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Real Concern Lies in US Fiscal Deficit
The Trump administration’s trade policy is casting
an ominous shadow over the future course of the global
economy. Even with regard to key industries in the socalled Rust Belt region in the US Midwest, where future
President Trump won majorities in the 2016 presidential election, the steel and aluminum industries have
been performing persistently sluggishly under pressure
from imports, prompting the administration initially to
raise import tariffs very steeply, and it has also been
studying massive additional tariffs of 25% on car imports. Action such as this reveals clear intent to send
an easy-to-understand message to the effect that “huge
trade deficits arising as a result of other countries’ unfair trade practices will be eliminated, bringing about a
recovery in production and employment within the US,”
so as to strengthen its political base prior to the midterm elections due in November. However, the backlash
from the targets of the tariffs, including Canada, Mexico, the European Union and China, has been growing
stronger, and the fact that they have taken steps such
as competitively declaring intent to take countermeasures in the form of retaliatory tariffs has been leading
both sides into a no-turning-back situation that is also
driven in part by political motives. These developments
are highly reminiscent of the upsurge in the formation
of bloc economies that was one of the triggers of World
War II, and it is obviously desirable that the situation
calms down very soon.
Something that is buried in the gloom of these troubles and thus has not been talked about very much is
the fact that a more serious issue than the US’s trade
deficit is its fiscal deficit. The figure shows the US and
Japan’s general government gross financial liabilities
and the amount of the fiscal balance as percentages of
GDP, comparing the trends over a period of more than
20 years, but from the US’s fiscal-balance ratio rather
than from the gross financial liabilities ratio it can be

seen that the deficit ratio is almost on a par with that of
Japan, which is known to have the worst fiscal condition
of any advanced industrialized country. Also of note is
that, possibly partly as a result of the impact of the $1.5
trillion tax-reform act promulgated at the end of last
year, the US deficit ratio is forecast to worsen further
this year and beyond. This trend is the reverse of the
forecast improvement in Japan’s deficit ratio, and as a result thereof, the US’s fiscal balance ratio in 2019 is likely
to stand out as the most negative among the G7 nations.
By their very nature, fiscal stimuli should be implemented for limited periods when the economic climate is bad, and fiscal management of the kind being
practiced in Japan and the US, which could cause a cumulative increase in gross financial liabilities, should
not be what was originally intended. The figure shows
that in recent years major fiscal stimuli have been implemented since the global financial crisis of 2008, and
the balance of gross financial liabilities has risen progressively, but the problem is that a fiscal deficit has
subsequently persisted in both countries. The US’s economic expansion has already entered its tenth year, so
it would be no surprise if the US economy were to
enter a recession, and it would be desirable if the fiscal
situation were to be improved and preparations for the
next phase were to be made without delay, but that is
not happening. This could be said to be a stark contrast to a monetary policy that moves from terminating quantitative easing to raising interest rates and
then heads quietly for the exit. In the case of the US
the gross financial liabilities ratio remains at around
half the ratio in Japan, but that level is exactly the
same as it was in Japan 20 years ago. During the ensuing 20 years the gross financial liabilities in Japan
have continued to creep up to double their level today,
and who is to say that the US’s public finances will not
follow the same sad course?
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In theory it is known that a country’s fiscal balance is closely connected with that country’s current
account balance (savings and investment balance theory), and if a country is obsessed only with reducing
its trade deficit, which forms part of the current account balance, and the fiscal deficit is left untouched, a
possible consequence is that the current account deficit
(and in turn the trade deficit) could remain as it is. The

current trade-friction problem can be expected to leave
a legacy of deep-seated mutual distrust not only between the two major nations, the US and China, but
also among Western allied nations, with only the
harmful aspects thereof being noticeable. It is only to
be hoped that the president’s raised fists will be redirected toward the fiscal deficit.
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Notes1. General government comprises central government, local governments, and social- security funds.
2. The figures for 2018 and 2019 are forecasts.
Source: OECD Economic Outlook 103 (May 2018)
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