
In focus

After rising sharply at the beginning of the Covid-19 crisis, the 
US dollar has weakened in the second half of 2020. While the 
downward move has been relatively pronounced, it has not been 
universal. The greenback has depreciated more against developed 
market currencies, especially the euro, but less so against 
emerging market ones. Nonetheless, investors are wondering if 
this could be the beginning of a major trend that could see the 
dollar weaken substantially, after a long period of strength. 

Drivers such as economic growth, fiscal policy, interest rate 
differentials and the relative demand for assets can explain 
movements in the dollar. But importantly, all these drivers can be 
viewed through the lens of the balance of payments – the record 
of all international trade and financial transactions made by a 
country’s residents with the rest of the world – allowing a better 
understanding of their effect on currency. This paper looks at the 
components of the US balance of payments. 

The first half of the paper focuses on the developments in the 
US current account and the macro-economic signals provided by 
the fluctuations in the trade flows. The second half explores the 
US financial account and possible changes in the demand for US 
dollar assets. Together, the two sides of the balance of payments 
can help to shed light on the direction of the dollar. 

The relationship between the current account and the dollar

Analysis of the US current account – expressed variously as the 
difference between domestic savings and investment, the balance 
of trade in goods and services with the rest of the world, and the 
mirror image of the financial account (see the next section) – can 
help build up a picture of drivers of the dollar. 

At a very high level, the relationship between the current account 
and the dollar has not been clear cut. The US has run a persistent 
current account deficit, on average around 2.5% of GDP, since 
1980 (Figure 1), but this has not been an obstacle to the dollar 
going through periods of very strong growth in this period. The 
last time the US had a current account surplus was in 1991.

However, what is clear is that periods of significant dollar 
weakening have been associated with a widening current account 
deficit. For example, in the mid-1980s and again in the early 2000s. 

In more recent times, between 2014-2020, the current account 
deficit was very stable at around 2%, providing a more favourable 
backdrop for the dollar. 

The recent sharp widening in the current account deficit 
(explained in the sections which follow) could therefore be an 
ominous signal for the dollar.

The US dollar stands at a crossroads, as the structural and cyclical 
trends that have propelled it are being disrupted by Covid-19. We 
see potential for the dollar to weaken, as some of its structural 
fragilities are being exposed by the pandemic. Nonetheless, the 
magnitude of any downward move is dependent on a confluence 
of factors.
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Figure 1: The US current account balance and the dollar index

Source: Schroders, Refinitiv Datastream. Current account data as at Q2 2020. Dollar 
index data as at 20 November 2020.



2.  Current account = The balance of trade in goods and 
services with the rest of the world

The second, and perhaps most common, way of looking at the 
current account is that it is the balance of trade in goods and 
services with the rest of the world, covering all cross-boarder 
economic transactions over a defined period, for example a 
quarter. It is sometimes simplified as exports minus imports. 
However, besides flows in goods and services, the current account 
also covers flows in income from current economic activity. The 
four key components of the current account are:

 – Goods balance: The net flow of goods between a country and 
the rest of the world

 – Services balance: The net flow of services between a country 
and the rest of the world

 – Primary income balance: The net flow of profits, interest 
and dividends from investments in other countries and net 
remittance flows from migrant workers

 – Secondary income balance: the net flow of government and 
other transfer payments where one party provides a payment 
without receiving goods or services in return

Looking at the detailed US current account balance in Figure 3, the 
current account deficit has been mainly driven by a large deficit in 
goods. The long-term structural underpinning to this is really that 
the US consumes more goods than it produces, meaning that it 
imports more than it exports.

Somewhat balancing the deficit in goods, the US has been running 
a surplus in services. This mainly reflects the US’ positive tourism 
balance and surpluses in business and financial services. The 
combination of a negative goods balance and positive services 
balance is typical for advanced economies that onshore product 
development but offshore production. 

Within the income balance, the US has a positive primary income 
balance, meaning that US residents earn greater return on 
their foreign assets than foreigners earn on their US assets. The 
secondary income balance is negative because the US gives more 
external aid than it receives. 

Understanding the past: drivers  
of the current account 
1. Current account = Domestic savings – domestic investments

At a high level, the US current account deficit reflects the fact that 
US domestic savings have been too low to finance investments. 
Figure 2 shows the net lending/borrowing balances of three major 
sectors in the US economy: households, the corporate sector and 
the government. When the savings and investments balance of 
a sector is negative, this means that the sector’s savings, that 
is funds left after consumption, are not sufficient to finance 
investments. In this situation, it has to borrow to fill the gap.

Apart from a few years around the turn of the century, the US 
government has been a net borrower for a long time because 
of a persistent budget deficit. The corporate sector balance has 
moved around zero, becoming more negative in the late stages 
of the business cycle (more borrowing/less saving) and improving 
in recession and early recovery (more saving/less borrowing). 
US households, for most of the time, have been net lenders (i.e. 
net savers). However, between 2004 and 2008, households also 
became net borrowers. This period coincided with rapid growth in 
mortgage debt, culminating with the financial crisis.

The post-financial crisis era has been characterised by a moderate 
government deficit and moderate household surplus. Granted, 
within households there has been significant dispersion, with 
households on higher incomes having a surplus and households 
on lower incomes, a deficit. 

The combination of these three sectors is shown by the green 
bars in Figure 2. It has been persistently negative, highlighting 
that US domestic savings have been insufficient to meet domestic 
investments. Because of that, the US has had to borrow from 
abroad to finance the shortfall. And borrowing from abroad 
means running a current account deficit. It also means that 
changes in savings can have a direct impact on the value of  
the dollar. 
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Figure 2: US current account deficit reflects insufficient 
domestic savings

Figure 3: US current account deficit is mainly a result of large 
deficit in goods

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.
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3. The mirror image of the financial account 
The third way to look at the current account is by acknowledging 
that it is the mirror image of the financial account, the other major 
component of the balance of payments. If one is in deficit, the 
other must, mathematically, be in surplus. The financial account 
records the net change of ownership of financial assets and 
liabilities between a country’s residents and non-residents. Its 
components are:

 – Foreign direct investments: net investment into foreign 
businesses or corporations with the intention of establishing a 
lasting interest; it includes reinvested foreign earnings

 – Portfolio investments: net investment into foreign bonds and 
equities 

 – Other investments: net investment into other types of assets 
such as bank deposits and trade credit

 – Reserve assets: external assets controlled by monetary 
authority

 – Financial derivatives
To put it simply, a country with a current account deficit must 
attract enough foreign capital to pay for that deficit. Hence 
running a current account deficit means borrowing from abroad.

We can see that when comparing the key components of the US 
balance of payments in Figure 4. Whenever the current account 
deficit (light blue bars) has increased, the financial account surplus 
has also increased, and vice versa. The symbiotic relationship 
between these two sides of the balance of payments has great 
significance for the US.

deficit is almost unavoidable consequence. That being said, while 
the two sides of the balance of payments must balance, it is not 
predetermined at what level of currency this will happen. We will 
further explore this point in a minute.

Looking to the future

The signals from the trade balance 
What can the US current accounts tell us about the value and the 
likely direction of the dollar? Of its four components, the goods 
balance is most sensitive to changes in the underlying economic 
conditions and can provide some useful clues. 

Before the Covid-19 shock, the monthly US goods or trade deficit 
was around $70 billion (Figure 5). This is close to the levels seen 
just before the financial crisis. Given that the US economy is much 
larger than it was in 2007, this in itself should not have been too 
alarming for the dollar. However, there’s an important caveat here. 

A large share of the US trade deficit used to come from oil imports 
before the shale revolution greatly reduced the US’ dependence 
on imported oil and the drag on the trade balance. In fact in 2019, 
the US petroleum balance became positive for the first time ever. 
The ex-petroleum trade deficit, on the other hand, has almost 
doubled since 2013. 
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Figure 4: The US balance of payments key components

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.

While large in size, the US current account deficit can be viewed 
as the by-product of the current global economic order and the 
US dollar’s reserve currency status. Even though savings and 
investments do not have to balance within a country, they must 
balance globally. If some countries have excess savings, others 
must have a deficit. In this paradigm, countries receive US dollars 
in exchange of goods they send to the US, ensuring that global 
balance of payments net to zero. Reserve currency status also 
means that there is persistent demand for dollars from around  
the world. 

Consequently, as long there are excess savings in parts of the 
world and the dollar remains a reserve currency, at least some 
of these savings will find a way in the US. A US current account 
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Figure 5: The improvement in the petroleum balance masks 
the deterioration in the non-petroleum balance

Source: Schroders, Refinitiv Datastream. Data as at September 2020.

Specifically, there has been a notable divergence in the non-
petroleum exports and imports over the last decade. Since 2011, 
annual imports of non-petroleum goods have increased by half a 
trillion dollars, while exports are more or less unchanged  
(Figure 6, overleaf). 

Furthermore, the gap between exports and imports started 
to widen in 2014. Even though the exact extent is debatable, 
it is quite clear that the strong dollar and the 2017 US tax cuts 
contributed to the deterioration of the non-petroleum balance. A 
stronger currency made US exports less competitive, while the tax 
cuts fuelled imports. This led to an annual non-petroleum trade 
deficit of more than $800 billion.

With US oil production now in retreat, the weakness on the non-
petroleum side of the trade balance has become more concerning, 
as gains in oil exports can no longer mask the issues with the 
broader trade balance. This could spell trouble for the current 
account and consequently the dollar.
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However, there could be a natural limit on the willingness of 
foreigners to finance the budget and current account deficits. 
Crucially, domestic and foreign assets are not perfect substitutes, 
so a greater budget deficit reduces the fundamental attractiveness 
of a country’s bonds, all other things equal. As a result, investors 
need to be compensated to hold a greater share of their assets in 
these bonds. The recent weakness in the dollar indicates that the 
US could now be in the second regime.

To entice foreign investors, a country can cut the deficit, hike 
interest rates or let its currency weaken, making its bonds cheaper 
for overseas investors to purchase. Given that the Federal Reserve 
(Fed) does not intend to increase interest rates any time soon 
under its new average inflation targeting policy, lower deficits or a 
weaker dollar would be the remaining options. 

Central banks normally have less of control on the long end of the 
yield curve, so a sell-off in the long-term Treasury yields would 
make holding dollars more attractive per se. However, given the 
high and growing debt loads in the US, the Fed could be forced to 
fix yields further out in the yield curve, reducing the efficacy of this 
automatic stabilizer.

Cyclical and structural components of budget deficit
Looking ahead, the path of the US current account deficit depends, 
crucially, on how fast the US economy returns to normality and 
how expansive US fiscal policy will be. If unemployment remains 
elevated and the government continues to spend heavily to deal 
with the fallout of the pandemic, economy-wide savings are likely 
to further fall and the current deficit to widen. Essentially, the 
government would be subsidising consumption, which would boost 
imports relatively more than exports.

The results of the recent US elections reduce the likelihood 
of another multi-trillion dollar fiscal stimulus programme. 
Despite their hopes, Democrats did not manage to overturn the 
Republican majority in the US Senate. Still, there is willingness 
on all sides of the political spectrum to do more to support 
the economy through a smaller, but still significant, stimulus 
programme. 
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Figure 6: Mind the gap: US non-petroleum imports have 
increased much faster than non-petroleum exports

Figure 7: A swift recovery in consumption is leading to sharply 
wider trade deficit

Source: Schroders, Refinitiv Datastream. Data as at September 2020. Source: Schroders, Refinitiv Datastream. Data as at October 2020.

Covid-19 induced swings in the current account 
The Covid-19 shock has led to large swings in the US economy as 
well as in the current account. Similarly to the financial crisis, the 
US trade balance improved sharply in early 2020, with imports 
falling more than exports because of a collapse in consumption 
and investment. Consequently, private savings increased and  
the current account deficit reduced. But this is where the 
similarities end.

Very expansive US fiscal policy, in the form of stimulus checks and 
extended unemployment benefits has been far more supportive 
of consumption than in the previous crises. As Figure 2 shows, the 
initial increase in household savings has been more than matched 
by the increase in government deficit, expected to be 16% of GDP 
in 2020, a post-WW2 high. 

The consequence of this different kind of crisis response has been 
a fast recovery in consumption, driven by both higher government 
spending and a reversal in the private savings rate. For example, 
US retail sales are now 8% higher compared to 2019 (Figure 7), 
despite all the disruption cased by the pandemic. 

This in turn has led to a spectacular U-turn in the current account 
balance, which fell to a 3.5% deficit in the second quarter, the 
largest deficit since 2008. The trend continued in the third quarter 
with the US recording a record monthly trade deficit of $83 billion 
in August (see Figure 5). 

As explained earlier, large increases in the current account deficit 
have tended to be associated with periods of notable dollar 
weakness. Against, that backdrop, it is not surprising that the 
dollar has been weak since March 2020.

Fiscal policy and the dollar
While, on the face of it, it would seem that expansive fiscal policy 
is associated with a larger government deficit, a larger current 
account deficit, and a weaker currency, it does not always work 
out this way.

Greater fiscal spending supports growth and is usually countered 
by higher interest rates. Improved growth prospects and higher 
interest rates could in turn lead to greater foreign capital inflows, 
resulting in stronger not weaker currency. 

4

https://www.schroders.com/en/uk/tp/economics2/economics/are-us-treasuries-turning-japanese/
https://www.schroders.com/en/uk/tp/economics2/economics/are-us-treasuries-turning-japanese/


Granted, fiscal policy has been loosened everywhere in response 
to the Covid-19 shock, so the US budget deficit, while large is 
not unique. That being said, even before the pandemic, the IMF 
estimated that the US had an excessive budget deficit, with fiscal 
consolidation necessary over the medium term. 

Furthermore, while the cyclical component of the US budget 
deficit is likely to narrow once the effects of the Covid-19 stimulus 
subside, it could be hard to cut the non-cyclical or structural 
deficit. This is because the share of mandatory spending, that 
is the budget outlays required by law, such as funding of Social 
Security and Medicare, has increased considerably since 2008 
(Figure 8). Given the US’ ageing population, these pressure will 
only intensify.
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Figure 8: The increasing share of mandatory budget spending 
makes reducing the budget deficit difficult

Source: Schroders, Refinitiv Datastream. Data as at 2019.

Second, global savings are likely to fall further because most 
countries need to deal with their own fallouts from the Covid-19 
crisis. Even Germany, a country that has been accused of running 
an excessive budget surplus, is forecast to run a 10% deficit in 
2020. In addition, the EU will need to issue €750 billion of bonds 
over the next few years to finance the European recovery fund.

All this means that it could be difficult for the US to maintain even 
a moderate current account deficit without putting a pressure on 
the dollar, especially as the allure for US assets could be waning. 

The end of American exceptionalism?
Over the past decade, US capital flows have been underpinned by 
the notion of American exceptionalism. Because the US recovered 
faster than most other developed countries from the financial 
crisis, and with the spectacular rise of its tech sector, US economic 
growth and capital market returns have been superior to most of 
the rest of the developed world. In addition, up until the Covid-19 
crisis, US bonds offered higher yields than most other comparable 
securities. All together, this acted as a powerful gravitational pull 
for global capital flows. 

However, because the Fed has cut US interest rates to zero and 
the US economy has been particularly scarred by the pandemic, 
American exceptionalism has been called into question. Thus, it is 
possible that some of the inflows will reverse. 

How big are potential outflows? 
Since the current account deficit must be matched by a financial 
account surplus, decades of current account deficit means that the 
US has built up a large net liability to the rest of the world, standing 
at $13 trillion or 67% of GDP. Foreigners own $42 trillion of US 
assets while US residents own just $29 trillion of foreign assets.

Figure 9 shows the composition of the US net international 
investment position (NIIP). Unsurprisingly, the debt investment 
balance is by far the largest contributor to the negative NIIP. There 
is a lot more overseas money invested in the US bond market 
than there is US money invested in overseas bond markets. 
Interestingly, until recently, the US had positive foreign direct 
investment (FDI) and equity investment balances. 
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Figure 9: The US has a large negative net international 
investment position

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.

This deterioration in the fiscal condition would put the current 
account deficit under even more pressure, necessitating the US to 
borrow even more from overseas investors, who, in the absence 
of higher bond yields, will need a lower dollar to incentivise them 
to do so.

In the near term, the best scenario for the dollar would be if that 
expansive fiscal policy kick starts growth. This could help improve 
US fiscal health, turning a negative influence on the dollar into at 
least a neutral one.

Global savings and financing the US current account deficit
As we said previously, the level of current account deficit that 
the US can sustain is at least to some extent dependent on the 
demand for US dollar assets from the rest of the world. In this 
regard, the pandemic could have had a significant impact on 
global savings and demand.

First, global savings were lower even before the Covid-19 shock. 
China’s current account surplus, for example, is only at 1.2% of 
GDP compared to 4.8% in 2009. With the oil price unlikely to rise 
significantly, at least in the near term, the large surplus in oil 
exporting countries is also a thing of the past. 
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The FDI balance turned negative in 2018 because US companies 
started to repatriate foreign earnings, through that, reducing the 
stock of FDI assets. The equity balance turned negative in 2019 
mainly because of valuation effects. The strong dollar and the 
divergence in the prices of US and international equities have 
made US equity holdings of foreigners more valuable and foreign 
equity holdings of US residents less valuable

These specific factors aside, the US NIIP has become significantly 
more negative in the last 10 years, with the balance deteriorating 
especially fast since 2018. This highlights the danger from the 
possible reversal in the appetite for US assets.

Granted, the US does have the privilege of issuing the reserve 
currency of the world, so it might get away with policies that 
would be untenable for most other countries. However, this 
“exorbitant privilege” is not set in stone, as the reserve currency 
status has changed over time. Should the persistent budget 
deficit and the continuing Fed balance sheet growth stoke fears 
of outright debt monetization (financing of budget deficit by 
central bank), this could eventually lead to selling of US assets by 
global reserve managers.

Nonetheless, the structural changes in the dollar’s reserve 
currency status would likely take years to play out. In the near 
term, the direction of the dollar depends on the broader supply 
and demand for the US assets. The next sections cover the 
individual components of the US financial account. 

Bond investments: from public to private
Bond investments play a crucial role in the US financial account 
balance. Just before the financial crisis, the inward bond 
investments rose to as high as 8% of GDP (Figure 10), covering 
the lion’s share of the current account deficit (see Figure 3). 
After falling sharply in the financial crisis, the inflows have been 
around 3% over the past 10 years. 

For a long time, the purchases of US debt securities by foreigners 
were mainly resulting from the build up of global FX reserves. 
However in 2015, the global FX reserves stopped growing 
because of the capital outflows from China, weakening EM 
currencies and the fall in the oil price. 

As a result, the nature of the foreign bond investment changed, 
shifting from public to private investors and from government to 
corporate and asset backed securities. This shift is clearly visible 
when comparing the aggregate US debt investment liabilities 
and US dollar reserves (Figure 11). Since 2015, the implied private 
investors’ share of US liabilities has increased from $2.5 trillion to 
almost $5 trillion. 
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Figure 11: Private ownership of US debt securities has doubled 
since 2014

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.

Source: Schroders, Refinitiv Datastream. Data as at 2019.

What has been behind the increase in private bond investments? 
First, inflows from the euro area have became an important 
source of demand for US bonds. The European Central Bank’s QE 
programme in 2015 unleashed a $1 trillion capital outflow from 
the euro area, a large part of which found its way into the US 
bond market. 

Second, private investors from developed Asian countries have 
become significant buyers of US bonds. For example, Japanese 
banks and Taiwanese life insurance companies are very active in the 
US corporate bond, leverage loan and securitized debt markets.

In sum, the purchases of private investors have helped to finance 
the US current account deficit despite the withering demand from 
global central bank reserve purchases.

Unprecedented selling of US Treasuries in the Covid-19 crisis
The US Treasury market experienced a historical shock in March 
2020, forcing the Federal Reserve to spend more than $1.5 trillion 
to restore the order. In this turmoil, foreigners sold US Treasuries 
in unprecedented volumes, with net foreign sales of the long-term 
Treasury bonds amounting to $476 billion in March and April  
(Figure 12, overleaf). Please see our paper on US Treasuries for 
more details. 

At the same time, foreigner investors have increased their 
holdings of US Treasury Bills by $300 billion in 2020 (Figure 13, 
overleaf), reflecting the “dash for cash” that occurred at the peak 
of the pandemic. This has helped to buffer the shock from the 
sales of Treasury Bonds and the pressure on the financial account. 

Looking ahead, the yield differential between the US and the rest 
of the world has shrunk considerably, reducing the incentive to 
hold US bonds for yield-sensitive private investors. Especially as 
investors ponder on the possible downward move in the dollar.
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On the other hand, further dollar weakness could spur global 
central banks to increase their US bond holdings. When the 
local currency strengthens against the dollar, EM central banks 
often intervene by purchasing dollars to prevent the currency 
from appreciating too much. This is a prime example of the US 
accommodating savings from the rest of the world.

What is the evidence so far on the demand for US bonds? Figure 
12 shows that the only types of bonds that have seen strong 
demand in 2020 are US Agency bonds1. Interestingly, the majority 
of Agency purchases have come from Japan.  

Demand for US Treasury bonds has been tepid, especially 
considering the magnitude of outflows in spring. There is not 
much evidence of central banks significantly boosting their 
Treasury holdings either. Finally, foreigners have actually 
increased the sales of US corporate bonds in recent months. 

Should the foreign purchases of US bonds not return to the pre 
Covid-19 levels, the financing of the current account deficit, even a 
moderate one, would be significantly more difficult.

Equity investments: a surprising lack of inflows
American exceptionalism has been most visible in the equity 
market, with US stocks outperforming the rest of the world by a 
large margin. Then perhaps surprisingly, there has not been a 
persistent bid for US equities by foreigners. 

Since 2013, the inward equity investments have fluctuated without 
a clear pattern (Figure 14). This is very different to the early 2000s 
when the US tech boom led to large inflows to US stocks. US 
residents, on the other hand, have increased their holdings of 
foreign equites, meaning that on aggregate, equity investments 
have been a drag on the financial account.

1  An agency bonds is a security issued by a government-sponsored enterprise of by a 
federal government department other than the US Treasury
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Figure 12: Monthly net foreign purchases of long-term US  
debt securities

Figure 13: Foreing holdings of US Treasury Bills

Source: Schroders, Refinitiv Datastream. Data as at September 2020.
Source: Schroders, Refinitiv Datastream. Data as at September 2020.

The continuing outperformance of US equities in 2020, even 
after the Covid-19 crisis, seems to have finally changed foreign 
investors’ behaviour. In the second quarter of 2020, the inflows 
to US stocks picked up noticeably and more high frequency data 
indicate that the demand remained strong in the third quarter. 

However, there are clear reasons why the US equity market is not 
guaranteed to continue to outperform, meaning that increased 
appetite for US equities might turn sooner rather than late. This 
would limit the potential inflows into US equites as well as the 
support on the financial account. 
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Foreign direct investments: repatriation of earnings
While portfolio investments garner a lot of attention, foreign direct 
investments (FDI) are equally important, as they are usually driven 
by long-term capital allocation decisions. Furthermore, the US net 
FDI investment balance has had quite a strong correlation with the 
dollar (Figure 15). Specifically, the periods of positive FDI balance 
have coincided with strong dollar, for example in the early 2000s, 
in 2006 and since 2015. 

Interestingly, rather than reflecting strategic investments, a large 
share of FDI flows in the last five years have been financial in 
nature. In 2015-16, there was a noticeable increase in inward FDI 
that was at least partially driven by inflows from China (Figure 15). 
Chinese investors, anticipating weaker RMB, were purchasing US 
companies and real estate to avoid domestic capital controls. 
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Figure 15: Foreign direct investment balance has been an 
import driver of the dollar

Figure 16: Repatriated foreign earnings have kept the direct 
investment balance positive

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020.

Other investments flows: “dash for cash” in the Covid-19 crisis
Other investment encompasses investment flows not accounted 
for in other financial account categories. It mainly includes 
investments in various short-term securities, such as bank 
deposits. While normally not a significant driver of the financial 
account, other investment flows became very important in the 
Covid-19 crisis.

Figure 17 (overleaf) shows that there was a major increase in both 
other investment assets and liabilities in the first quarter of 2020. 
Partially, it reflects the Federal Reserve’s dollar cross currency 
swaps with other central banks, which increased both asset and 
liabilities. However, even after netting out the swaps, US other 
investment liabilities increased significantly more than other 
investment assets, with the net balance rising by $218 billion in 
the first quarter. 

Specifically, the volatility and illiquidity across asset classes 
sparked a frantic “dash for cash” in March 2020. Investors sold 
whatever they could and parked the proceeds in cash. The 
elevated demand for dollars was also evident in the behaviour 
of foreigner investors. In March and April, the short-term dollar 
liabilities increased by a staggering $800 billion (Figure 18).

Looking under the hood, a part of this increase was due to a spike 
in foreign holdings of US Treasury Bills, highlighted earlier. More 
interestingly, a large part of the increase was driven by foreigners, 
including foreign banks, parking their cash in US bank deposits. 
This increase in the short-term liabilities is likely what helped the 
dollar to appreciate at the peak of the Covid-19 crisis. 

As of end of September, the short-term liabilities have fallen by 
$400 billion, indicating the “dash for cash” is reversing. In addition 
to the widening US trade deficit, this reversal in other investments 
liabilities could explain the recent dollar weakness.

Looking at outward FDI, US residents have been persistently 
increasing their FDI assets. However in 2017 this changed, 
because the 2017 US tax reform made it no longer beneficial to 
hold foreign profits offshore, so US companies started to bring 
back the cash. 

In recent quarters, the repatriation flows have diminished and 
foreigners have reduced strategic investments in the US. Still 
the net FDI balance has not yet become negative. Assuming 
that the correlation between the net FDI and the dollar holds, a 
significantly weaker greenback likely requires a halt in repatriation 
flows and wide-scale selling of FDI assets by foreigners.
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Conclusion
Given the US’ $13 trillion liability to the rest of the world, the biggest long-term downside risk to the dollar would 
be any fundamental shift in global currency reserves away from dollar assets. However, such a shift would likely 
require a loss in confidence in US institutions and outright money financing of the budget deficit by the Federal 
Reserve. While neither can be ruled out, they are far from a central expectation.

The most likely direction of travel for the dollar is continued weakness. A structurally deteriorating fiscal situation 
and widening current account deficit are both problematic. Furthermore, the dollar’s situation is made even more 
precarious as a number of tailwinds that have helped support it have diminished. US bond yields have become 
less attractive, while global dollar FX reserves have been stagnant since 2015. More broadly, the possible end of 
American exceptionalism could make it harder to find foreign buyers for US assets.

A rapid rebound from the Covid-19 shock could alleviate some of these forces, but are unlikely to be able to buck 
the trend. The dollar is likely to remain under pressure for some time.

-8%

-6%

-4%

-2%

0%

2%

4%

6%

8%

2000 2005 2010 2015 2020
Outward Inward Net

US other investment balance (%GDP)

0

1000

2000

3000

4000

5000

6000

7000

2004 2006 2008 2010 2012 2014 2016 2018 2020

Short-term liabilities to foreigners payable in dollars (billions $)

Figure 17: Big swings in the other investments balance  
in 2020

Figure 18: The unprecedented increase in the short-term 
dollar liabilities has started to reverse

Source: Schroders, Refinitiv Datastream. Data as at Q2 2020. Source: Schroders, Refinitiv Datastream. Data as at September 2020.



Important Information
Marketing material for professional clients only. Investment 
involves risk.

This material is for professional investors or advisers only. It is not 
to be provided to retail clients. Investment involves risk.

Any reference to sectors/countries/stocks/securities are for 
illustrative purposes only and not a recommendation to buy or 
sell any financial instrument/securities or adopt any investment 
strategy.

The material is not intended to provide, and should not be 
relied on for, accounting, legal or tax advice, or investment 
recommendations.

Reliance should not be placed on any views or information in 
the material when taking individual investment and/or strategic 
decisions.

Past Performance is not a guide to future performance and may 
not be repeated.

The value of investments and the income from them may go 
down as well as up and investors may not get back the amounts 
originally invested. Exchange rate changes may cause the value of 
investments to fall as well as rise.

Schroders has expressed its own views and opinions in this 
document and these may change.

Information herein is believed to be reliable but Schroders does 
not warrant its completeness or accuracy.

Insofar as liability under relevant laws cannot be excluded, no 
Schroders entity accepts any liability for any error or omission in 
this material or for any resulting loss or damage (whether direct, 
indirect, consequential or otherwise).

This document may contain “forward-looking” information, such 
as forecasts or projections. Please note that any such information 
is not a guarantee of any future performance and there is no 
assurance that any forecast or projection will be realised.

This material has not been reviewed by any regulator.

Not all strategies are available in all jurisdictions.

Schroders may record and monitor telephone calls for security, 
training and compliance purposes.

For readers/viewers in Argentina: Schroder Investment 
Management S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB 
- Buenos Aires, Argentina. Registered/Company Number 15. 
Registered as Distributor of Investment Funds with the CNV 
(Comisión Nacional de Valores). Nota para los lectores en 
Argentina: Schroder Investment Management S.A., Ing. Enrique. 
Butty 220, Piso 12, C1001AFB - Buenos Aires, Argentina. Inscripto 
en el Registro de Agentes de Colocación y Distribución de PIC de 
FCI de la Comisión Nacional de Valores con el número 15.

For readers/viewers in Brazil: Schroder Investment Management 
Brasil Ltda., Rua Joaquim Floriano, 100 – cj. 142 Itaim Bibi, 
São Paulo, 04534-000 Brasil. Registered/Company Number 
92.886.662/0001-29. Authorised as an asset manager by the 
Securities and Exchange Commission of Brazil/Comissão de 
Valores Mobiliários (“CVM”) according to the Declaratory Act 
number 6816. This document is intended for professional 
investors only as defined by the CVM rules which can be accessed 
from their website www.cvm.gov.br.

For readers/viewers in Switzerland: For professional clients and 
qualified investors only, where appropriate. Issued by Schroder 
Investment Management (Switzerland) AG, Central 2, CH-8001 
Zürich, Postfach 1820, CH-8021 Zürich, Switzerland. Enterprise 

identification number (UID) CHE-101.447.114. Authorised and 
regulated by the Swiss Financial Market Supervisory Authority 
(FINMA).

For readers/viewers in the European Union/European 
Economic Area: Schroders will be a data controller in respect 
of your personal data. For information on how Schroders might 
process your personal data, please view our Privacy Policy 
available at www.schroders.com/en/privacy-policy or on request 
should you not have access to this webpage. Issued by Schroder 
Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736 
Senningerberg, Luxembourg. Registered No. B 37.799.

For readers/viewers in the People’s Republic of China: Issued 
by Schroder Investment Management (Shanghai) Co., Ltd. Unit 
33T52A, 33F Shanghai World Financial Center, 100 Century Avenue, 
Pudong New Area, Shanghai, China, AMAC registration NO. 
P1066560. Regulated by Asset Management Association of China 
(“AMAC”) This material has not been reviewed by the AMAC.

For readers/viewers in the United Arab Emirates: Schroder 
Investment Management Limited, located in Office 506, Level 
5, Precinct Building 5, Dubai International Financial Centre, PO 
Box 506612 Dubai, United Arab Emirates. Regulated by the Dubai 
Financial Services Authority. This document is not subject to any 
form of approval by the DFSA. Accordingly, the DFSA has not 
approved any associated documents nor taken any steps to verify 
the information and has no responsibility for it. This document 
is intended to be for information purposes only and it is not 
intended as promotional material in any respect. This document 
is intended for professional investors only as defined by the DFSA 
rules which can be accessed from their website www.dfsa.ae.

For readers/viewers in the United Kingdom: Schroders will be 
a data controller in respect of your personal data. For information 
on how Schroders might process your personal data, please view 
our Privacy Policy available at www.schroders.com/en/privacy-
policy or on request should you not have access to this webpage. 
Issued by Schroder Investment Management Limited, 1 London 
Wall Place, London EC2Y 5AU. Registered Number 1893220 
England. Authorised and regulated by the Financial Conduct 
Authority.

Note to readers/viewers in Australia: Issued by Schroder 
Investment Management Australia Limited Level 20, Angel Place, 
123 Pitt Street, Sydney NSW 2000 Australia ABN 22 000 443 274, 
AFSL 226473. It is intended for professional investors and financial 
advisers only and is not suitable for retail clients.

Note to readers/viewers in Hong Kong S.A.R.: This document 
is intended to be for information purposes only and it is not 
intended as promotional material in any respect. This document 
is intended for professional investors only as defined by Securities 
and Futures Ordinance (“SFO”) (and any rules made thereunder) 
or as otherwise permitted under the Hong Kong laws. Issued by 
Schroder Investment Management (Hong Kong) Limited. Level 33, 
Two Pacific Place, 88 Queensway, Hong Kong. This material has not 
been reviewed by the Securities and Futures Commission of Hong 
Kong.

Note to readers/viewers in Indonesia: This document is 
intended to be for information purposes only and it is not 
intended as promotional material in any respect. This document 
is intended for professional investors only as defined by the 
Indonesian Financial Services Authority (“OJK”). Issued by PT 
Schroder Investment Management Indonesia Indonesia Stock 
Exchange Building Tower 1, 30th Floor, Jalan Jend. Sudirman 
Kav 52-53 Jakarta 12190 Indonesia PT Schroder Investment 
Management Indonesia is licensed as an Investment Manager and 
regulated by the OJK. This material has not been reviewed by the 
OJK.

Note to readers/viewers in Japan: Issued by Schroder 
Investment Management (Japan) Limited 21st Floor, Marunouchi 



Trust Tower Main, 1-8-3 Marunouchi, Chiyoda-Ku, Tokyo 100-0005, 
Japan Registered as a Financial Instruments Business Operator 
regulated by the Financial Services Agency of Japan (“FSA”). Kanto 
Local Finance Bureau (FIBO) No. 90 This material has not been 
reviewed by the FSA.

Note to readers/viewers in Malaysia: This presentation has 
not been approved by the Securities Commission Malaysia which 
takes no responsibility for its contents. No offer to the public to 
purchase any fund will be made in Malaysia and this presentation 
is intended to be read for information only and must not be 
passed to, issued to, or shown to the public generally. Schroder 
Investment Management (Singapore) Ltd does not have any 
intention to solicit you for any investment or subscription in any 
fund and any such solicitation or marketing will be made by an 
entity permitted by applicable laws and regulations.

Note to readers/viewers in Singapore: This presentation 
is intended to be for information purposes only and it is not 
intended as promotional material in any respect. This document 
is intended for professional investors only as defined by Securities 
and Futures Act to mean for Accredited and or Institutional 
Clients only, where appropriate. Issued by Schroder Investment 
Management (Singapore) Ltd (Co. Reg. No. 199201080H) 138 
Market Street #23-01 CapitaGreen, Singapore 048946. This 
document has not been reviewed by the Monetary Authority of 
Singapore.

Note to readers/viewers in South Korea: Issued by Schroders 
Korea Limitedn26th Floor, 136, Sejong-daero, (Taepyeongno 
1-ga, Seoul Finance Center), Jung-gu, Seoul 100-768, South Korea . 
Registered and regulated by Financial Supervisory Service of Korea 
(“FSS”)This material has not been reviewed by the FSS.

Note to readers/viewers in Taiwan: Issued by Schroder 
Investment Management (Taiwan) Limited 9F., No. 108, Sec. 5, 
Xinyi Road, Xinyi District, Taipei 11047, Taiwan. Tel +886 2 2722-
1868 Schroder Investment Management (Taiwan) Limited is 
independently operated. This material has not been reviewed by 
the regulators.

Note to readers/viewers in Thailand: This presentation has not 
been approved by the Securities and Exchange Commission which 
takes no responsibility for its contents. No offer to the public to 
purchase any fund will be made in Thailand and this presentation 
is intended to be read for information only for professional 
investors as defined by regulations and it is not intended as 
promotion material in any respect. It must not be passed to, 
issued to, or shown to the public generally. Schroder Investment 
Management (Singapore) Ltd does not have any intention to solicit 
you for any investment or subscription in any fund and any such 
solicitation or marketing will be made by an entity permitted by 
applicable laws and regulations.

526611


