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ABSTRACT

This paper aims to investigate the determinant of balance of trade in United States.
United States has been experiencing the trade deficit for years. The issue of this study
is the continuously deficit trade balance results in the economy of the country. This
paper used Balance of Trade (BoT) as the dependent variable and used domestic
income, exchange rate, household consumption, foreign direct investment (FDI), and
foreign income as independent variables. This paper using times series to run the
result. The data was collected from year 1980 to 2015 and have 36 observations all
together. In this study The Ordinary Least Square method (OLS) under the E-View
software has been used for the econometric analysis. The result from this paper
estimated to show, exchange rate, domestic income measures by GDP per capita and
foreign income have significant relationship with balance of trade (BoT). Other two
variables which are foreign direct investment (FDI) and household consumption are
expected to have no significant relation with dependent variable. The sign for
domestic income and exchange rate is negative while foreign income is positive. This
study has no problem with heterokedasticity, normality test, and Multicollinearity.
Unfortunately, this paper has the problem with Ramsey reset test and serial correlation
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CHAPTER ONE
INTRODUCTION

1.1 INTRODUCTION

These days, United States have confronting with the substantial of trade
deficit. These circumstances make the researcher of this study eager to investigate the
determinants of balance of trade in USA. The point of this research is to examine the
determinant of balance of trade in United States using domestic income, exchange
rate, household consumption, foreign direct investment, and the data of foreign
income collected from all the country. The reason behind this research is to identify
the implication of the United States’ excessive trade deficit.

As indicated by Bahmani-oskooee, (2016) the writer mentioned the author of
international finance text book have three strategies in the balance of payment used to
clarify the determinant for the balance of trade. The three determinants are exchange
rate, domestic income and the last one is money supply. The exchange rate is the
major determinants for trade balance and policy that has been utilized to cope with
deficit trade balance is depreciation. Through the contractionary fiscal, the reducing
income can be utilized as a part of the request to minimize the trade deficit. The
Keynesian income strategy confirm that the level of economic activity that is
measured by domestic income as a main determinant to recognize the level of balance

of trade.

1.2 BACKGROUND OF STUDY

USA is one of the countries that confronting with the deficit of import and
export issue. Balance of trade deficit can give a negative effect on the economy of
USA. Historically, there are right around two decades that the country experienced
trade deficit. Trade is sensitive to changes in economic factors of the country. The
balance of trade plays the main role in calculating the national income. The trade
balance can positively influence balance of payment of the country since the balance

of trade is one of the items in balance of payment.



