset a 
significant part of the negative financial flows 
from current account deficits;

- Persisting differences in rates of return on U.S.-
owned assets abroad vs. those on foreign-
owned assets in the United States.
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International investment position, financial flows,

current account, net income flows:

See full paper at  http://users.starpower.net/jkitch/ShareShrewd.pdf for more information.
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Effective rates of return and income flows for 
U.S.-owned assets abroad

Analogous equations for foreign-owned assets in U.S. …



For illustration, consider alternative cases (subset of those in paper):

Base: Exchange rate depreciation about 15% over 10 years
Blue Chip net export path (-5.6% of GDP to -2.4% of GDP)
Continued differential in ROR for DFI assets
Persistence of “other” valuation effects difs. but declining effect

ALT 1: No exchange rate depreciation
(HKT) Net export deficit persists at about 5% of GDP

Continued differential in ROR for DFI assets
No “other” valuation effects (and no exchange rate val. Effects)

ALT 2: No exchange rate depreciation
(R&S) Net export deficit widens to 8% of GDP

Differential in ROR for DFI assets eliminated (and US i rates up)
No “other” valuation effects (and no exchange rate val. Effects)



Alternative Cases for Illustration
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What if “Other” Valuation effects in ALT 1?





SUMMARY:

Conventional wisdom generally has been that it is 
inevitable that we will see ever-increasing “cost”
of (net) income flowing abroad to service U.S. 
growing net international debt position.

In contrast, current private expectation for trade 
deficit improvement coupled with persisting 
historical relationships for rates of return and 
asset valuation effects indicate a much more 
manageable outcome with relatively low “cost”
of (net) income flows abroad despite some 
additional increases in net debt.


