Department of
Economic and
Social Affairs

(=) United
N\ 27 1/ Nations

L

‘ MONTHLY BRIEFING

WORLD ECONOMIC SITUATION AND PROSPECTS

Economic Analysis No. 192 | July 2025

Understanding the external imbalances of the United States

Introduction

On 2 April 2025, the Government of the United States
announced a universal ‘reciprocal tariff’ of 10 per cent on
most of its trading partners,' which came into effect on 5
April, under the authority of the International Emergency
Economic Powers Act (IEEPA) (The White House, 2025). In
addition, over 80 countries are subject to further tariffs,
potentially taking effect on 1 August 2025, with rates
largely based on their bilateral trade balances with the
United States.

This reciprocal tariff policy is primarily grounded in the
view that persistent goods trade deficits have signifi-
cantly contributed to the erosion of the United States’
manufacturing base, prompting the declaration of a
national emergency under the IEEPA. While the relation-
ship between persistent trade deficits and the decline
of the manufacturing sector is complex and shaped by
factors such as the broader trend of de-industrialization
in developed economies, the level of the U.S. dollar, and
its impact on export competitiveness,? the perspective
presented in the Executive Order is not new.

Since 1990, the goods trade deficit of the United States
as a share of gross domestic product (GDP) has varied
between 1.2 per cent and 6.2 per cent, with a median
value of 4.2 per cent. That is indicative of a sustained
demand for imports from other countries, contributing
to economic growth across the world. At the same time,
the flip side has been the continuing accumulation of U.S.
external liabilities by other countries, contributing to
global imbalances and potential financial instabilities.?

Addressing global trade imbalances has long been a
central topic in international economic fora, such as the
Group of Twenty (G20). For its part, the United States has
pursued efforts to rebalance trade relationships, par-
ticularly with countries such as China and Japan, which
have historically maintained substantial bilateral trade
surpluses with the United States. For example, from 1989
to 1990, the United States and Japan were engaged in the
Structural Impediments Initiative negotiations to address
structural barriers to increasing U.S. exports to Japan.

1 All countries except for portions of imports from Canada and Mexico that are not cov-
ered by the United States-Mexico-Canada Agreement (USMCA).

2 Obstfeld (2025) discusses more details on this point.
3 Wolf (2025) recently raised this point.

KEY MESSAGES

» The U.S. Government'’s latest trade policy seeks to address its
widening trade deficit, which has recently reached a historic
annual high. Persistent trade deficits over the past decades,
along with the resulting accumulation of external liabilities to
finance them, have long been viewed as a key component of
global imbalances.

» While the levels of current account deficits continue to grow,
the cumulative current account deficit as a share of gross
domestic product (GDP) has remained stable since 2010. This
suggests that annual deficits have increased roughly in line with
nominal GDP, resulting in no significant additional accumulation
relative to the size of the economy.

» The net external liabilities of the U.S. also have recently
reached a historic high. However, recent changes have been
driven more by revaluation effects—particularly the revaluation
of non-residents’ equity holdings—than by new borrowing.
Nevertheless, U.S. domestic debtor sectors, especially
non-financial business are increasingly drawing on non-resident
investors for financing.

» With the global economy already sensitive to changes in U.S.
financial conditions, understanding the evolving structure
of U.S. external accounts is crucial for anticipating global
economic vulnerabilities and the risks of abrupt adjustments.

In the World Economic Situation and Prospects 2025
mid-year update, global growth projections for 2025 and
2026 have been revised downward. The most significant
factor cited is the uncertainty introduced by the United
States’ latest trade policy actions aimed at addressing
the imbalances.* At this juncture, it is important to
reassess the current state of external imbalances of the
United States. Doing so will help evaluate the broader
implications for the global economy, particularly for
developing countries. This Monthly Briefing examines
how the U.S. trade and current account deficits have
accumulated over time, contributing to the growth
of the external liabilities, which in turn have led to
non-residents’ holdings of U.S. financial assets becom-
ing a significant proportion of the total financial assets

4 Additional trade related uncertainties arise from ongoing investigations into whether
imports of specific products pose a threat to U.S. national security under Section 232 of
the Trade Expansion Act of 1962.
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of the United States. The analysis is based on data from
the International Economic Accounts (United States,
Bureau of Economic Analysis, 2025) and the Integrated
Macroeconomic Accounts (IMA) section of the Financial
Accounts of the United States (Federal Reserve, 2025).

Trade balance deficits of the United States

Throughout the 1960s and early 1970s, the United States
maintained relatively stable trade and current account
surpluses, averaging approximately 0.5 per cent of GDP.
Beginning in 1976, the U.S. trade balance in goods and
services shifted into a persistent deficit. The current
account® has remained negative since 1976, except for
1980, 1981, and 1991, when the U.S. economy was in
recession. During those periods, weakened domestic
demand led to reduced imports, resulting in surpluses
in the current account. While the goods trade balance
has consistently been in deficit, the services trade bal-
ance has generally remained in surplus, along with net
investment income.® These surpluses have partially off-
set the goods trade deficit, resulting in current account
deficits that are smaller in magnitude than the goods
trade deficits (figure 1). The current account deficit
reached a peak of 5.9 per cent of GDP in 2006. It declined
in the years that followed, supported in part by grow-
ing surpluses in the services trade. However, the deficit
began to widen again after 2019. In absolute dollar terms,
the trade and current account deficits reached a historic
high in 2024. Nevertheless, when measured as a share of
GDP, the magnitude of the deficit, particularly the goods
trade deficit, has remained relatively stable since the
global financial crisis of 2008-09.

External liabilities as the cumulative outcome of
current account deficits

A trade deficit means that a country’s national income
in a given year is insufficient to match the value of its
imports. To finance the shortfall, the country must either
sell assets to non-residents or borrow from abroad. In the
United States, the cumulative result of decades of cur-
rent deficits has been a steady increase in net external
liabilities, often represented by a negative value in the
net international investment position (NIIP). By the end
of 2024, the U.S. NIIP had reached negative $26 trillion,

5 Balance of payments accounting systematically records economic transactions between
a country and the rest of the world, including flows of goods, services, financial transac-
tions, and the resulting changes in financial assets and liabilities. The current account
includes the trade balance in goods and services, the primary income account (such as
net investment income), and the secondary income account (such as net current trans-
fers, including workers’ remittances). It reflects a country’s transactions with the rest of
the world in goods, services, income, and current transfers. While the trade balance is a
major component, the current account also captures broader cross-border income flows.

6 Net investment income includes interest and dividends earned by U.S. citizens from
foreign assets minus those earned by foreigners from U.S. assets.

Figure 1
United States trade and current account balances
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equivalent to approximately 90 per cent of GDP. A simi-
lar measure in the Integrated Macroeconomic Accounts,
the net worth of the “rest of the world” sector stood at
$25 trillion, or 84 per cent of GDP.”

From a macroeconomic perspective, the relationship
between trade balances and external liabilities can be
illustrated using the national income identity:

Y=C+I+G+(X-M)

Where: Y=GDP (national income), C=Consumption, I=In-
vestment, G=Government spending, X-M=Net exports
(exports minus imports) are all measured over the same
time period.

From this, net exports represent the difference between
national income and total expenditure. If a country con-
sistently spends more than it produces, namely Y < (C + I
+G), X - M < 0, it must finance the gap by borrowing from
abroad, leading to an accumulation of external liabilities
over the years. This gap also reflects an investment-sav-
ings imbalance, where foreign borrowing funds invest-
ment at levels beyond what is possible through domestic
savings.

7 In this brief, the net worth of the “rest of the world” sector, as reported in the Federal
Reserve’s Financial Accounts, is used as a proxy for the United States’ net external li-
abilities, instead of the NIIP, to maintain consistency with other data to be used, which
are also from the Financial Accounts of the United States. NIIP and the net worth of the
“rest of the world” sector are slightly different in values due to a difference in definition.
This briefing uses the terms “rest of the world” sector, “non-resident,” and “non-resident
sector” interchangeably to refer to the same institutional sector.
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Figure 2
United States net external liabilities and cumulative
changes in current and financial accounts
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Source: UN DESA, based on Federal Reserve (2025) Financial Accounts of the United States,
Integrated Macroeconomic Accounts.

Note: Financial accounts and net external liabilities enter as negative values.

Figure 2 illustrates the U.S. current account deficits, cumu-
latively summed since 1960, alongside net external liabili-
ties as a percentage of GDP. The cumulative current account
remained in surplus until 1982, turning negative in 1983.
From that point, deficits accumulated rapidly, outpacing
nominal GDP growth until 2010, when the cumulative defi-
cit reached 54.4 per cent of GDP. Since then, the cumulative
current account deficit has stabilized at around 55 per cent
of GDP, suggesting that annual deficits have grown roughly
inline with nominal GDP, resulting in no significant further
accumulation relative to the size of the economy.

Figure 2 also includes the cumulative financial account
balance, plotted as a negative value (i.e., multiplied by -1)
to allow for direct visual comparison with the cumula-
tive current account deficit. The difference between the
cumulative current account and financial account bal-
ances reflects the capital account (typically very small),?
and statistical discrepancies.’ The cumulative financial

8 Inmany textbooks, the term capital account is sometimes used to refer to what is formally
known as the financial account in the balance of payments. However, the capital account
of the rest of the world sector is defined narrowly to include capital transfers (such as debt
forgiveness and certain transfers related to non-produced, non-financial assets) on the
assumption that non-residents do not contribute capital formation directly. It is typically
very small in size.

9 Asshown in figure 2, the discrepancy is large in the Integrated Macroeconomic Accounts
(as shown in FU267005085), which is due to discrepancies in source data and timing dif-
ferences
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Figure 3

Decomposition of United States net external liabilities in
volume portion and valuation portion
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Source: UN DESA, based on Federal Reserve (2025) Financial Accounts of the United States,
Integrated Macroeconomic Accounts.

account balance has also stabilized as a share of GDP
since 2010. The cumulative financial accounts balance has
closely tracked the growth in net external liabilities, but
the growth of external liabilities has been much steeper
since 2017. Between 2017 and 2024, the U.S. external lia-
bilities have jumped from 37 per cent of GDP to 84 per
cent of GDP, while both cumulative current and financial
accounts balance, in terms of GDP, have been relatively
stable.

Figure 3 illustrates the decomposition of net external
liabilities into two components: volume changes—pri-
marily reflecting the net acquisition of U.S. financial
assets by non-residents versus U.S. residents’ acqui-
sition of foreign assets—and valuation changes.'’” The
volume portion corresponds to the cumulative finan-
cial accounts in figure 2, and the value portion reflects
the change of value in both U.S. and foreign financial
assets. When the value portion is positive, the value of
foreign assets rises relative to the U.S. assets and when
the value portion is negative, the value of the U.S. assets
rises relative to external assets. The value portion of
the net external liabilities had been positive for a long

10 The decomposition is made by utilizing cumulative revaluation account in the Integrated
Macroeconomic Accounts (S.9a) part of the Financial Accounts of the United States
(2025). The method is similar to Atkeson, Heathcote and Perri (2022) rendered in its
Appendix A.1.



time until 2015 and became negative in 2018 and quickly
accumulated. This can be explained by the compound
impact of appreciation of the U.S. dollar against other
currencies and the steep rise in the value of U.S. stock
markets, which outperformed most markets.!

Figure 4 illustrates a further decomposition of the
United States’ net external liabilities into gross exter-
nal assets and liabilities. While the volume component
has remained relatively stable as a share of GDP since
2010, the value component has continued to fluctuate—
particularly on the liabilities side, where its contribu-
tion has increased. Notably, during the period of rapid
increase in trade and current account deficits from 1984
to 2010, both gross external assets and liabilities grew
significantly in volume. Since 2010, the growth of the
volume component has stabilized in terms of GDP, in line
with the trade and current account deficits, while the
dynamics of external liabilities have been increasingly
driven by valuation effects.

Figure 4
United States gross external assets and liabilities: volume
and valuation changes
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Source: UN DESA, based on Federal Reserve (2025) Financial Accounts of the United States,
Integrated Macroeconomic Accounts.

11 The same observation was made by Atkeson, Heathcote and Perri (2022), Davis (2024),
Obstfeld (2025) and Santacreu (2025). In fact, a share price indices ratio, known as
MSCI USA (a representative U.S. stock market index) to ACWI (MSCI All Country World
Index) ratio, increased from 3.5in 2010 to 6.3 at the end of 2024.

Net external liabilities in the U.S. balance sheet

While the United States’ net external liabilities may
appear alarmingly high when expressed as a share of
GDP, a broader perspective that includes the financial
assets and liabilities of households, corporations, gov-
ernment, and the rest of the world provides a more com-
plete picture of the country’s overall financial position.'?
At the end of 2024, the gross total of financial assets in
the United States reached $382 trillion—approximately
13 times the size of GDP. The gross total of financial
assets is equal to the gross total of financial liabilities,
after accounting for statistical discrepancies.

Between 1960 and the mid-1980s, the size of gross total
financial assets hovered around 5.5 times GDP but has
since risen steadily as the economy became increas-
ingly financialized. The share of financial assets held by
non-residents has followed an upward trend to reach 14.9
per cent in 2024 (figure 5). The share of U.S. residents’
claims on foreign assets in total assets peaked at 10 per
cent in 2007 and has since stagnated, standing at 8.4 per
cent in 2024. The data suggests a decline in the share of

Figure 5

Share of non-resident sector in total United States financial
assets/liabilities
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Source: UN DESA, based on Federal Reserve (2025) Financial Accounts of the United States,
Integrated Macroeconomic Accounts.

Note: Non-residents’ assets correspond to United States liabilities to the rest of the world, while
non-residents’ liabilities correspond to United States claims on the rest of the world. The difference
between the two reflects the level of United States net external liabilities

12 In this Monthly Briefing, we consider a 5-sectors balance sheet, comprised by House-
hold (in the Financial Accounts of the United States, “Household and households and
non-profit institutions serving households (NPISHs)", Non-Financial Business, Financial
Business, and Government (total of the Federal Government and State and Local Govern-
ment) and non-resident sector (“the Rest of the World").

o Monthly Briefing on the World Economic Situation and Prospects



Figure 6
Sectoral financial balance in 2024
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Source: UN DESA, based on Federal Reserve (2025) Financial Accounts of the United States,
Integrated Macroeconomic Accounts.

Note: Non-residents’ assets correspond to U.S. liabilities to the rest of the world, while
non-residents’ liabilities correspond to U.S. claims on the rest of the world. The difference
between the two reflects the level of U.S. net external liabilities.

gross external assets within the total gross financial
assets held by U.S. residents.

Figure 6 presents the sectoral balance sheet of U.S.
financial assets and liabilities in 2024, showing the
asset-liability position across different sectors of the
economy. The household sector is the main creditor to
other domestic sectors, including non-financial busi-
nesses, the financial business and the government. For
the financial business, the country’s financial interme-
diaries, assets and liabilities are almost balanced. Total
net liabilities of non-financial businesses, the financial
business, and the government sector at the end of 2024
amounted to $132 trillion (or 453 per cent of GDP), of
which 71 per cent is from the non-financial business sec-
tor, 5 per cent is from the financial sector and 24 per cent
is from the government sector. For the combined net lia-
bilities of domestic debtor sectors, 82 per cent was held
by domestic creditors (household sector’s net assets)
and 18 per cent by non-resident creditors (non-residents’
net assets, or external liabilities of the United States).

This balance sheet is analogous to the investment-sav-
ings discussion in which trade deficits imply an invest-
ment-savings gap. Accumulating investment-savings
gaps lead to a widening gap between the net liabilities
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Figure 7

Share of non-resident holdings of Treasury securities and
corporate bonds, equities and investment fund shares
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Source: UN DESA, based on Federal Reserve (2025) Financial Accounts of the United States,
Integrated Macroeconomic Accounts.

of the non-financial business sector and the net assets
of the household sector. This growing asset-liability
imbalance is bridged by net external liabilities, reflect-
ing the cumulative impact of trade balance deficits. In
fact, the U.S. investment-savings gap has been gradu-
ally widening, with fluctuations, since 1975 and reached
4.4 per cent of GDP in 2024.

Reliance on external financing is increasingly more
pronounced in the business sectors than in the govern-
ment sector. Foreign holdings of U.S. Treasury securities
have declined significantly, from a peak of 56.5 per cent
in 2007 to 30 per cent in 2024 (figure 7). Over the same
period, foreign holdings of corporate bonds, equities,
and investment fund shares have grown steadily.

Conclusions
The above observations can be summarized as follows:

First, external liabilities stemming from trade deficits
have stabilized since the global financial crisis, as the
growth of these deficits has remained broadly in line with
GDP growth. This suggests that, while the United States
continues to run trade and current accounts deficits,
their relative scale has remained steady in recent years.



Second, the recent sharp increase in U.S. external lia-
bilities is largely attributable to valuation effects—par-
ticularly the combined impact of a strong U.S. dollar and
rising U.S. stock market valuations. These changes do
not reflect new borrowing or trade imbalances per se
but rather shifts in the market value of existing assets
and liabilities.

Third, while the total value of U.S. financial assets has
continued to grow in terms of GDP, the composition has
shifted. The share of external liabilities—that is, U.S.
assets held by non-residents—has increased, whereas
the growth of U.S. external assets has stagnated. This
asymmetry points to a growing preference among U.S.
residents for concentrating their investments in domes-
tic financial assets.

Fourth, while the share of non-residents’ holdings of U.S.
financial assets has increased in line with rising U.S.
external liabilities, reliance on external financing has
become more pronounced in the business sectors than
in the government sector, as evidenced by the declining
non-residents’ share of Treasury securities.

The recent rise in external liabilities, driven largely by
valuation gains in U.S. financial markets, may be mutu-
ally beneficial for both U.S. residents and non-resident
investors. As long as the valuation gains exist, capital
gains, dividend income, and borrowing against appreci-
ated assets can support income growth in both the U.S.
and abroad. This dynamic may explain an additional
channel that supports the resilience of the U.S. econ-
omy of recent past, during recent periods of monetary
tightening. However, there is significant uncertainty
surrounding the ongoing performance of the U.S. stock
market, and over the longer term, this reliance on asset
market performance introduces vulnerabilities, expos-
ingthe globaleconomy to U.S. stock market adjustments.

While the full impact of recent U.S. trade policy shifts
remains uncertain, the structure of the country’s exter-
nal accounts, both in trade and financial, have been

changing over time. Currently, growing net external lia-
bilities, now exceeding the cumulative current account
deficits, signal that financial dynamics are increasingly
central to the U.S. external position. This calls for greater
attention to the financial side of the equation when eval-
uating the sustainability of the U.S. external balance.

Thefactthat U.S.dollar interestrates continue toserve as
a global baseline—especially for developing economies,
where financing is critical for achieving the Sustainable
Development Goals—also underscores the importance
of close and continuous attention to U.S. external imbal-
ances. As the global economy remains sensitive to shifts
in U.S. financial conditions, understanding the evolving
structure of U.S. external accounts will be essential for
anticipating global economic vulnerabilities.
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