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Narrowing in Current Account Deficit in Q3 To Be Reversed

The current account deficit narrowed in Q3 due, at least in part, to a one-off surge in soybean exports. The
deficit should widen again, but the country is having little trouble financing the red ink at present.

Soybean Exports Contribute to Smaller Deficit

The U.S. current account deficit narrowed to $113.0 billion in the
third quarter relative to the $118.3 billion (revised) deficit that was
registered in Q2-2016 (top chart). The narrowing in the current account
deficit came as little surprise because previously released monthly data
showed that the trade deficit, which comprises the bulk of the current
account, had narrowed considerably in Q3. As we explained in reports on
the trade deficit in recent months, a one-off surge in soybean exports,
which was related to a poor harvest in soybean-producing countries in
South America, accounted for much of the decline in the trade deficit in the
third quarter (middle chart).

The overall current account deficit would have narrowed a bit more had not
the surplus in the income balance edged down a bit. Specifically, Americans
paid out $1.5 billion more in dividends and interest payments to foreigners
in Q3. In addition, the amount of transfer payments, which includes
remittances that foreign workers send to their home countries (among
other items), rose by $2 billion in the third quarter.

As noted above, a one-off surge in soybean exports accounted for much of
the narrowing in the current account deficit in the third quarter. With that
surge largely in the rear-view mirror, it seems likely that the current
account deficit will widen anew in coming quarters. Indeed, the red ink in
the monthly trade balance rose by more than $6 billion in October as
soybean exports weakened from their previous jump. Moreover, dollar
appreciation and slow economic growth in many of America’s major
trading partners likely will cause import growth to outpace export growth
in coming quarters.

The U.S. dollar was generally stable in the third quarter, which implies that
the country had little trouble financing its current account deficit via net
capital inflows in Q3. Although the value of foreign direct investment
inflows dropped from $174 billion in Q2 to a still impressive total of
$87 billion in Q3, foreign purchases of U.S. stocks and bonds surged by
more than $200 billion in the third quarter (bottom chart). Indeed,
foreigners swung from net sellers of U.S. equities in Q2 ($48 billion in net
sales) to large net purchasers ($130 billion) in the third quarter.

The trade-weighted value of the U.S. dollar has risen about 5 percent since
the U.S. election last month, and the greenback is currently setting multi-
year highs versus many individual currencies. We’'ll need to wait until
Q4 balance of payments data are released in March to confirm, but the
sharp run-up in the U.S. stock market and the appreciation of the dollar
suggest that foreign purchases of U.S. assets likely has strengthened
significantly in the past month.

$40

$0 1

-$40 +

-$80 +

-$120

-$160

-$200

-$240

Current Account Deficit
Billions of Dollars, Seasonally Adjusted

m Balance on Current Account: Q3 @ -$113.0 B ‘

; ; ; ; | ; ; ; ; ; ; ;
92 94 96 98 00 02 04 06 08 10 12 14 16

Exports of Food, Feeds, and Beverages
Billions of Dollars

$40

$0

-$40

-$80

-$120

-$160

-$200

-$240

$16
$15

,,‘ —Exports: Oct @ $11.3 Billion ‘

$16

+ $15
T $14
T $13
T $12
T $11
+ $10
1 g9
1ss
147
16
1 s
1 ¢4

00

$600

$500

$400

$300

$200 +

$100

$0 1

-$100

-$200

04 06 08 10 12 14 16

02

Foreign Private Sector Purchases of U.S. Assets
Billions of Dollars

Portfolio Investment: Q3 @ $229.1B
mFDI in the U.S.: Q3 @ $86.9B
n N n N n ; n

; ; ; ; ; ; ;
02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

L¢3

$600

T $500

1 $400

= $300

= $200

4 $100

+ -$100

-$200

Source: U.S. Department of Commerce and Wells Fargo Securities


mailto:jay.bryson@wellsfargo.com

Wells Fargo Securities Economics Group

Diane Schumaker-Krieg

John E. Silvia, Ph.D.
Mark Vitner

Jay H. Bryson, Ph.D.
Sam Bullard

Nick Bennenbroek
Anika R. Khan

Azhar Igbal

Tim Quinlan

Eric Viloria, CFA
Sarah House
Michael A. Brown
Jamie Feik

Erik Nelson

Misa Batcheller
Michael Pugliese
Julianne Causey
E. Harry Pershing
Donna LaFleur

Dawne Howes

Eugenio J. Aleméan, Ph.D.

Global Head of Research,
Economics & Strategy

Chief Economist
Senior Economist
Global Economist
Senior Economist
Currency Strategist
Senior Economist
Senior Economist
Econometrician
Senior Economist
Currency Strategist
Economist
Economist
Economist
Currency Analyst
Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst
Executive Assistant

Administrative Assistant

(704) 410-1801
(212) 214-5070

(704) 410-3275
(704) 410-3277
(704) 410-3274
(704) 410-3280
(212) 214-5636

(212) 214-8543

(704) 410-3273
(704) 410-3270
(704) 410-3283
(212) 214-5637

(704) 410-3282
(704) 410-3278
(704) 410-3291
(212) 214-5652

(704) 410-3060
(704) 410-3156

(704) 410-3281
(704) 410-3034
(704) 410-3279
(704) 410-3272

diane.schumaker@wellsfargo.com

john.silvia@wellsfargo.com
mark.vitner@wellsfargo.com
jay.bryson@wellsfargo.com
sam.bullard @wellsfargo.com
nicholas.bennenbroek@wellsfargo.com
anika.khan@wellsfargo.com
eugenio.j.aleman@wellsfargo.com
azhar.igbal@wellsfargo.com
tim.quinlan@wellsfargo.com
eric.viloria@wellsfargo.com
sarah.house@wellsfargo.com
michael.a.brown@wellsfargo.com
jamie.feik@wellsfargo.com
erik.f.nelson@wellsfargo.com
misa.n.batcheller@wellsfargo.com
michael.d.pugliese@wellsfargo.com
julianne.causey@wellsfargo.com
edward.h.pershing@wellsfargo.com
donna.lafleur@wellsfargo.com

dawne.howes@wellsfargo.com

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and
Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp. Wells Fargo Securities, LLC, distributes these
publications directly and through subsidiaries including, but not limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC,
Wells Fargo Securities International Limited, Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. Wells Fargo Securities, LLC.
is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a member in good standing of the National Futures
Association. Wells Fargo Bank, N.A. is registered with the Commodities Futures Trading Commission as a swap dealer and is a member in good standing of the
National Futures Association. Wells Fargo Securities, LLC. and Wells Fargo Bank, N.A. are generally engaged in the trading of futures and derivative products,
any of which may be discussed within this publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment
banking transactions. Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and
revenue of the firm which includes, but is not limited to investment banking revenue. The information and opinions herein are for general information use
only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC assume any liability for any loss that
may result from the reliance by any person upon any such information or opinions. Such information and opinions are subject to change without notice, are for
general information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment
advice. Wells Fargo Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company
© 2016 Wells Fargo Securities, LLC.

Important Information for Non-U.S. Recipients

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment firm
authorized and regulated by the Financial Conduct Authority. The content of this report has been approved by WFSIL a regulated person under the Act. For
purposes of the U.K. Financial Conduct Authority’s rules, this report constitutes impartial investment research. WFSIL does not deal with retail clients as
defined in the Markets in Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of
retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, and should not be
relied upon by, retail clients. This document and any other materials accompanying this document (collectively, the "Materials") are provided for general
informational purposes only.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE

WELLS
FARGO



