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Abstract. The article examines the current state and causes of global imbalances’ sustainability — the phenomenon
whereby some major systemic countries run large and persistent current account deficits, which are mirrored by
large surpluses in a number of other countries. The widening of global imbalances during COVID-19 pandemic
contrasts with their dynamics during previous global downturns, when the scale of imbalances narrowed. The
article analyzes various explanations of global imbalances: intertemporal choice with a difference in the rates
of return, demographic changes, global savings glut, dynamics of oil prices, exchange rate manipulations, twin
deficits, demand for safe assets. The significance of each of the causes of global imbalances changes over time,
and currently fiscal policy has been playing an increasing role to determine the movements of current account
deficits. The global fiscal response to the pandemic, especially in advanced economies, has been unprecedented,
which led to significant reduction in government savings. The scale and dynamics of global imbalances are largely
determined by the state of the US balance of payments: it is a reflection of the ability to generate safe assets
and to finance trade and budget deficits cheaply by using the dollar’s status as the dominant world currency.
There are differences in theoretical approaches regarding the macroeconomic effects of global imbalances.
But persistent current account deficits and surpluses lead to accumulation of stock imbalances — the difference
between countries’ foreign assets and liabilities. The ongoing negative changes in the net international investment
positions of many leading advanced economies indicate an increase in external indebtedness. This creates risks to
both debtor and creditor countries and threatens the stability of the global financial system.
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Annortamusi. Kpusuc COVID- 19 B oTvuve OT NpenbayuX I100aJbHBIX PelieCCUii TPUBEN K YBEJTMUEHUIO pa3-
MEpPOB IJI00aJIbHBIX 1UCOATAaHCOB, YTO 00YCIOBICHO 3HAUMTEIbHBIM COKpallleHMeM IoCy1apCTBEHHBIX coepe-
JKEHUI, 0COOEHHO B Pa3BUTHIX CTPaHaX, BCIACACTBUE OeCIpelieeHTHBIX OI0MKETHBIX PACX0A0B, MOTPeOOBaB-
LIMXCS TSI TIPEOIOJICHUS TTOCIeICTBUI Kpu3uca. BemunHa u auHamMuka aucbaiaHcoB TaKKe B 3HAUMTETbHOM
Mepe OIpeneIsIoTcsI cocTosTHMeM IuiatexkHoro 6ananca CIIA. CoxpaHeHre TIo0alIbHBIX AUCOATIaHCOB IIPH-
BOIMT K POCTY 00BEMOB BHEIIIHEH 3a10KEHHOCTH B MaclTabaX MUPOBOTO XO3sIHCTBA, YTO CO3/1a€T YIrPpo3y
CTaOMJIbHOCTU MEXIyHapOIHON (DMHAHCOBOI CUCTEMBI.

Kmouesbie clioBa: r1o0aibHbIe AUCOATAHCHI, TUIATEXHbBIN OallaHC, CUYeT TeKYIIUX OMepaluii, BHELIHU TOJIT.

Global imbalances, as defined by the IMF, are a Two major issues related to the existence of global
phenomenon in which several leading nations have imbalances have been and continue to be hotly
large and persistent current account deficits, reflected debated. First: How sustainable are the developed
in large surpluses in other countries [source 1]. imbalances, will they increase or decrease in the
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foreseeable future? The answer depends on how
to determine their underlying cause. The second
question is: Are global imbalances a cause for serious
concern, and is it necessary to take any decisive public
policy measures to reduce them?

THE DYNAMICS
OF GLOBAL IMBALANCES
IN THE COVID-19 PANDEMIC

The problem of global imbalances worsened in
the early 2000s, when the absolute size of current
account deficits and surpluses began to grow rapidly
throughout the world economy. They reached their
peak before the global financial and economic crisis
0f2008—2009, called in the economic literature “The
Great Recession”. Then the sum of the absolute
values of current account deficits or surpluses of all
countries in the world reached 5.6% of world GDP
(the U.S. current account to GDP ratio was —5.8%,
and that of China +8.3%).

As expected, the Great Recession, by sharply
reducing global trade and cross-country financial
flows, contributed to a marked reduction in
imbalances. Their absolute size in 2013 amounted
to only 3.6% of world GDP [source 2, pp. 117-118],
which gave grounds for cautious optimism on the
prospects for their further reduction. After 2019,
however, the absolute sizes of current account deficits
and surpluses began to increase markedly again.
According to forecasts, in 2022 they can reach the
record level of 2008 (Figure 1).

The COVID-19 pandemic and the deep economic
crisis associated with it have significantly affected
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international trade, exchange rates, and capital
flows, and thus affected the dynamics of global
imbalances. However, it was not what one would
expect. The Coronacrisis, like the Great Recession,
had a sharply negative but generally only short-lived
impact on international trade. The volume of global
merchandise trade in 2020 declined by 4.9%, and in
2021 it grew in nominal terms by 10.9%. However,
this was largely due to an increase in world prices, the
average level of which rose by 14% [source 3]. Trade
in services, now about 1/5 of all world trade, has
fallen much more (by 17.7%). Trade in travel-related
services (passenger transportation, tourism, hotel
business, etc.) was particularly affected.

Overall, however, the size of total amount of
current account deficits and surpluses in the pandemic
increased despite the decline in global trade. The main
“contribution” was made by developed countries,
which, according to IMF estimates, accounted for
72% of the surplus growth of the current account
deficit or surplus in 2020 [source 4, p. ix]. Moreover,
the leaders were those states that for a long period
of time mainly formed the global imbalances. The
largest deficit in 2020 was in the United States ($616.1
billion), and the largest surpluses were in Germany
($272.5billion) and China ($248.8 billion) [source 3].
In 2021, despite the gradual recovery of the economy
and international trade, imbalances continued to
grow absolutely, in relation to GDP in these countries
and the world as a whole.

The increase in global imbalances in 2020—2021
contrasts with the world economy processes during
the preceding global recessions, when the scale of
imbalances, on the contrary, was shrinking. After the
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Figure 1. Global current account deficit, 1990—2022,
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Great Recession of 2008—2009 and the oil shock of
1974—1975, they declined by about 1.5% of world
GDP. Moreover, this relationship between the state
of the balance of payments and the dynamics of GDP
as a whole is quite stable in the long run.

An analysis of the recession effects from 1960 to
2019 in different countries, conducted by IMF experts,
shows that a crisis state of the economy usually leads
to an improvement in the current account balance
of payments by an average of 1.5% of GDP for one
year due to the reduction of imports and investment
[source 4, p. 27]. National savings also decline during
such periods, but to a lesser extent, since the decline
in government savings due to stimulative fiscal
policies is largely offset by higher private savings.
This effect of the crisis on the current account lasts
for up to 5 years, gradually weakening as the economy
recovers, and is most evident in developed countries.

What factors contributed to the changing
dynamics of global imbalances observed during the
current crisis? They are related to the peculiarities
of both the crisis itself and the stabilization policy
pursued.

On the one hand, the COVID-19 crisis was
one of the most globally synchronized recessions
in the history of global economic observation,
almost simultaneously affecting the vast majority of
countries. As a result, the improvement in the current
account balance due to the decline in aggregate
income was less pronounced [1].

On the other hand, the current account balance
reflects the ratio between national savings and
domestic investment, and the pandemic had a
significant impact on thisratio. In almost all countries,
there has been a decrease in government savings, as
a significant increase in government spending has
become an essential element of stabilization policy
during the current crisis.

The budgetary responses to the coronacrisis
proved to be unprecedented in scale: their total volume
in 2020—2021, according to IMF estimates, was $16.9
trillion, or almost 20% of world GDP [source 5, p. 1].
Most of the expansion of budget expenditures came
from direct transfers to firms and households, as well
as increased government spending on health care.

The record decline in government savings was
accompanied by a significant increase in private
savings. The full lockdown or partial restriction
regimes imposed in most countries have led to a
reduction in current consumption. In addition, they
prevented households and firms from spending the

necessary amount of stimulus payments received
from the state. Therefore, a significant part of state
transfers went into savings [2]. As a result, the decline
in government savings and the increase in household
savings during the Coronary Crisis were far greater
than during the Great Recession.

CAUSES OF
GLOBAL IMBALANCES

Against the backdrop of significant global
imbalances formed in recent decades, there has long
been a vigorous debate in the economic literature
about the causes of persistent current account deficits
and surpluses. In the course of it, several competing
(but not mutually exclusive) hypotheses are put
forward.

One ofthem considers current account imbalances
as a result of the optimizing behavior of participants
in foreign economic relations. This approach is based
on the neoclassical concept of intertemporal choice
under budgetary constraints.

The current account balance is the difference
between the state’s total income and total domestic
expenditures. A country with a current account
surplus acts as a creditor in the global economy and
reduces the capacity of its own current consumption.
However, in the future, it will be able to consume more
at the expense of income from investing its savings in
foreign countries that have a comparative advantage
in terms of investment. Consequently, a state with a
high current or projected rate of economic growth,
and therefore with a higher expected rate of return
on capital, will attract financial resources from other
countries and may increase its current consumption,
having a current account deficit.

Based on this logic, the sustainability of the
U.S. trade deficit is proposed as a consequence of
the relatively higher growth rate of the American
economy and the increase in its share of the total
GDP of developed countries [3]. However, this logic
would be more convincing if U.S. GDP growth were
supported primarily by increased private investment
rather than consumption (private and public), and if
foreign capital were invested in U.S. company stocks.
Instead, much of the financial resources flowing into
the U.S. from abroad are invested in government
securities, believed to have the highest reliability but
very low rates of return.

The active participation of foreign central banks in
the purchase of U.S. Treasuries also suggests that the
profit motive in this case is not decisive. Therefore,
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critics of the optimal intertemporal choice hypothesis
believe that “there is no evidence of a sustained
differential in real growth rates that would explain the
widening trade deficit” [4, p. 9].

Another hypothesis looks at the causes of the
sustainability of global imbalances through the prism
of long-term demographic changes that affect the
dynamics of savings and investment. On average,
the percentage of the world’s population over 50
has increased from 16% in 1950 to 24% in 2020. It
is expected that by the end of the 21st century, it will
increase to 40% [source 6].

Population aging is most rapid in developed
countries due to low fertility rates and increasing
life expectancy. Thus, life expectancy over the
past 60 years has increased in the United States
from 69.8 to 78.8 years, and in Japan from 67.7 to
84.4 years [source 7]. On the one hand, an increase
in life expectancy while maintaining the length of the
working period obviously stimulates an increase in
the propensity to save to ensure the necessary level of
consumption after retirement. It also contributes to
precautionary savings, as residents of many countries
now have serious concerns about the future financial
viability of public pension programs. On the other
hand, low birth rates can lead to some reduction
in investment as demand for schools and housing
decreases.

Thus, the process of population aging is probably
an important driving force behind the change in the
ratio of national savings to domestic investment, the
difference between which constitutes the balance of
payments current account balance. At the same time,
as proponents of the second hypothesis emphasize,
“each country’s net exports is influenced by both
domestic and foreign demographics” [5, p. 35].
The dynamics of savings can vary from country to
country, depending on the proportion of the working
age population.

The working population that saves for retirement
puts upward pressure on the overall savings rate.
However, after retirement, people no longer mostly
save, but rather spend their previously accumulated
wealth. Therefore, an increase in the share of the
elderly in the total population leads to a decrease
in the overall savings rate. “As this mechanism is
heterogeneous across countries, it can further explain
the rise of global imbalances” [6, p. 2]. However, the
question remains open as to why, among developed
countries that are experiencing roughly the same
demographic changes, some have chronic current

account deficits (USA, UK) and others have equally
chronic surpluses (Germany, Japan).

The hypothesis of the so-called global savings glut,
put forward by former Fed chief Ben Bernanke, is
widely known [7]. In his view, the growth of the U.S.
current account deficit is primarily due to external
factors.

In the early 2000s, there was a kind of
metamorphosis, in which a number of developing
countries became large net lenders rather than net
borrowers in the international financial markets.
Obviously, on a global economic scale, current
account deficits and surpluses, and hence aggregate
savings and investment, should balance each other
out (given the statistical discrepancy). Therefore, one
can speak of the global nature of the savings glut only
in the sense that in a certain group of states, there is a
significant increase in the scale of savings. Bernanke
referred to the export-oriented countries of East Asia
(especially China) in the first place. With large trade
surpluses but underdeveloped and open financial
systems, these countries directed their excess savings
to major financial centers (mostly the United States)
to invest in high-quality assets. The increase in the
supply of savings helped keep interest rates on global
financial markets low.

From this point of view, the problem of global
imbalances can only be solved in the long term by
the formation of more developed financial systems
in developing countries. However, the mere fact that
savings in a number of large emerging economies are
increasing is not enough to explain the problem of
global imbalances as a whole. After all, some of the
world’s leading countries with developed financial
markets (primarily Germany and Japan) have
substantial and chronic current account surpluses,
that is, they also supply the world financial markets
with their excess savings.

A variation of the “global savings glut” concept is
the hypothesis linking the growth and sustainability
of global imbalances to the dynamics of oil prices.
The presence of such a correlation has its own logic.
In importing countries, an increase in its price leads
to an increase in the cost of its purchase, reducing the
trade balance and the formation of a deficit in current
transactions. For oil-exporting countries, an increase
in the world price means, on the contrary, an increase
in revenues.

It is true that an increase in export revenues, as a
rule, does not immediately lead to a corresponding
increase in domestic expenditures. Therefore, in the
exporting countries, following the rise in oil prices,
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savings increase, which are then invested in money
market instruments. As a result, part of the additional
income of exporting countries from the increase in oil
prices (the so-called petrodollars) somehow returns
to world financial markets (recycled) [8]. Here one
must again emphasize the special role that the U.S.
economy plays in shaping global imbalances. Since
the world trade in oil is traditionally conducted in
dollars, it is in the dollar assets that the bulk of foreign
exchange reserves and funds of sovereign investment
funds of most oil-exporting countries are invested.

Such an explanation of the causes of global
imbalances for some time had obvious statistical
confirmation. From 1998 to 2009, there was indeed
an exceptionally strong correlation between the
change in the world’s aggregate current account
deficit and the behavior of oil prices: the correlation
ratio was 0.974. After the Great Recession, however,
the period of a steady increase in oil prices ended,
and the oil market became characterized by increased
volatility. As a result, the connection between global
imbalances and the dynamics of oil prices has
weakened markedly: the correlation ratio, while
remaining positive, has sharply decreased. Between
2010 and 2021, it was only 0.377!. Moreover, in 2016
and 2020, the aggregate current account surplus of
oil-exporting countries shrank to almost zero, while
the aggregate global deficit remained stable or even
increased. There has been a kind of redistribution of
surpluses from the oil-exporting countries towards
Germany and the Nordic countries.

Closelyrelated tothe “savingsglut™ hypothesisand
the role of rising oil prices is the view that persistent
global imbalances are largely due to the exchange
rate policies of a number of countries. These include,
above all, China, but also South Korea, Japan, and
some others, which maintain an undervalued national
currency to strengthen the competitiveness of their
export products. “Such ‘competitive’ outcomes are
pursued primarily through direct intervention in the
foreign exchange markets, which is often labeled
‘manipulation’” [9, p. 2].

Excessive currency interventions (i.e., not
justified by fundamental economic factors and the
real state of the economy) are seen as manipulation,
leading to the accumulation of excessive currency
reserves (exceeding the three-month value of imports
of goods and services, as well as the volume of short-
term private and public external debt of the country)
and the maintenance of excessive surplus on current
transactions (more than 3% of GDP). As noted by

I Calculated by: [source 3].

proponents of this approach, since 2014, currency
manipulation has largely stopped, but with the onset
of the pandemic, some countries (South Korea,
Singapore, Hong Kong, Switzerland, and several
others) have resumed it [10].

The analysis of approaches to determining the
causes of global imbalances would, of course, be
incomplete without considering another important
aspect of this problem, characterizing the relationship
between processes within the economy and the state of
thebalance of payments. Asnoted, the current account
balance is the difference between national savings and
gross domestic investment. National savings, in turn,
consist of private savings and government savings,
which are calculated as net government income
(revenues to the budget less public transfers to the
private sector) minus government consumption. It
follows that there is a direct link between the balance
of payments and the government budget.

Thus, according to IMF estimates, fiscal
consolidation (reduction of the budget deficit) of
1% of GDP contributes to an increase in the current
account balance by an average of about 0.6% of GDP
over five years [source 4, p. 44]. Such a balance of
payments adjustment is mainly due to a decline in
economic activity due to a reduction in government
spending or an increase in taxes, which leads to a
decrease in investment and imports. A growing budget
deficit, on the contrary, can lead to a deterioration of
the current account balance, as it contributes to an
increase in aggregate demand and, consequently, an
increase in the volume of imports.

For many states prone to global imbalances, this
is precisely the situation where a chronic current
account deficit is accompanied by an equally chronic
state budget deficit. The “twin deficit” hypothesis was
a subject of active discussion in the 1980s, when the
U.S. afterthe tax reform of Reagan, which provided for
significant tax cuts, created unprecedented peacetime
budget deficits. Reagan’s tax reform, which provided
for significant tax cuts, resulted in an unprecedented
peacetime state budget deficit. As a result, national
savings declined and the current account, which had
previously been characterized by a constant surplus,
ran a deficit. Since then, the twin deficit situation
has become a chronic U.S. problem. They have gone
from being the world’s biggest creditor to, in fact, the
world’s biggest debtor.

Despite the obvious connection between the
state budget and the current account balance, the
hypothesis does not provide a universal explanation
of the nature of global imbalances. In today’s context,
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Figure 2. U.S. share of total world current account deficit, 2000—2021, %

Calculated by: [source 3].

there are examples of the opposite. The most striking
is Japan, which has a chronic budget deficit but an
equally chronic current account surplus.

In general, the presence and persistence of global
imbalances are obviously due to a set of reasons,
although the significance of each of them changes
over time. On the one hand, the factors that may
have played a leading role in the mid-2000s (high
oil prices, rising savings in fast-growing Southeast
Asian countries) seem to matter less these days.
On the other hand, today there are more and more
supporters of the view that “ fiscal policy can (and
has) had a noticeable influence on current account
imbalances” [11, p. 20].

In analyzing the causes of global imbalances, it
is important to pay attention to the list of countries
that are major contributors to their formation. There
is no obvious leader among the states with the largest
current account surpluses, but China, Germany, and
Japan are regularly on the list, although their shares
in the aggregate surplus vary. The situation is different
in the list of countries with the largest deficits: the
United States is still in the first place by a wide
margin. The U.S. current account deficit consistently
accounts for a large or even predominant portion of
the total world deficit (Figure 2). Moreover, there is
a close correlation between their dynamics: over the
30-year period from 1992 to 2021, the correlation
ratio was 0.834. The conclusion is that both the
scale and the dynamics of global imbalances are
largely determined by the state of the U.S. balance of
payments.

In this regard, another important argument
that helps to understand the sustainability of global

imbalances is the so-called exorbitant privilege that
the U.S. has, using the dominant role of the dollar
in the global monetary system? [12]. Countries with
current account surpluses and excess savings have
a demand for safe assets, that is, assets that retain
their value even during the most adverse financial
events. Therefore, about 60% of the world’s foreign
exchange reserves are held in dollars, primarily in
U.S. treasuries, a figure that has remained almost
unchanged over the past 25 years [source §].

The consistently high demand for dollars creates
an “exorbitant privilege” for the United States, that
is, the ability to finance its enormous trade deficits and
state budget deficits with national currency without
taking serious measures to reduce them. “ The safe
assets view has come to dominate the perspective
of why the United States continues to run current
account deficits; it retains a quasi-monopoly on the
production of safe assets, in the form of sovereign
debt” [11 p. 10].

GLOBAL IMBALANCES
AS A MACROECONOMIC PROBLEM

Is a current account imbalance, or simply put, a
discrepancy between exports and imports, a sufficient
basis for concern and government intervention? This
question is as old as economic theory itself. The
development of economic science began with this
question: the first school of economic analysis —
mercantilism — put it at the center of its attention
and introduced the term “trade balance” into the

2 The thesis of “exorbitant privilege” was first expressed in
the mid-1960s by Giscard d’Estaing, then French Minister of
Finance.
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scientific lexicon. Since then, the debate about the
country’s desirable ratio of exports to imports has
continued unabated.

The classical school, based on the quantitative
theory of money, substantiated a mechanism for
automatically balancing the balance of trade as a
result of price changes and the spillover of gold
from country to country (the so-called gold points
mechanism). This concept implied that with the
existence of a monetary system based on the gold
standard, the state is not required to pay special
attention to the state of the balance of payments.

The early years of the Bretton Woods system,
based on fixed parity system, were characterized by a
low degree of international capital mobility due to the
underdevelopment of international financial markets
and limited convertibility of the currencies of most
leading nations for capital transactions. The private
sector had few opportunities to borrow abroad, and
governments were mostly only able to obtain short-
term financing through IMF loans. Under such
conditions, current account deficits could be allowed
only for a limited period of time, determined by
the size of the country’s foreign exchange reserves,
necessary to prevent excessive currency fluctuations.
Therefore, in the 1950s and 1960s, the regulation of
the balance of payments began to be regarded as one
of the priority tasks of state policy.

After the collapse of the Bretton Woods system
in the mid-1970s, almost all developed countries
switched to floating exchange rates. Under these
new conditions, the attitude of both scientists and
politicians toward the problem of the balance of
payments began to change.

Most states today do not depend on their foreign
exchange reserves to finance their current account
deficits since private capital mobility has increased
significantly. Governments can also borrow directly
in the international capital markets by placing their
debt obligations on them. Therefore, the traditional
view of the current account is now fully applicable
only to some developing countries with limited
opportunities for external borrowing.

A so-called new view of the current account was
formulated [13]. According to it, the state of the
current account alone does not provide sufficient
information for macroeconomic policy decisions,
since an increase in the current account deficit can be
associated both with an increase in investment (both
private and public) and with a decrease in savings
(private or public). A generally optimal investment-
savings ratio may conceal, for example, a budget

deficit that is too high or private investment that is too
low. Consequently, the existence of a current account
deficit may require the application of different
economic policies, depending on the deficit causes.

Against the background of the growing popularity
of neoconservative concepts, in particular, the theory
of rational expectations, a more radical point of view
has also spread, according to which the problem of
the export-import ratio itself loses its relevance and
significance as a goal of macroeconomic policy in the
context of increasing international capital mobility.
The term “ Pitchford Thesis” is often used to describe
this approach.

Australian economist J. Pitchford argued that
current account deficits do not matter if they result
from the participation of private sector agents in
mutually beneficial trade. The current account deficit
creates liabilities for the counter flow of foreign
capital, and this flow of capital consists of many
separate transactions. Decisions about the amount of
investment and savings are made by economic actors,
and there is no reason to assume in advance that these
decisions are suboptimal and must be adjusted by
macroeconomic policy. Since each of such operations
separately, from the point of view of their participants,
is considered financially sound, their combined effect
(i.e., the current account deficit) is also economically
sound [14].

The exclusion of the balance of payments from
the priority goals of state macroeconomic policy
was also largely due to hopes for the effectiveness of
internal self-regulating forces of the market. Free-
floating exchange rates, by changing the relative
prices of goods and assets in different countries,
were supposed to automatically stabilize the balance
of payments. However, the actual practice quickly
dashed those hopes. The largest current account
deficits and surpluses are mainly characteristic of
developed countries, which have been using exactly
the regime of free-floating exchange rates for several
decades.

Therefore, in the early 21st century, there was
a growing perception that rising current account
deficits and surpluses were cause for concern and
required corrective action. In 2007, the IMF launched
a multilateral consultative process aimed at helping to
address major global imbalances in an orderly manner
[source 9]. In 2009, at the G20 summit in Pittsburgh,
the problem of global imbalances was specifically
reflected in the final statement of the heads of state
[source 10]. In 2010, the European Commission
has proposed an expanded surveillance system for

MUPOBASI DKOHOMUKA U MEXAYHAPOAHBIE OTHOILIEHUWA 2022 ToM 66 Ne 9
WORLD ECONOMY AND INTERNATIONAL RELATIONS 2022 vol.66 no.9



26 KHOLOPOV

EU members based on a wide range of indicators of
potential macroeconomic imbalances, including the
current account [source 11].

Concerns of politicians and international
economic organizations are based on the fact that
the largest economies, which play a systemic role in
the world economy, especially the U.S., are exposed
to current account imbalances (Figure 3). The
enormous absolute and relative size of the leading
states’ imbalances and their chronic nature inevitably
cause problems for other countries that are their
trade and economic partners as well. Imbalances are
becoming a constant for many countries, and the
world is beginning to divide into chronic debtors and
chronic creditors.

As IMF experts acknowledge, “if current
account balances widen excessively, they can fuel
trade tensions among countries, become targets for
protectionist measures, and increase the likelihood
of disruptive currency and asset price adjustments”
[source 4, p. 44]. It is important to note that the
possibility of abrupt exchange rate adjustments in the
presence of large imbalances, which are dangerous in
themselves, among other things, provokes the growth
of uncertainty and volatility in the foreign exchange
markets, contributing to an increased speculative
component in their functioning.

However, perhaps the main problem is that
chronic current account imbalance, the so-called
flow imbalance, leads to an accumulation of stock
imbalance — the difference between the country’s
foreign assets and liabilities. In other words, the
imbalance of current transactions leads to an increase
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0

in the volume of external debt on a global economy
scale.

The COVID-19 pandemic has caused the
combined debt of governments, non-financial
corporations, households, and the financial sector
worldwide to skyrocket. In Q1 of 2022, it reached
$305 trillion, exceeding the world GDP by more than
3 times [source 12]. Both the increase in debt and its
level were unprecedented. The persistence of global
imbalances means that external debt accounts for a
large part of total debt.

The IMF Board of Governors notes that “stocks
of foreign assets and liabilities are still near historic
highs, with attendant risks to both debtor and creditor
countries.” [source 4, p. xi]. The leading creditors
are Japan, Germany, and China. The largest debtor
remains the U.S., whose net international investment
position fell from —39% in 2017 to —78.7% of GDP
in 2021 (see Table). Persistent U.S. budget deficits
contribute not only to the current account deficit but
also to the public foreign debt (that is, the debt owed
to nonresident creditors). Its ratio to GDP increased
from 10.2% in 2000 to 35.4% in 2021 [source 13].

Table. Net international investment position of the world’s largest
economies, ratio to GDP, 2017—-2021,%

2017 | 2018 | 2019 | 2020 | 2021
USA —39.0 | —46.9 | —51.6 | —67.3 | —78.7
UK —139 | —15.1 | =28.7 | —=30.3 | —31.2
France —21.1 | —18.1 | —18.6 | —26.4 | —33.0
Germany 59.0 60.8 71.4 76.3 65.4
Japan 59.1 60.2 63.5 66.3 73.7
China 16.8 15.2 16.0 14.5 10.7

Calculated by: [source 14].
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Figure 3. Current account balances of the United States, Germany, and China, 2002—

2022, USD billion (2022 estimate)
Calculated by: [source 3].
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There is not just a close relationship between
the current account balance and the size of the
external debt. They still kind of feed off each other. In
particular, debtor states with significant external debt
require large interest payments, which are recorded
in the current account of the balance of payments,
further increasing the flow imbalance. As a result,
“these imbalances are pushing the net debt of deficit
countries gradually toward unsustainable Ilevels”
[15, p. 2]. Significant chronic current account deficits
and large net external debt obligations increase the
likelihood of a debt crisis.

RESULTS AND CONCLUSIONS

Since global imbalances are a problem for the
entire world economy, the ways and tools to address
them must be coordinated internationally. On the
one hand, there is a general understanding of the
seriousness of the problem. As the IMF’s Governing
Council emphasizes, “collective action by both
excess surplus and excess deficit economies is needed
to reduce excess global imbalances in a growth-

enhancing manner” [source 4, p. xi]. However, on
the other hand, a quick solution to the problem of
imbalances can hardly be expected, given how closely
their existence is linked to U.S. economic interests
and the role of the dollar in the global monetary and
financial system.

The United States has to reduce domestic
spending (including by eliminating the enormous
budget deficit), which would reduce demand for
imports to reduce the enormous trade deficit.
However, the contraction of aggregate demand will
adversely affect the rate of economic growth and lead
to a sharp increase in unemployment. In addition,
no attractive alternative to U.S. Treasuries is yet on
the horizon to meet the global demand for safe assets.
It is hard to expect that the U.S. government itself
would go out of its way to relinquish possession of
“exorbitant privilege”. As the renowned American
economist B. Eichengreen has aptly observed, “the
United States has little incentive to precipitate the
consequent adjustment. To the contrary, it is happy
living beyond its means” [16, p. 50].
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