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This research shows that the bilateral US current account balance with China

has a U-shaped relationship with the life expectancy gap between the US and China. A narrowing gap
means that the catch-up in Chinese life expectancy initially increases the US deficit. However, the
direction of this effect is reversed as the life expectancy gap continues to narrow, so that the
increased US deficit with China falls with a further catch-up in Chinese life expectancy. To provide
a theoretical foundation for the empirical results, | develop a two-country overlapping generations
model and show that the U-shaped relationship can be theoretically reproduced. A similar result is
obtained from the G7 data.
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