
War and Lingering Pandemic
Global current account balances started widening in 

2020 at the pandemic’s outset after several years on a 
narrowing trend. This reflects the asymmetric impact on 
external positions of the COVID-19 shock and the related 
policy responses, including through the travel and medical 
shocks, shifts in consumption, and larger fiscal support 
in advanced economies. These factors remained at play in 
2021, and together with rising transportation costs and 
commodity prices as the recovery took hold, they have 
contributed to a further widening in global balances.1

The war in Ukraine has created a humanitarian crisis 
and is setting back the global recovery. It is exacerbating 
the widening trend in global balances in 2022 as it adds to 
existing commodity price pressures, with an opposite effect 
on commodity exporters and importers. The accelerated 
pace of US monetary tightening in response to rising infla-
tion and the attendant dollar appreciation are also expected 
to contribute to widening global balances in 2022.

The medium-term outlook is for global balances to 
return to a narrowing trend as the pandemic’s impact 
and the war shock recede. However, this outlook is 
subject to unusually large uncertainties at this juncture, 
which could well see global balances widening. Risks 
to the outlook include a possible pandemic resur-
gence, slower-than-expected recovery in public savings 
(especially in current account deficit economies), a 
stronger-than-expected impact of the war in Ukraine 
on commodity prices, further inflation surprises and 
faster monetary tightening, a possible escalation of 
geopolitical conflicts and tensions, the impact of 
China’s growth slowdown and zero-COVID-19 policy, 
and the risk of trade and economic fragmentation.
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1Global current account balances are defined as the sum of the 
absolute values of deficits and surpluses divided by global GDP. Because 
global current account balances are defined as the sum of absolute val-
ues of deficits and surpluses, if an economy increases its deficit by one 
percent of global GDP and another economy increases its surplus by 
one percent of global GDP, the combined impact would be an increase 
in global current account balances by two percent of global GDP.

Recent Developments in Current Account Balances

External positions have been affected by develop-
ments in commodity and energy prices and supply 
bottlenecks related to the pandemic and the war. 
Energy and commodity prices recovered from the 
bottom in the pandemic’s early phase and rose in 
2021, affecting the external position of exporters and 
importers asymmetrically. Shipping costs surged in 
2021, reflecting pandemic-related supply constraints 
and capacity constraints on sea routes in the face of 
a strong rebound in trade, which affected exporters 
and importers of transportation services asymmet-
rically. Increased geopolitical tensions and the start 
of the war have exacerbated those trends in 2022 
while bringing about a surge in the price of grains 
(Figure 1.1).

The sharp increase in oil prices in 2021 has con-
tributed to shifting current account positions. The 
oil balances and current accounts of oil exporters in 
2021 recovered from the pandemic-induced decline 
of 2020, with the opposite applying to oil importers 
(Figure 1.2). The war in Ukraine is expected to affect 
current account positions in 2022 mostly by increas-
ing the current account of oil and other commodity 
exporters, while the projected impact on advanced 
economies is smaller (Figure 1.3).2

The COVID-19 pandemic has continued to affect 
countries’ current account balances:
•• Travel and medical trade: The pandemic’s adverse 

impact on travel has continued to lower the 
travel services and current account balances of 
many tourism-exporting countries significantly, 
while the demand for medical products and 
personal protective equipment has bolstered the 
current account positions of exporters of those 
goods.3

2The change in current account projections for 2022 between the 
January and the April 2022 WEO vintages, shown in Figure 1.3, 
reflects the impact of the war in Ukraine, although other factors are 
also at play.

3For example, the travel shock is estimated to have lowered 
Spain’s current account by 1.6 percent of GDP and Thailand’s by 
4.4 percent of GDP in 2021. Trade in medical goods and personal 
protective equipment is estimated to have increased Malaysia’s cur-
rent account by 1.3 percent of GDP.
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•• Shift in household consumption compositions: The 
pandemic has shifted household consumption 
composition away from services toward goods (for 
example, equipment to accommodate teleworking 
and virtual learning). This shift moderated but did 
not reverse in 2021, with service consumption still 
below pre-pandemic levels. In advanced economies, 
household consumption of goods has declined 
throughout 2021 but was still above pre-pandemic 
levels at the end of the year, whereas household con-
sumption of services, although recovering, was still 
below pre-pandemic levels. In emerging markets, 
consumption of services declined during 2021 after 
a small recovery in late 2020, and consumption of 
goods has been on the rise (Figure 1.4).

•• Transportation balance: In 2021, the combination 
of high demand for tradable goods in advanced 
economies and supply bottlenecks associated with 
the pandemic increased shipping costs noticeably 
(Figure 1.1, panel 4). Those pressures have signifi-
cantly increased the current account balance of 
some economies (for example, France and Korea) 
through their impact on sea transport service 
export prices.

The shift in household consumption brought 
about a sharp recovery in goods trade, in contrast 
to much slower recoveries after other global reces-
sions. The recovery in global trade in goods, which 
surpassed its pre-COVID-19 level and went back 
to its pre-COVID-19 trend in 2021, has also been 
faster than anticipated in the early stages of the 
pandemic. However, trade in services remains below 
pre-pandemic levels despite a rebound in 2021 and 
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Figure 1.1. The COVID-19 Crisis and the War in Ukraine
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is not projected to approach pre-pandemic levels 
until 2023, reflecting the emergence of new coro-
navirus variants and associated travel restrictions 
(Figure 1.5).4

Turning to aggregate saving and investment in 
advanced economies, public and private saving moved 
in opposite directions, thereby having limited effects 
on current account balances. The private sector started 
to wind down pandemic-related saving as the public 
sector withdrew fiscal support. Household saving is 
declining as pandemic-related subsidies and transfers 
are withdrawn but remains above pre-pandemic levels. 
Corporate saving remained broadly unchanged during 
the pandemic, and government saving is moving toward 
pre-pandemic levels as pandemic-related fiscal support is 
withdrawn (Figure 1.6). Further unwinding of the stock 

4The faster recovery in goods trade compared with services trade 
could partly reflect the pandemic-induced shift from services to 
goods consumption, but this shift is expected to wind down in the 
medium term as the pandemic’s impact abates.

Current account commodity exporters
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Figure 1.3. Current Account Projections for 2022 before and 
after the War in Ukraine
(Changes between January 2022 and April 2022 WEO vintages and 
contributions, in percent of GDP)
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Figure 1.4. Household Consumption Composition Shift, 
AEs and EMDEs, 2019–211
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Figure 1.5. Trade in Goods and Services Compared with 
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of accumulated household savings could affect current 
account balances, although the impact of this channel 
is subject to uncertainty associated with the full extent 
of improvement in household balance sheets and its 
distribution across income levels (Box 1.1).

Global Current Account Balances

Global current account balances had been on a 
declining trend for several years before widening 
because of the pandemic in 2020, and they have con-
tinued to increase in 2021. This dynamic was driven 
by the pandemic’s asymmetric impact on external 
positions through the travel and medical shock, the 
consumption shift, and transportation costs. The 
pandemic-related consumption shift toward goods 
contributed to widening global balances as current 
account deficit advanced economies imported more 
goods from current account surplus emerging markets. 
In 2021, this shift is estimated to have increased the 
US current account deficit by 0.4 percent of GDP 
and China’s surplus by 0.3 percent of GDP. Current 
account surplus economies like China also saw their 
surplus increase due to higher exports of medical 
goods, which were imported by current account deficit 
economies such as the United States. In addition, 
in 2021, current account surplus economies started 
withdrawing fiscal support faster than current account 
deficit economies. All these developments contrib-
uted to widening global balances. Global balances are 
expected to widen further in 2022, reflecting both 
the increase in commodity prices (including because 
of the war) and the pandemic’s continued asymmetric 
impact on external positions, before narrowing over 
the medium term (Figure 1.7 and Table 1.1). The 
projected widening of global balances in the short term 
opens scope for current account surplus economies 
to redirect global savings to help finance low income 
countries and emerging markets.

COVID-19’s impact on global current account 
balances—through the medical and trade shock, the shift 
in household consumption, and transportation costs—
was larger in 2021 than in 2020, as shown in Figure 1.8.5 
After netting out COVID-19 factors, global balances 
still increased in 2021 (likely reflecting the increase in 

5In Figure 1.8, the vertical distance between the April 2022 World 
Economic Outlook vintage and the line that shows the netting out 
of COVID-19 factors is larger for 2021 than for 2020. See Online 
Annex 1.2 for more details on the compositions of the COVID-19 
factors.

oil prices) and hovered at about their 2019 level. The 
forecast for global current account balances in the coming 
years has been revised up for 2022 since the January 2022 
World Economic Outlook Update. This upward revision 
incorporates the impact of the war in Ukraine, which 
is expected to have a widening effect on global current 
account balances through its impact on commodity 
prices. Over the medium term, global balances are 
expected to return to their pre-pandemic downward trend 
as commodity prices normalize and COVID-19’s impact 
fades away. Another contributing factor is that unlike in 
2021, current account deficit economies are expected to 
implement fiscal policy consolidation faster than current 
account surplus economies (Figure 1.9).

Currencies, Financial Flows, and Balance Sheets

Currency movements were relatively limited in 
most advanced economies during 2021, while Japan 
and Korea experienced depreciations and the United 
States experienced appreciation. Several emerging 
market currencies depreciated in 2021, driven by a 
tightening of global financial conditions and still-
weak domestic prospects (as in Thailand) or by 
sharply easing domestic monetary conditions (as in 
Türkiye; Figure 1.10). China’s currency experienced 
considerable appreciation. Most emerging markets 
accumulated reserves (Figure 1.11). Capital inflows 
by nonresidents to emerging markets were stable in 
2021 (Figure 1.12). Foreign direct investment flows 
peaked at the start of 2021 but were on a declining 
trend for the rest of the year. Portfolio flows ended 
the year in net outflows.

Monetary policy tightening is driving currency 
movements in 2022. With inflation rising, many 
central banks have accelerated the withdrawal of 
monetary stimulus, while several emerging markets 
have started a tightening cycle in 2021. Largely in 
anticipation of Federal Reserve tightening, the US 
dollar has appreciated by about 5 percent in nominal 
effective terms in the first half of 2022 (Figure 1.10). 
Despite Federal Reserve tightening, some emerging 
economies’ currencies appreciated, given their earlier 
and more aggressive tightening: for example, Brazil 
and Mexico experienced an appreciation in the first 
half of 2022 after depreciating in 2021.6 The dollar 

6The Russian ruble depreciated sharply at the outbreak of the war 
and associated sanctions, but has since appreciated to exceed the 
pre-war level by May, including due to the strong terms of trade and 
current account surplus.
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Saving: median Investment: median

Figure 1.6. Private and Public Sector Saving Rates in 
Advanced Economies
(Percent of GDP)
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Figure 1.7. Global Current Account Balances, 1990–2027
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Table 1.1. Selected Economies: Current Account Balance, 2019–22
Billions of US Dollars Percent of World GDP Percent of GDP

2019 2020 2021
2022 

Projection 2019 2020 2021
2022 

Projection 2019 2020 2021
2022 

Projection

Advanced Economies

Australia 8 35 57 15 0.01 0.04 0.06 0.01 0.6 2.6 3.5 0.9

Belgium 1 4 –2 –10 0.00 0.01 0.00 –0.01 0.2 0.8 –0.4 –1.7

Canada –35 –29 1 17 –0.04 –0.03 0.00 0.02 –2.0 –1.8 0.0 0.8

France –8 –47 11 –38 –0.01 –0.06 0.01 –0.04 –0.3 –1.8 0.4 –1.4

Germany 294 272 314 251 0.34 0.32 0.32 0.24 7.6 7.1 7.4 6.1

Hong Kong SAR 21 24 42 38 0.02 0.03 0.04 0.04 5.9 7.0 11.3 10.3

Italy 65 71 51 11 0.07 0.08 0.05 0.01 3.2 3.7 2.4 0.5

Japan 176 147 142 84 0.20 0.17 0.15 0.08 3.4 2.9 2.9 1.9

Korea 60 76 88 49 0.07 0.09 0.09 0.05 3.6 4.6 4.9 2.8

The Netherlands 85 64 92 88 0.10 0.07 0.10 0.09 9.4 7.0 9.0 8.8

Singapore 54 58 72 56 0.06 0.07 0.07 0.05 14.5 16.8 18.1 13.2

Spain 29 11 13 10 0.03 0.01 0.01 0.01 2.1 0.8 0.9 0.7

Sweden 29 33 35 30 0.03 0.04 0.04 0.03 5.5 6.1 5.5 4.9

Switzerland 40 21 76 55 0.05 0.02 0.08 0.05 5.4 2.8 9.3 6.7

United Kingdom –77 –69 –82 –174 –0.09 –0.08 –0.09 –0.17 –2.7 –2.5 –2.6 –5.3

United States –472 –616 –822 –944 –0.54 –0.72 –0.85 –0.91 –2.2 –2.9 –3.6 –3.7

Emerging Market and 
Developing Economies

Argentina –4 3 7 3 0.00 0.00 0.01 0.00 –0.8 0.9 1.4 0.5

Brazil –65 –24 –28 –26 –0.07 –0.03 –0.03 –0.02 –3.5 –1.7 –1.7 –1.3

China 103 249 317 279 0.12 0.29 0.33 0.27 0.7 1.7 1.8 1.4

India1 –25 24 –38 –108 –0.03 0.03 –0.04 –0.10 –0.9 0.9 –1.2 –3.1

Indonesia –30 –4 3 29 –0.03 –0.01 0.00 0.03 –2.7 –0.4 0.3 2.2

Malaysia 13 14 14 16 0.01 0.02 0.01 0.02 3.5 4.2 3.8 3.7

Mexico –3 27 –5 –7 0.00 0.03 –0.01 –0.01 –0.3 2.5 –0.4 –0.5

Poland 3 18 –4 –21 0.00 0.02 0.00 –0.02 0.5 2.9 –0.6 –3.0

Russia 66 36 122 265 0.08 0.04 0.13 0.26 3.9 2.4 6.9 11.9

Saudi Arabia 38 –22 44 177 0.04 –0.03 0.05 0.17 4.8 –3.1 5.3 17.2

South Africa –10 7 15 6 –0.01 0.01 0.02 0.01 –2.6 2.0 3.6 1.5

Thailand 38 21 –11 –4 0.04 0.02 –0.01 0.00 7.0 4.2 –2.2 –0.8

Türkiye 5 –36 –14 –44 0.01 –0.04 –0.01 –0.04 0.7 –4.9 –1.7 –5.5

Memorandum item:2

Euro Area 307 250 345 228 0.4 0.3 0.4 0.2 2.3 1.9 2.4 1.6

Global Current Account 
Balance

2,452 2,592 3,333 3928 2.8 3.0 3.5 3.8 . . . . . . . . . . . .

Statistical Discrepancy 322 364 747 581 0.4 0.4 0.8 0.6 . . . . . . . . . . . .

Overall Surpluses 1,387 1,476 2,030 2251 1.6 1.7 2.1 2.2 . . . . . . . . . . . .

Of which: Advanced 
Economies

1,007 995 1,317 1038 1.2 1.2 1.4 1.0 . . . . . . . . . . . .

Overall Deficits –1,065 –1,112 –1,283 –1670 –1.2 –1.3 –1.3 –1.6 . . . . . . . . . . . .

Of which: Advanced 
Economies

–688 –794 –951 –1218 –0.8 –0.9 –1.0 –1.2 . . . . . . . . . . . .

Sources: IMF, World Economic Outlook; and IMF staff calculations.
Note: “. . .” indicates that data are not available or not applicable.
1For India, data are presented on a fiscal year basis.
2The global current account balance is the sum of absolute deficits and surpluses. Overall surpluses and deficits (and the “of which” advanced economies) include 
non–External Sector Report economies.
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strength in the first half of 2022 could deepen the US 
current account deficit and contribute to widening 
global current account balances.

Creditor and debtor stock positions remain ele-
vated in 2021, though they have moderated from 
their 2020 peaks (Figure 1.13). The narrowing of net 
international investment position dispersion in 2021 
reflects valuation changes, which more than offset 
the concurrent widening of current account balances. 
Most economies experienced a reversal in valuation 
effects between 2020 and 2021. Tighter financial 
conditions in the United States in 2022 could mean 
lower asset prices, leading to valuation losses for 
foreign holders of US assets, while further US dollar 
appreciation could lead to valuation gains in emerg-
ing markets, which tend to have long positions in 
foreign currency (see 2019 External Sector Report, 
Box 1.4). The United States remains the largest 

Netting out impact of COVID-19 factors
Jan. 2022 
July 2022

COVID-19 factors

Figure 1.8. Global Current Account Balances and COVID-19 
Factors
(Percent of world GDP)
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debtor economy, and its net international investment 
position declined from −67 percent of GDP in 2020 
to −79 percent of GDP in 2021. Other large debtor 
economies include Australia, Spain, and the United 
Kingdom. Large creditor economies include China, 
Germany, Hong Kong Special Administrative Region, 
Japan, The Netherlands, Singapore, and Switzerland 
(Table 1.2).

The global financial safety net expanded in 2020 to 
accommodate the COVID-19 shock, driven largely 
by the Federal Reserve’s temporary bilateral swap 
lines, and it narrowed back in 2021 when the Fed-
eral Reserve’s temporary bilateral swap lines expired. 
As of 2021, the global financial safety net stood at 
19 percent of global GDP ($18.4 trillion), down from 
22 percent of global GDP in 2020 ($18.6 trillion; 
Figure 1.14). The global financial safety net in 2021 
comprised $14.8 trillion in reserves (including 
the August 2021 SDR allocation of $650 billion), 
$1.4 trillion in bilateral swap lines, $1.2 trillion in 
regional financing arrangements, and $1 trillion in 

Emerging market economies
Advanced economies

CZE

ISR

NZL
NOR DNK

HKG

SGP

KOR
AUS

CAN

CHE

SWE

MAR

HUN

PHL

PAK

LKA

EGY
URY

PER

CRI

COL

CHL

SAU

POL

CHN

RUS

THA

MYS

IDN

IND
MEX
BRA

ARG

ZAF

TUR

Figure 1.11. Estimated Change in Foreign Exchange 
Reserves1 and Nominal Effective Exchange Rate2 Change
(March 2021–December 2021)

–30

–25

–20

–15

–10

–5

0

5

10

NE
ER

 (p
er

ce
nt

 c
ha

ng
e)

–6 –2 0–4 2 864 10
Change in foreign exchange reserves  (percent of GDP)

Sources: Adler and others (2021); IMF, International Financial Statistics; IMF, 
Information Notice System; and IMF staff calculations.
Note: NEER = nominal effective exchange rate. Data labels use International 
Organization for Standardization country codes.
1The change in foreign exchange reserves is based on the change in the stock of 
reserves, adjusted for valuation changes, reserve income flows, and changes in 
foreign exchange assets and liabilities in relation to residents and nonresidents, 
and operations with foreign exchange derivatives. It may differ from actual foreign 
currency market transactions data when available.
2An increase in NEER corresponds to an appreciation.

0
5

10
15
20
25
30
35
40
45
50
55
60 VIX

Emerging market 
portfolio flows1

IndiaChina

Latin America
Saudi Arabia

Russia

Emerging Asia excluding China and India

Emerging Europe

Total

Ja
n.

 2
01

8

Ja
n.

 1
9

M
ar

. 1
8

M
ar

. 1
9

M
ay

 1
8

M
ay

 1
9

Ju
ly

 1
8

Ju
ly

 1
9

Se
p.

 1
8

Se
p.

 1
9

No
v.

 1
8

No
v.

 1
9

Ja
n.

 2
0

M
ar

. 2
0

Ja
n.

 2
1

M
ar

. 2
1

M
ay

 2
2

M
ay

 2
0

Ju
ly

 2
0

Se
p.

 2
0

No
v.

 2
0

Ja
n.

 2
2

M
ar

. 2
2

M
ay

 2
1

Ju
ly

 2
1

Se
p.

 2
1

No
v.

 2
1

–100
–80
–60
–40

0
–20

60
40
20

120
100
80

Sources: IMF, International Financial Statistics; Institute of International Finance; 
and IMF staff calculations.
Note: FDI = foreign direct investment; VIX = Chicago Board Options Exchange 
Volatility Index. Group GDP is the total GDP of all economies considered in the 
figure, which include Brazil, Chile, China, Colombia, India, Indonesia, Malaysia, 
Mexico, Peru, Philippines, Poland, Romania, Russia, Saudi Arabia, Thailand, and 
Türkiye. For panels 2–4, positive numbers represent net inflow of capital.
1Net nonresident purchases of emerging market stocks (portfolio equity flows) and 
bonds (portfolio debt flows) in billions of US dollars, proxy for portfolio flows as 
measured in the balance of payments.

Figure 1.12. Capital Flows to Emerging Market and 
Developing Economies and the VIX
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IMF funds. About 40 percent of bilateral swap lines in 
place in 2021 were permanent swap lines among major 
advanced economies (Figure 1.15).

Assessments of External Positions in 2021

The assessment of external positions requires a 
multilateral approach that reconciles positive and 
negative excess external imbalances. The IMF’s external 
assessment framework combines numerical inputs from 
models of the refined 2022 External Balance Assess-
ment (EBA) methodology (see Online Annex 1.1 for 
more details), the estimated effects of the COVID-19 
crisis, and analytically grounded judgment and 
country-specific insights.

The EBA methodology produces multilaterally con-
sistent estimates for current account and real exchange 
rate norms by applying the estimated coefficients from 
a cross-country panel regression to country-specific 
macroeconomic, structural, and desired policy vari-
ables (Figure 1.16).7 The norms are compared with 
current account and real exchange rate levels (after 
adjusting for cyclical and other temporary or coun-
try-specific factors) to derive gaps. Based on those gaps 
and considering other external sector indicators (such 
as the net international investment position, capital 
flows, and foreign exchange reserves), the IMF staff 
arrives at a holistic overall external sector assessment 
for 30 of the world’s largest economies, which repre-
sent 87 percent of global GDP.8 Annex Table 1.1.2 
summarizes the IMF staff–assessed current account and 
real effective exchange rate gaps and the external sector 
assessments for the 30 economies.

Special adjustments to EBA model estimates 
have been made to strip out factors associated 
with the pandemic—the travel and medical trade 
shocks, the shift in consumption, and transporta-
tion costs (see Online Annex 1.2).9 Adjustments for 

7See Cubeddu and others (2019) for a detailed description. 
Advanced economies with higher incomes, older populations, and 
lower growth prospects have positive current account norms with 
both the current and refined models, while current account norms 
are negative for most emerging market and developing economies, as 
they are expected to import capital to invest and exploit their higher 
growth potential.

8While the External Sector Report assesses 30 economies, the IMF 
staff provides a holistic assessment of the external sector for all mem-
ber countries in the context of bilateral surveillance.

9The oil balance adjustor, which captured the impact of the drop 
in the volume of oil trade in 2020, was dropped because oil demand 
and world prices moved closer to pre-pandemic levels.

Linear trend line:
y = –1.84x + 3.96
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Outlook definition plus Norway.
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Table 1.2. Selected Economies: Net International Investment Position, 2018–21
Billions of US Dollars Percent of World GDP Percent of GDP

2018 2019 2020 2021 2018 2019 2020 2021 2018 2019 2020 2021

Advanced Economies

Australia –746 –658 –747 –579 –0.9 –0.8 –0.9 –0.6 –52.6 –47.5 –55.0 –35.4

Belgium 181 219 245 327 0.2 0.3 0.3 0.3 33.2 40.9 44.5 57.1

Canada 473 598 877 1,368 0.6 0.7 1.0 1.4 27.4 34.3 53.3 68.8

France –518 –686 –846 –1,014 –0.6 –0.8 –1.0 –1.0 –18.6 –25.1 –32.2 –34.3

Germany 2,102 2,327 2,597 2,759 2.4 2.7 3.1 2.9 52.8 59.8 67.6 65.3

Hong Kong SAR 1,283 1,579 2,122 2,134 1.5 1.8 2.5 2.2 354.6 435.0 615.2 578.0

Italy –100 –22 41 155 –0.1 0.0 0.0 0.2 –4.8 –1.1 2.2 7.4

Japan 3,033 3,271 3,417 3,748 3.5 3.7 4.0 3.9 60.2 63.8 67.8 75.9

Korea 436 518 487 660 0.5 0.6 0.6 0.7 25.3 31.4 29.6 36.4

The Netherlands 666 818 1,040 956 0.8 0.9 1.2 1.0 72.8 89.9 113.9 93.8

Singapore 685 845 969 1,018 0.8 1.0 1.1 1.1 181.6 225.2 280.8 256.4

Spain –1,097 –1,037 –1,159 –998 –1.3 –1.2 –1.4 –1.0 –80.1 –75.0 –84.9 –70.4

Sweden 44 87 84 105 0.1 0.1 0.1 0.1 7.8 16.2 15.5 16.8

Switzerland 779 651 860 730 0.9 0.7 1.0 0.8 105.9 88.9 114.4 89.8

United Kingdom –381 –733 –622 –1,020 –0.4 –0.8 –0.7 –1.1 –13.1 –25.5 –22.5 –32.0

United States –9,685 –11,231 –14,011 –18,101 –11.3 –12.9 –16.5 –18.7 –47.2 –52.6 –67.1 –78.7

Emerging Market and Developing Economies

Argentina 66 115 122 124 0.1 0.1 0.1 0.1 12.5 25.5 31.2 25.2

Brazil –595 –786 –552 –479 –0.7 –0.9 –0.6 –0.5 –31.1 –41.9 –38.1 –29.8

China 2,108 2,300 2,287 1,983 2.5 2.6 2.7 2.1 15.2 16.0 15.4 11.2

India –437 –375 –355 –354 –0.5 –0.4 –0.4 –0.4 –16.2 –13.3 –13.3 –11.1

Indonesia –317 –338 –280 –279 –0.4 –0.4 –0.3 –0.3 –30.4 –30.2 –26.4 –23.5

Malaysia –18 –9 19 21 0.0 0.0 0.0 0.0 –4.9 –2.6 5.7 5.5

Mexico –555 –614 –533 –532 –0.6 –0.7 –0.6 –0.6 –45.4 –48.4 –48.9 –41.0

Poland –315 –301 –276 –258 –0.4 –0.3 –0.3 –0.3 –53.7 –50.4 –45.9 –37.9

Russia 374 360 517 483 0.4 0.4 0.6 0.5 22.6 21.2 34.8 27.2

Saudi Arabia 658 671 599 613 0.8 0.8 0.7 0.6 80.5 83.5 85.2 73.5

South Africa 45 31 112 104 0.1 0.0 0.1 0.1 11.1 8.0 33.5 25.0

Thailand –6 0 58 49 0.0 0.0 0.1 0.1 –1.1 0.0 11.5 9.5

Türkiye –336 –310 –385 –253 –0.4 –0.4 –0.5 –0.3 –43.1 –40.8 –53.4 –31.4

Memorandum item:

Euro Area –987 –574 625 –218 –1.1 –0.7 0.7 –0.2 –7.2 –4.3 4.8 –1.5

Statistical Discrepancy –2,949 –3,281 –3,744 –6,561 –3.4 –3.8 –4.4 –6.8 . . . . . . . . . . . .

Overall Creditors1 15,859 17,616 19,836 21,034 18.5 20.2 23.3 21.8 . . . . . . . . . . . .

Of which: 
Advanced 
Economies

12,202 13,778 15,769 17,331 14.2 15.8 18.5 17.9 . . . . . . . . . . . .

Overall Debtors1 –18,808 –20,897 –23,580 –27,595 –21.9 –23.9 –27.7 –28.6 . . . . . . . . . . . .

Of which: 
Advanced 
Economies

–14,118 –15,990 –19,085 –23,279 –16.4 –18.3 –22.4 –24.1 . . . . . . . . . . . .

Sources: IMF, World Economic Outlook; US Bureau of Economic Analysis; and IMF staff calculations.
Note: “. . .” indicates that data are not available or not applicable.
1Overall creditors and debtors (and the “of which” advanced economies) include non–External Sector Report economies.
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country-specific factors, such as measurement issues, 
severe drought, demographics, and net international 
investment position considerations, have also been 
included.10 The COVID-19-related factors explained 
a larger share of the movement in current account 
balances in 2021 compared with 2020, imply-
ing (as in 2020) that without their use, the 2021 
external sector assessments would be distorted and 
harder to interpret. Annex Table 1.1.3 reports the 

10Measurement issues arise primarily because of differences 
between the statistical definition of income in the balance of pay-
ments and the relevant economic concept (for example, in relation 
to the treatment of retained earnings on portfolio equity).

overall set of IMF staff adjustments to reflect both 
the COVID-19 factors and other country-specific 
factors.

Changes in External Assessments in 2021

In 12 of the 30 economies, assessments changed 
categories in 2021 compared with 2020 (Figure 1.17; 
Annex Table 1.1.2; Annex Table 1.1.3).11 External 
positions compared with the levels consistent with 
medium-term fundamentals and desirable policies were 
as follows:
•• Moderately stronger, stronger, or substantially stronger 

than the level consistent with medium-term funda-
mentals and desirable policies: The ten economies 
with such positions are Germany, Malaysia, The 
Netherlands, Poland, Russia, Singapore, Sweden, 
and Thailand, along with Australia and the euro 
area, which entered the category in 2021.

11Assessments of the external position are holistic but generally 
anchored on the current account assessment. Generally, broadly in 
line is consistent with a current account gap of ±1 percent of GDP. 
Moderately stronger, stronger, and substantially stronger are generally 
consistent with a current account gap of [1 percent to 2 percent], 
[2 percent to 4 percent], and greater than 4 percent, respectively. 
Moderately weaker, weaker, and substantially weaker are symmet-
rically defined. Real effective exchange rate gaps are generally 
assessed in the range that reflects the country-specific exchange 
rate semielasticity.
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Sources: Perks and others 2021; central bank websites; and IMF staff estimates.
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•• Moderately weaker or weaker than the level con-
sistent with medium-term fundamentals and 
desirable policies: The five economies with such 
positions are Argentina, Belgium, Canada, South 
Africa, and the United States.

•• Broadly in line with the level consistent with medi-
um-term fundamentals and desirable policies: The 
15 economies with such positions are Brazil, 
China, Hong Kong Special Administrative Region, 

India, Indonesia, Italy, Japan, Korea, Spain, and 
Switzerland, along with France, Mexico, Saudi 
Arabia, Türkiye, and the United Kingdom, which 
entered this category in 2021.

IMF staff–assessed real effective exchange rate gaps 
were generally consistent with IMF staff–assessed 
current account gaps. Economies with estimated 
excess current account surpluses (deficits) generally 
also had an undervalued (overvalued) real effective 
exchange rate, according to IMF staff estimates 
(Figure 1.18, panel 2; Annex Table 1.1.2; and 

Figure 1.16. External Balance Assessment Current Account 
Norms, 2021
(Percent of GDP)
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Source: IMF, External Balance Assessment estimates.
Note: EA = euro area; EBA = External Balance Assessment; ICRG = International 
Country Risk Guide. The figure excludes Hong Kong SAR, Saudi Arabia, and 
Singapore as they are not included in the EBA regression model. Data labels use 
International Organization for Standardization country codes.
1The EBA current account norm is multilaterally consistent and cyclically adjusted.
2Other fundamentals include output per worker, expected GDP growth, and ICRG. 
3Desirable policies include desirable credit gap, desirable fiscal balance, desirable 
foreign exchange intervention, desirable health, and constant and multilaterally 
consistent adjustment.
4The current account norm is corrected for reporting discrepancies in intra-area 
transactions, since the current account of the entire euro area is about 
1.41 percent of GDP less than the sum of the individual 11 countries’ balances 
(for which no such correction is available).
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Figure 1.17. The Evolution of External Sector Assessments, 
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Annex Table 1.1.4).12 In the case of Türkiye, given 
the large depreciation of the lira, as the non-energy 
current account continues to adjust, the IMF staff 
assessed the real effective exchange rate gap to be 
more in line with the results from the EBA REER 
models, which suggest an undervaluation.

Global excess current account balances—the sum 
of absolute IMF staff–assessed current account gaps—
narrowed to 0.9 percent of world GDP in 2021 
compared with 1.2 percent of world GDP in 2020, 

12Figure 1.18 reports the ranges for IMF staff–assessed current 
account gaps and the EBA model–based current account gap esti-
mates. As reported in Annex Table 1.1.3, the EBA and IMF staff–
assessed current account gaps differ in several cases, reflecting the use 
of adjustors to account for country-specific cases and the COVID-19 
shock. For example, Thailand includes large COVID-19 adjustors 
to account for the travel shock and transportation costs. Switzerland 
includes country-specific adjustors to account for measurement biases.

while global current account balances widened by 
½ percentage point of world GDP to 3.5 percent of 
world GDP (Figure 1.19). The absolute sum of cur-
rent account norms also widened to reach 1.4 percent 
of GDP in 2021, from 1.1 percent of GDP in 2020, 
while on average getting closer to actual current 
account balances. The narrowing of global excess 
current account balances is mostly driven by the 
application of the refined model, as the imbalances 
would have declined by less, to 1.1 percent of world 
GDP, under the previous model. The improved 
cyclical adjustment through the new terms-of-trade 
gap variable contributed to bringing, on average, the 
estimated norms closer to the actual current account 
balances. IMF staff–assessed current account gaps 
narrowed for several economies, particularly China, 
Malaysia, Mexico, Poland, the United Kingdom, and 
the United States (Figure 1.19). To a lesser extent, 
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Figure 1.18. IMF Staff and External Balance Assessment 
Current Account and Real Exchange Rate Gaps, 2021

1. Current Account Gaps
(Percent of GDP)

–8

–2

–4

–6

2

0

4

8

10

6

CH
E

GB
R

FR
A

AR
G

BE
L

US
A

SA
U

TU
R

ZA
F

CA
N

ES
P

JP
N

KO
R

IT
A

HK
G EAID
N

CH
N

AU
S

BR
A

IN
D

RU
S

TH
A

NL
D

M
EX

DE
U

SW
E

M
YS SG

P

PO
L

2. IMF Staff Current Account and Real Effective Exchange
Rate Gaps

–25

–15

–10

–20

–5

0

5

10

St
af

f R
EE

R 
ga

p 
(p

er
ce

nt
)

–3 –2–4 –1 43210 5 6
Staff CA gap (percent of GDP)

Source: IMF staff assessments.
Note: CA = current account; EBA = External Balance Assessment; REER = real 
effective exchange rate. REER gap is based on 2021 External Sector Report. Data 
labels use International Organization for Standardization country codes.
1There are no EBA estimates for Hong Kong SAR, Saudi Arabia, and Singapore.

Headline CA2

Headline CA-COVID-19 factors
IMF staff–assessed CA gap 

ESP

NLD

ITA

DEU

FRA

BEL

HKG

CHE

KOR

SAU

CAN

AUS
TUR

THAZAF

RUS

MEX

IDN
IND

BRA

ARG

USA

GBR

JPN

EA

CHN

SGP

SWE

POL

MYS

Figure 1.19. Evolution of Headline Current Account Balances 
and IMF Staff Gaps 

1. Change in IMF Staff CA Gaps, 2021–20
(Percent of GDP)1

–4.0

–2.0

–3.0

0.0

–1.0

1.0

5.0

3.0

4.0

2.0

20
21

–2
0 

ch
an

ge
 in

IM
F 

st
af

f–
as

se
ss

ed
 C

A 
ga

p

–4.0 –3.0 –2.0 –1.0 0.0 1.0 2.0 3.0 4.0 5.0
2020 IMF staff–assessed CA gap

2. Global CA Balances
(Percent of world GDP)

0.0

0.5

1.0

2.0

1.5

2.5

3.0

4.0

3.5

2015 181716 19 20 21 22

Source: IMF staff calculations.
Note: CA = current account. Data labels use International Organization for 
Standardization country codes.
1Bubble sizes proportional to 2021 GDP in US dollars.
2The headline CA in 2022 is a projection. 



2022 E X T E R N A L S E C T O R R E P O R T

14 International Monetary Fund | 2022

IMF staff–assessed current account gaps widened 
for some countries, such as Australia, Belgium, and 
Singapore.

Most of the excess balances in 2021 pertained to 
advanced economies, higher than the 70 percent in 2020. 
The largest contributors to lower-than-warranted (at least 
1 percent of GDP below their norm) current account 
balances as a share of world GDP were, in descending 
order, the United States, Canada, and Belgium. The 
largest contributors to larger-than-warranted (at least 
1 percent of GDP above their norm) current account 
balances were, in a descending order, Germany, Australia, 
Russia, and Sweden. Current account gaps tend to nar-
row over time, though slowly, with adjustments occurring 
faster in excess deficit economies than in excess surplus 
economies (Box 1.2).

Outlook for Current Account Balances and Risks
Medium-Term Current Account Forecasts

Global current account balances are projected to 
widen further in 2022, driven by an expansion in 
oil exporters’ surplus and the US deficit, as mone-
tary tightening by the Federal Reserve in response to 
inflation pressures contributes to the dollar’s apprecia-
tion. Balances will narrow gradually over 2023–27 as 
these factors moderate (Figure 1.20). As the pandemic 
support is withdrawn, governments will increase their 
saving over the medium term, notably in the United 
States and, to a lesser extent, in some surplus advanced 
economies. This increase in public saving will offset the 
projected decline in private saving that peaked during 
the pandemic. Investment is set to increase globally in 
the medium term, driven largely by China.

Within these aggregate trends, projected changes 
in current account balances for major economies vary 
widely (Table 1.1).
•• Advanced economies: The current account surplus in 

surplus advanced economies is projected to nar-
row in percent of GDP in 2022 across the board. 
In Germany, a projected decline in the surplus by 
1.3 percentage points of GDP is driven by an increase 
in the cost of energy imports and a collapse in exports 
to Russia stemming from sanctions related to the 
war in Ukraine. In Japan, the projected narrowing of 
the current account surplus by 1 percentage point is 
driven by higher energy costs. However, the current 
account deficit in the United States is projected to 
remain elevated at 3.7 percent of GDP, with the 

decrease in public dissaving countered by a decline in 
private saving and an increase in investment.

•• Emerging market economies: China’s current account 
surplus is projected to decline by 0.4 percentage 
point of GDP to 1.4 percent of GDP in 2022, 
driven by an increase in investment. Commodity 
prices and the war in Ukraine are expected to drive 
movements in current account balances in several 
other emerging markets for 2022. Current account 
balances in commodity exporters are projected to 
increase in 2022 (for example, by 12.1 percentage 
points of GDP in Saudi Arabia and by 1.9 percent-
age points of GDP in Indonesia). The impact is the 
opposite for commodity importers, with the current 
account deficit in India, for example, increasing 
by 1.9 percentage points of GDP. The current 
account surplus in Russia is projected to increase 
by 5 percentage points of GDP, driven by import 

World
CHN
Deficit EMDEs 

Surplus EMDEs Surplus AEs 
USAOil exporters
Deficit AEs 

Sources: IMF, World Economic Outlook; and IMF staff calculations.
Note: AE = advanced economy; EMDE  = emerging market and developing 
economy. Data from 2022 onward are projections. Data labels use International 
Organization for Standardization country codes. 
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compression, positive terms of trade, and export 
volumes that have remained relatively resilient so far 
in the face of sanctions.

Risks Surrounding the Outlook

In the context of the lingering pandemic and the 
war in Ukraine, unusually high uncertainty and risks 
surround the external sector outlook:
•• Commodity prices: A prolonged war in Ukraine 

could lead to higher commodity prices for a longer 
time. Given the opposite impact on commod-
ity exporters and importers and the fact that key 
commodity exporters are surplus economies, this 
could widen global current account balances in 
2022 beyond the baseline projection and delay the 
adjustment in subsequent years. Higher oil and gas 
prices for longer would also increase vulnerabilities 
in importing countries and could lead to higher 
capital outflows, larger borrowing costs, and greater 
fiscal pressures, with potentially disruptive effects 
on exchange rates. In food-importing countries, 
higher prices could increase the cost of imports and 
fiscal pressures. Those risks can be exacerbated by 
escalating international sanctions on Russia and 
countersanctions by Russia.

•• Trade tensions and fragmentation: While the baseline 
already incorporates the impact of sanctions related 
to the war in Ukraine, a wider deterioration in the 
geopolitical environment would further exacerbate 
trade tensions and supply disruptions globally, 
in the context of already-rising trade restrictions 
(Figure 1.21). This could result in trade fragmenta-
tion, for example, through the creation of new trade 
blocs based on “friendshoring,” disruptions to estab-
lished global value chains, and a reorganization in 
the international monetary system with implications 
for reserve asset composition, payments systems, 
and exchange rates. The need to adjust to new trade 
blocs would add stress to already-strained supply 
chains. Although a more fragmented trade system 
could either increase or decrease global balances, 
depending on the exact reconfiguration of trade 
blocs, it would unambiguously erode welfare gains 
from globalization, reduce technology transfers, 
and decrease the potential for export-led growth in 
low-income countries.

•• A worsening slowdown in China: A prolonged 
slowdown in China would affect trading partners 

directly, the largest of which are located often in 
Asia and the Pacific (Figure 1.22). The slowdown 
would also have global repercussions beyond major 
trading partners by affecting commodities for 
which China has a large share of global demand. 
The impact on global balances from lower demand 
for commodities will depend on the net effect 
on current accounts of commodity importers 

Total net
Net (goods)

Net (services)
Net (investment)

Total net
Net (goods)

Net (services)
Net (investment)

Total net
Net (goods)

Net (services)
Net (investment)

Source: Global Trade Alert.
Note: “Net” is defined as the difference between harmful and liberalizing 
interventions. Export controls includes export restricting measures, and import 
reforms includes import liberalizing measures in the medical goods and medicine 
sectors. See Evenett (2021) for details.

1. New Export Restrictions (Net)

2. New Import Restrictions (Net)

3. Proportion of Restrictions Exposure to Russia by 2022
(Percentage of total number of restrictions) 

Figure 1.21. New Trade Restrictions, 2009–22
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and exporters.13 Risks to growth are amplified by 
risks from the reemergence of COVID-19 and 
zero-COVID-19 policies that could lead to more 
lockdowns and additional disruptions in global 
supply chains.

•• Financial tightening: The prospects for continued 
tightening of monetary policy in the United States 
and major economies imply a further tightening 
of global financial conditions, leaving open risks 
for disruptive capital outflows from emerging 
markets, a depreciation of their currencies, and a 
higher probability of default. Tighter-than-expected 
monetary policy in the United States could disrupt 
market conditions, while a larger tightening by the 
Federal Reserve than by the European Central Bank 
could contribute to further dollar appreciation and 
widening in global balances. Negative wealth effects 
of monetary and financial tightening could impact 
fiscal balances and saving behavior. The stock of 
external liabilities at the end of 2021 exceeded 
reserves for most emerging and developing econo-
mies (Figure 1.23). The IMF staff estimates capital 
flows at risk at the 5 percent level to be 2.3 percent 

13For example, a lower commodity price would increase the 
deficit of a commodity exporter that runs a current account deficit, 
thereby contributing to widening global current account balances. 
The opposite effect would arise if the commodity exporter ran a 
current account surplus.

of GDP and the probability of outflows to be about 
30 percent in the April 2022 Global Financial 
Stability Report.

•• Fiscal policy path: In the baseline, fiscal policy is 
projected to contribute to a narrowing of global 
balances because of faster withdrawal of fiscal 
support by current account deficit economies, but 
deviations from the projected fiscal path could have 
significant consequences. As discussed in the 2021 
External Sector Report, additional fiscal expansions 
by current account deficit economies could hinder 
the predicted narrowing in global balances over the 
coming years. Deviations of fiscal policy from the 
baseline path could be brought about, for example, 
by a resurgence of COVID-19 strains that require 
strict lockdowns and additional fiscal support and 
by the need for transfers to ease the impact of higher 
food and fuel prices on vulnerable households. A 
faster-than-expected pace of fiscal consolidation 
among current account surplus economies would 
also expand global balances.

•• Climate change: Natural disasters can have large 
effects on current accounts of disaster-prone coun-
tries (Box 1.3). Although those countries are small 
from a systemic point of view, if climate change 
worsens (for example, because of lack of progress on 
mitigation policies [see Chapter 2]), those types of 
events could become more widespread and poten-
tially affect larger countries in the long term, with 
a possible effect on global balances. Global balances 
could also widen due to unbalanced implementation 
of climate mitigation policies (see Chapter 2).

Policy Priorities for Promoting External Rebalancing

As emphasized in the April 2022 World Economic 
Outlook, the war in Ukraine has exacerbated exist-
ing trade-offs for policymakers, including between 
fighting inflation and safeguarding economic recovery 
and between providing support to those affected and 
rebuilding fiscal buffers. Policies to address fallouts 
from the pandemic and war need to be balanced with 
the need to fight inflation and rebuild fiscal buffers 
while prioritizing fiscal spending to protect the most 
vulnerable. Consistent with such overall needs, policies 
should also enhance external stability and facilitate 
external rebalancing.

Multilateral cooperation is key in dealing with the 
policy challenges generated by the pandemic and the 

Korea Japan United States Australia Germany
Brazil Malaysia Vietnam Russia

Sources: IMF, World Economic Outlook; and IMF staff calculations.
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war in Ukraine, including to tackle the humanitarian 
crisis. Multilateral cooperation could greatly facili-
tate the green transition: in Chapter 2, a coordinated 
implementation of climate change policies has been 
found to reduce global current account balances and 
help to bring forward net zero emissions. Coordinated 
policy efforts will also be needed to counter the risks of 
global economy fragmentation, including by eschew-
ing new barriers to trade, which would reduce growth 
with no significant effect on external imbalances (see 
Box 1.4). Addressing global food security challenges 
would also require coordinated policy efforts, including 
to support the vulnerable, promote open trade of food 
and agricultural inputs, and invest in climate-resilient 
agriculture.

Maintaining liquidity in the global financial system, 
including via the global financial safety net, will be 
essential to helping economies manage risks related to 
tightening of global financial conditions and financial 
system fragmentation because of geopolitical tensions. 

To this end, the IMF’s lending programs also help 
provide a safety net for countries hit by balance-
of-payment shocks.

The review of the IMF’s Institutional View on the 
liberalization and management of capital flows pro-
vides guidance on how to manage capital flow volatil-
ity (IMF 2022). While exchange rate flexibility can in 
general help absorb shocks, in economies with shallow 
foreign exchange markets, foreign exchange interven-
tion may be needed to address disorderly conditions, 
and temporary capital flow management measures 
may be warranted, for example, in imminent crisis 
circumstances or during capital inflow surges. Addi-
tionally, when a large stock of unhedged external debt 
(particularly if denominated in foreign currency but in 
some cases also in local currency) generates systemic 
financial risks, preemptive capital flow management 
measures that are also macro-prudential measures to 
restrict inflows can mitigate these risks. However, they 
should not be used in a manner that leads to excessive 
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Figure 1.23. Emerging Market and Developing Economies: External Vulnerabilities
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distortions and should not substitute for necessary 
macroeconomic and structural policies or exchange 
rate adjustment.

Policies to promote external rebalancing differ 
based on individual economies’ positions and needs, 
as detailed in the Individual Economy Assessments in 
Chapter 3 (and summarized in Annex Table 1.1.6).
•• Economies with weaker-than-warranted external 

positions: Where excess current account deficits in 
2021 partially reflected fiscal deficits above desirable 
medium-term levels (as in the United States) and 
where such imbalances persist, fiscal consolidation 
will be critical to support external rebalancing 
and bring the current account balance closer to 
its norm. However, fiscal consolidation should be 
implemented in a way that prevents long-term 
scarring from the pandemic, including by protecting 
spending for infrastructure, health care, and educa-
tion. Policies should also help the most vulnerable 
households cope with the impact of rising oil and 
food prices. In several emerging market economies 
with weaker-than-warranted external positions in 
2021 (such as Argentina and South Africa), gradual 
but substantial growth-friendly fiscal consolidation 
while providing space for infrastructure and social 
spending to help reduce poverty and inequality 
would help current account rebalancing and help 
accumulate international reserves to more adequate 
levels. Countries with lingering competitiveness 
challenges would also need to address structural 
challenges, including through labor, product market, 
and other reforms, to promote green, digital, and 
inclusive growth while boosting productivity.

•• Economies with stronger-than-warranted external 
positions: In economies where excess current account 

surpluses persist, intensifying reforms that encourage 
investment and discourage excessive private saving 
is warranted. Fiscal policies can help achieve those 
objectives, especially where there is fiscal space and 
inflation expectations are well-anchored. For example, 
in Germany and the Netherlands, additional fiscal 
spending can help foster investment in physical and 
human capital and deal with the repercussions from 
the war in Ukraine, while promoting external rebal-
ancing. Policies to encourage public and corporate 
investment, including those facilitating a greener 
structural transformation of the economy (see also 
Chapter 2), would also help reduce external imbal-
ances (for example, in Poland and Sweden). In some 
emerging markets, reforms to discourage excessive 
precautionary saving and support consumption by 
expanding social safety nets (Malaysia, Thailand) and 
tackling widespread informality (Thailand) would 
also help reduce excess current account surpluses.

•• Economies with external positions broadly in line with 
fundamentals: In such cases, policies should continue 
to address domestic imbalances to prevent excessive 
external imbalances. Relevant policies include accel-
erating structural reforms—including state-owned 
enterprise reforms—to boost potential growth 
and strengthening social protection to reduce high 
household precautionary savings (as in China). 
In countries with large external liabilities (such as 
Spain), keeping the current account balance in line 
with its norm will require a combination of fiscal 
consolidation efforts and higher private savings, to 
be achieved through productivity gains that will 
require continued wage flexibility, addressing labor 
market duality, and actions to enhance education 
outcomes and encourage innovation.
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After increasing sharply during the COVID-19 crisis, 
household saving has returned to close to pre-pandemic 
levels in many countries as pandemic-related fiscal 
support measures expire.1 However, large increases 
in household balance sheets (because of saving and 
valuation gains) during the pandemic persist and tend 
to be distributed unequally, which could have important 
implications for the future path of external balances.

Decomposition of saving by institutional sector: The 
pandemic has led to very large and opposite changes 
in saving by households, firms, and the public sector, 
leading to small net changes in national saving and 
current account balances. The fall in consumption 
caused by lockdowns explains a significant part of 
the household saving increase, and public support 
aimed at maintaining incomes also contributed 
(Aggarwal and others 2022). In the corporate sector, 
the fall in production was offset by lower employee 
compensation and higher public support, leaving 
corporate saving broadly unchanged. The flip side 
of these evolutions has been a sharp decrease in 
public saving, reflecting fiscal support to both firms 
and households and lower economic activity. As the 
recovery takes hold, household and public saving have 
progressively returned to close to their pre-pandemic 
levels (Figure 1.1.1). However, there has been little 
drawdown of the stock of excess household savings so 
far. This reflects the limited role of pent-up demand 
for consumption of services such as restaurants and 
travel and the unequal distribution of pandemic excess 
saving across income levels (see below).

Excess private saving and public dissaving and the 
current account in the United States and Europe: The 
cumulative change in household saving relative to 
the first quarter of 2020 (excess saving) is strongly 
associated with large government dissaving across 
countries (in line with Aggarwal and others [2022]). 
To understand its implications for external accounts, 
the cumulative change in the current account can be 
decomposed into changes in (excessive) private saving, 
fiscal saving, and net domestic investment in the 
United States and in Europe using national accounts’ 
identities.2

This box was prepared by Cian Allen and Cyril Rebillard.
1See Chapter 1 of the April 2022 Fiscal Monitor for an 

in-depth discussion on the relation between government support 
and changes in household saving during the pandemic.

2The current account balance is equal to saving (both private 
and public) minus investment.

Figure 1.1.2 shows that the magnitude of exces-
sive public and private saving is much larger in the 
United States in percent of GDP. In addition, the 
large increase in fiscal deficits more than offsets 
the increase in private saving in the United States, 
leading to larger current account deficits. By contrast, 

Consumption (–)
Other gross disposable income
Government support (transfers, taxes)

Household saving

Taxes (production, income) and 
social contributions 

Subsidies and social benefits (–)
Other 

General government saving 

Sources: Eurostat (quarterly sector accounts); IMF, World 
Economic Outlook; and IMF staff calculations.
Note: Household and government saving and their 
components are shown as cumulated changes from the 
first quarter of 2019. For households, “government 
support” includes social benefits, social contributions, 
taxes on income and wealth, and other transfers. “Other 
gross disposable income” includes gross operating 
surplus and mixed income, compensation of employees, 
and net property income. For the government, “other” 
includes gross value added, compensation of employees, 
net property income, public consumption, and other 
current transfers.
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Box 1.1. Saving and Wealth Dynamics in the Aftermath of COVID-19
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Sources: Eurostat; Organisation for Economic Co-operation and Development; and IMF staff calculations.
Note: Weighted average Europe (including UK). Each item is shown as cumulated changes from the first quarter of 2020.  

Figure 1.1.2. Cumulative Change in the Current Account 
(Percent of 2019 GDP)
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Figure 1.1.3. Change in Financial Wealth
(Percent of 2019 GDP)
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in Europe, the higher private saving combined with 
lower investment more than offset fiscal deficits, lead-
ing to increases in the cumulative current account 
balance.

Bolstered household balance sheets: Accumulated 
savings explain only part of the increase in wealth, 
because surging equity and housing prices also made 
some households wealthier.3 Regarding financial 
wealth, Figure 1.1.3 shows that the increase in the 
household sector’s aggregate net financial wealth was 
much larger in the United States than in Europe.4 
It also shows that most of the increase in financial 
wealth in the United States was driven by valuation 
changes (that is, asset price changes), whereas in 
Europe, the relative contributions of net (financial) 
saving and changes in asset prices to wealth were 
more balanced. In addition, since the beginning of 
2021, most of the increases in net wealth are due to 
changes in valuations in both the United States and 
Europe, as net financial saving flows have reverted to 
pre-pandemic levels. This suggests that looking only 
at the cumulated flow of savings could underestimate 
the overall improvement in accumulated wealth, 
which, in turn, could underestimate the magnitude 
of funds available for future spending. Recent data 
for the United States show a drawdown in accumu-
lated saving in early 2022, possibly related to the 
inflation surge and large valuation losses. Further 
data releases will indicate if this pattern also holds 
more generally across countries.

Unequal distribution of saving: The implications of 
the accumulation of wealth on future spending and 
external balances also depends on the distribution of 
these gains. Figure 1.1.4, based on data published by 
the Federal Reserve, plots the changes in household 
net wealth by percentile (expressed as a ratio of total 
aggregate personal disposable income) during the 
pandemic and during a period before the pandemic 

3In the nonfinancial accounts: change in household wealth is 
equal to saving plus valuation changes. In the financial accounts: 
change in household financial wealth is equal to net lending plus 
valuation change. Net lending is the difference between total 
income and total spending, or equivalently, between gross saving 
and total investment.

4Recent data for net financial wealth are more readily available 
than for overall net wealth (including nonfinancial assets). Net 
financial wealth is equal to financial assets minus liabilities. Non-
financial wealth, which consists mainly of real estate, represented 
about half of the increase in overall wealth between 2019 and 
2020 in countries with available data.

referred to as “normal times.” This overall increase 
in net wealth was also distributed unevenly, with 
much of it accruing to individuals at the top of the 
distribution: the equity price boom mostly benefited 
the rich, while lockdowns more heavily affected 
spending on dining and travel, which make a larger 
part of wealthier households’ consumption habits. 
At the same time, the distribution of wealth across 
groups did not change much, as the increases in net 
wealth were relatively in line with the pre-pandemic 

Sources: Federal Reserve, Distributional Financial Accounts; and 
IMF staff calculations.
Note: The figure reports the change in household wealth 
between the fourth quarter of 2019 and the fourth quarter of 
2021 (COVID-19 period) and between the fourth quarter of 2014 
and the fourth quarter of 2019 (normal times). Numbers are 
normalized using total nationwide personal disposable income 
during the corresponding period (for example, the first quarter of 
2020 to the fourth quarter of 2021 for the COVID-19 period). 
Abstracting from valuation changes, the change in the top 1 
percent’s household net wealth during COVID-19 can be 
interpreted as the top 1 percent’s contribution to the average 
nationwide household saving rate over the period. “Other assets” 
includes pension entitlement, private businesses, consumer 
durables, and other assets.   
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shares in the wealth distribution (Blanchet, Saez, 
and Zucman 2022).5 Similar distributional balance 
sheet data are not available for other countries in a 
timely manner, but existing estimates of the distri-
bution of saving across the income distribution can 
be combined with changes in saving and inequality 
in a sample of European economies between 2019 
and 2020.6 Figure 1.1.5 shows that the increase in 
saving is relatively broad based in Europe, which can 
be explained by the relatively muted changes to mea-
sured income inequality over that period (Chancel 
and others, forthcoming).7

5Blanchet, Saez, and Zucman (2022) show that there was very 
little change in headline income inequality, with the share of 
disposable income going to the top 10 percent decreasing in US 
over the period.

6Ideally, the analysis should also focus on the distribution 
of saving across wealth percentiles in Europe (like in the US). 
However, such data are not available in a broad sample of 
countries.

7These are back-of-the envelope calculations based on previous 
estimates of the distribution of saving. Also, these calculations do 
not include any changes in valuation.

Sources: Allen, Kolerus, and Xu 2022; and IMF staff calculations.
Note: This figure plots an estimation of the distribution of private 
saving in percent of national income. It uses constant 
consumption-to-income ratios, following Mian, Straub, and Sufi 
(2021) and Allen, Kolerus, and Xu (2022). The median values for 
24 European countries are reported. 
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The External Balance Assessment (EBA) framework 
produces multilaterally consistent assessments of 
current account balances and real effective exchange 
rates. These assessments tend to persist over time, 
as evidenced by Figure 1.17 (see also 2017 External 
Sector Report). This box evaluates how and how fast 
excess external imbalances adjust by relating initial 
EBA assessments and policy gaps to subsequent 
adjustments.1 The analysis shows that EBA gaps tend 
to adjust over time, but the adjustment is slow and 
asymmetric across countries. Adjustment is mainly 
driven by changes in actual current account balances, 
with changes in current account norms (“norm creep”) 
playing only a modest role. Closing policy gaps con-
tributes to external adjustment only when policy gaps 
and overall current account gaps are aligned.

The sample consists of 48 economies in the base-
line EBA regression (Ireland is excluded because of 
large current account volatility in recent years). Two 
sub-periods are studied: (i) 2012–19, where actual 
assessments are used based on three subsequent vin-
tages of EBA models and available optimal policies 
P*; and (ii) 1987–2019, where the refined EBA 
specification is used (assuming optimal policies P* are 
kept constant at their 2019 level).2 Panel regressions 
are estimated as follows:

Xi,t − Xi,t−1 = α.Gapi,t−1 + 𝜀i,t

This box was prepared Cian Allen and Cyril Rebillard.
1Other studies have looked at similar assessment of EBA’s 

predecessor, called Consultative Group on Exchange Rate assess-
ments (see, for instance, Abiad, Kannan, and Lee [2009] and 
Yeşin [2016]) or a similar exercise on benchmark current account 
models (see, for instance, Coutinho, Turrini, and Zeugner 
[2022]). Moreover, Lane and Milesi-Ferretti (2012) document 
that the excess imbalances before the global financial crisis have 
strong predictive power on subsequent adjustments of current 
account imbalances.

2The EBA methodology was introduced in 2012 and was subse-
quently refined in 2015, 2018, and 2022. Computing EBA norms 
and gaps requires country teams’ inputs on desirable policies, which 
are not available before 2012. Restricting the second approach 
(refined model, constant P*) over 2012–19 leads to very similar 
results compared with the first approach using actual models and 
assessments. This is reassuring and enables the analysis to be focused 
on results over the longer sample (including crisis episodes).

where X represents IMF staff current account gaps, 
EBA current account gaps, current account norms, 
policy gaps, and EBA residuals in different specifi-
cations. When X = Gap and α < 0, the gap follows 
an exponential process converging toward zero. 
Half-lives HL(Gap) are then defined as the num-
ber of years it takes for the gap to close by half.3 
Unlike previous similar studies, regressions do not 
include any constant or country fixed effects, as the 
EBA approach has a strong normative dimension 
relying on the notion that gaps should close to zero 
over time.4

All gaps adjust, but slowly and with asymmetries 
across countries. In nearly all cases, regression coef-
ficients α are found to be negative and statistically 
significant, indicating convergence to zero over time.5 
However, adjustment is slow: based on 2012–19 and 
the External Sector Report sample, IMF staff current 
account gaps take 6.9 years to close by half (see 
Figure 1.2.1). Adjustment is somewhat faster for EBA 
gaps over the whole period (half-life of 4.7 years) or 
2012–19 (5.7 years).6

However, there is significant cross-country het-
erogeneity, with adjustment fastest in deficit emerg-
ing economies (1.5 years) and slowest in advanced 
surplus economies (6.4 years). Adjustment is quicker 

3The concept of half-life comes from nuclear physics but 
has been used in previous papers that study real exchange rate 
adjustment (see, for instance, Rogoff [1996]). Concretely, 
HL(Gap) = − ln(2)/ln(1 + α).

4A robustness exercise assessed how results changed when 
introducing country fixed effects and a constant. In most cases, 
country-specific levels of convergence of EBA gaps were found 
to be nonstatistically different from zero. In the remaining cases, 
EBA gaps not converging toward zero could be related to factors 
outside EBA (for example, persistent measurement biases or 
structural factors as laid out in the IMF staff’s complementary 
tools).

5Results do not change much if 2020 and 2021 are included. 
These years were excluded because of COVID-19’s impact.

6Half-lives between 4.7 and 6.7 years correspond to α coeffi-
cients between −0.098 and −0.138 (both significant at the 1 per-
cent level). This is in line with Coutinho, Turrini, and Zeugner 
(2022), who find a coefficient of −0.083 (also significant at the 
1 percent level) with a regression over nonoverlapping five-year 
periods with time fixed effects.

Box 1.2. Current Account Rebalancing: At What Speed? Assessment of Current Account Gaps  
Historical Persistence
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during crisis episodes,7 especially in deficit countries 
(2.1 years) compared with normal times (5.5 years), 
in line with Lane and Milesi-Ferretti (2012). Other 
country-specific features such as labor market insti-
tutions may affect adjustment speed, which is faster 
when wage bargaining is decentralized (3.7 years) 

7Crisis episodes are defined using the Laeven and Valencia 
(2020) database, including banking, currency, and debt crises, to 
which all recession episodes were added (extended to three years 
to include the immediate crisis aftermath).

versus centralized (10.8 years),8 in line with Nieminen, 
Heimonen, and Tohmo (2019).9

EBA gaps adjustment (Table 1.2.1, column 1) is 
mainly driven by changes in actual current account or 
cyclically adjusted current account balances (columns 2 
and 3), with norm creeping playing only a modest role 
(column 4). Norm creeping is mainly related to the net 
foreign assets variable (columns 6 and 9), as persistent 
external imbalances (desirable or excessive) lead to 
building large external positions over time; however, 
other fundamentals are also at play for surplus econo-
mies (column 7), generating some asymmetry between 
surplus and deficit countries (columns 5 and 8).10

Policy gaps tend to adjust more quickly than the 
EBA current account gap, but asymmetrically across 
countries and for domestic instead of external reasons. 
All policy gaps are found to adjust over time, with 
varying speed, depending on the type of gap and 
country characteristics (Figure 1.2.1). Policy gaps 
tend to adjust faster than overall EBA current account 
gaps, with respective half-lives of 2.7 and 4.7 years. 
Adjustment speed is asymmetric for fiscal gaps (slower 
when fiscal stance is tighter than warranted) and 
credit gaps (slower after a credit crunch). Health gaps, 
meant to proxy for the development of social safety 
nets, adjust very slowly while foreign exchange reserve 
gaps (characterizing near-crisis situations) adjust 
extremely rapidly. Residuals adjust relatively slowly, 
with some asymmetry between surplus and deficit 
countries (half-lives of 4.5 and 2.2 years, respectively). 
Quantitively, policy gaps contribute only modestly to 

8Wage bargaining frameworks are taken from the Organ-
isation for Economic Co-operation and Development and 
Amsterdam Institute for Advanced Labour Studies Institutional 
Characteristics of Trade Unions, Wage Setting, State Inter-
vention, and Social Pacts database. Decentralized (respectively 
centralized) systems correspond to coord = 1,2,3 (respectively 
coord = 4,5).

9Additional analysis shows that economies that are more finan-
cially closed (based on the Fiscal Analysis of Resource Industries 
Index) and have less flexible exchange rate regimes (based on 
the Annual Report on Exchange Arrangements and Exchange 
Restrictions classification) tend to adjust faster.

10As oil and gas producers, which are often surplus countries, 
deplete their hydrocarbon reserves, the temporariness of these 
reserves increases, boosting the need to save and the CA norm. 
In addition, rapid convergence in emerging countries tend to 
increase their CA norm (due to closing development gap), which 
will contribute to norm creeping in surplus emerging economies 
(but would tend to widen the CA gap in deficit emerging econo-
mies, all else equal).

Sources: IMF, External Balance Assessment estimates; IMF 
country classification;  Laeven and Valencia 2020; The 
OECD/AIAS database on Institutional Characteristics of Trade 
Unions, Wage Setting, State Intervention and Social Pacts; and 
IMF staff calculations.
Note: AE = advanced economy; CA = current account; 
EBA = External Balance Assesment; EM = emerging market; 
ESR = External Sector Report; FX = foreign exchange. Red bars 
are derived from regressions over 2012–2019 (actual P*s); blue 
bars are derived from regressions over the whole period (P*s 
assumed constant).
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overall external adjustment, compared with residuals 
(Table 1.1.2, columns 1–3). Indeed, policy gaps are 
aligned with overall external gaps in about two-thirds 
of cases (columns 4 and 5):11 consistent with IMF staff 

11If policy gaps are closed in 2019, absolute EBA gaps in percent 
of GDP increase by 0.1 percent of country GDP on average (they 
are reduced in US dollar terms). Closing each policy gap has varying 

advice, policy gaps should (and do) close for domestic 
reasons above all, regardless of their impact on external 
rebalancing (sometimes calling for additional policy 
measures aimed at external rebalancing).

impacts on the absolute dollar amount of EBA gaps: closing fiscal 
gaps reduces the overall EBA gap (by $150 billion), whereas closing 
the credit gap increases the overall EBA gap (by $125 billion).

Table 1.2.1. EBA Gaps Adjustment: Changes in CA Balances or Norm Creeping?

Variables

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Change in 
EBA CA Gap

Change in 
Actual CA

Change in 
Cycl. Adj. 

CA

Change 
in EBA CA 

Norm

Surplus Countries (CA Gaps > 0) Deficit Countries (CA Gaps < 0)

Change 
in EBA CA 

Norm

Change 
in NFA 

Contrib.

Change 
in Norm 

Excl. NFA

Change 
in EBA 

CA Norm

Change 
in NFA 
contrib.

Change 
in Norm 

Excl. NFA

EBA CA Gap 
(lagged)

−0.1358*** −0.1258*** −0.1098*** 0.0212*** 0.0255*** 0.0135*** 0.0106*** 0.0086* 0.0128*** −0.0072

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.093) (0.000) (0.115)

Observations 1,331 1,331 1,331 1,331 750 750 750 581 581 581

R-squared 0.070 0.047 0.047 0.042 0.073 0.049 0.019 0.005 0.043 0.004

Number of 
ifs_code

48 48 48 48 46 46 46 45 45 45

Rho 0.0445 0.0600 0.0269 0.140 0.136 0.502 0.114 0.0737 0.475 0.0288

Sources: IMF, External Balance Assessment estimates; and IMF staff calculations.    
Note: CA = current account; Cycl. Adj. = cyclically adjusted; EBA = External Balance Assessment; NFA = net foreign assets. Regressions are based on the whole period 
(P*s assumed constant); columns (6) and (9) correspond to the change in EBA norm due to the contribution of the NFA variable, whereas columns (7) and (10) correspond 
to the change in norm excluding the contribution of the NFA variable); p-values are in parentheses; *** p < 0.01; * p < 0.1.

Table 1.2.2. EBA Gaps Adjustment: Contribution of Policy Gaps and Residuals

Variables

(1) (2) (3) (4) (5)

Change in EBA CA Gap Change in EBA Residual

Change in Policy Gaps

if Aligned if Nonaligned

EBA CA Gap (lagged) −0.1251*** −0.1110*** −0.0140 −0.0509*** 0.1185***

(0.000) (0.000) (0.110) (0.000) (0.000)

Observations 1,331 1,331 1,331 849 482

R-squared 0.064 0.049 0.002 0.030 0.087

Sources: IMF, External Balance Assessment estimates; and IMF staff calculations.
Note: CA = current account; EBA = External Balance Assessment. Regressions based on the whole period (P*s assumed constant); p-values are in 
parentheses; *** p < 0.01.
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Climate change is expected to worsen the reach 
of natural disasters, by increasing the intensity and 
frequency of extreme events (IPCC 2014). Empirical 
estimates suggest that this trend will have important 
implications for the external sector. Natural disasters 
tend to widen the current account deficit to finance 
reconstruction through increased investment. Climate 
change is expected to amplify this channel, because 
more intense and frequent disaster events will inflict 
greater economic losses and damage to physical infra-
structure. Simulations from a structural model show 
that the impact can be softened by investing in ex 
ante adaptation. The presence of a contingency fund 
reduces reliance on external debt to finance reconstruc-
tion, which can help smooth the recovery.

Empirical background: Using data from the Emer-
gency Events Database, Figure 1.3.1 shows the current 
account impact of a disaster shock using local projec-
tions (Jordà 2005). The sample consists of 31 econ-
omies classified as disaster-prone countries (defined 
as the top quartile of the probability of disaster per 
1,000 square kilometers, as in Cantelmo, Melina, and 
Papageorgiou [2019]).1

After the initial shock, the current account (as per-
cent of GDP) deteriorates up to 2 percentage points. 
Disaster shocks trigger an increase in investment, 
which is needed to rebuild the capital stock and sup-
port the recovery. Imports and GDP also increase, as 
countries need to import intermediates and investment 
goods for reconstruction.

Model simulations: This box also presents the 
estimated impact of a natural disaster on the external 
sector of a disaster-prone country for different ex 
ante policy choices. The framework used is a dynamic 
general equilibrium model, the Debt, Investment, 
Growth, and Natural Disasters model (Marto, 
Papageorgiou, and Klyuev 2018), calibrated to a 
typical disaster-prone country (Cantelmo, Melina, 
and Papageorgiou 2019) with the following features: 
financially constrained households; two sectors of 

This box was prepared by Zamid Aligishiev, Luciana Juvenal, 
and Cian Ruane.

1The economies in the sample are Albania, Belize, Burundi, 
Cabo Verde, Comoros, Costa Rica, Dominica, the Dominican 
Republic, El Salvador, Eswatini, Fiji, The Gambia, Grenada, 
Haiti, Jamaica, Kiribati, Lebanon, former Yugoslav Republic 
of Macedonia, Maldives, Mauritius, Micronesia, Moldova, 
Montenegro, Rwanda, Samoa, the Solomon Islands, Sri Lanka, 
St. Lucia, Timor-Leste, Tonga, and Vanuatu. Data cover 
1950–2015.

production (nontraded goods and traded goods); and 
a government with access to various fiscal instruments, 
external debt, and a contingency fund.

The baseline scenario considers an economy that 
does not undertake any ex ante policies and is hit by a 
natural disaster that damages both public and private 
infrastructure and reduces the level of Total Factor 
Productivity and reconstruction efficiency because of 
capacity constraints. The disaster inflicts total eco-
nomic losses equivalent to 20 percent of GDP (stem-
ming largely from the value of the destroyed capital 
stock), which in turn reduce GDP by 6.9 percent in 
the first two years, and then recovers slowly (red line 
in Figure 1.3.2, panel 2). External debt increases to 
fund reconstruction, with the capital inflows triggering 
a real exchange rate appreciation and a 2 percentage 
point increase in the current account deficit after 
the disaster, remaining elevated for 10 years after the 
initial impact, as shown in the red line in panel 1 of 
Figure 1.3.2.

The second scenario considers ex ante investment in 
adaptation infrastructure (for example, climate-proofed 
roads, seawalls, and so on) amounting to 2.5 per-
cent of GDP cumulatively over the five years before 
the disaster hits, funded by external borrowing. 

Source: IMF staff estimates.
Note: x-axis units are years, where t = 0 denotes the year of the 
disaster. Dashed lines indicate 90 percent confidence intervals.
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As shown in the blue line in panel 1 of Figure 1.3.2, 
the pre-disaster appreciation of the real exchange rate 
triggers an increase in the current account deficit of 
0.6 percentage point. However, the increased share 
of adaptation infrastructure dampens the disaster’s 

impact on GDP, which falls by 2.9 percent within two 
years of the disaster. The lower reconstruction burden 
dampens the real exchange rate appreciation and the 
worsening of the current account deficit, smoothing it 
more over time.

The final scenario considers a mix of ex ante 
investment in adaptation infrastructure and invest-
ment in an external disaster contingency fund, each 
amounting to 1.25 percent of GDP cumulatively over 
the five years before the disaster.2 After the disaster, 
the contingency fund is used to finance reconstruction 
rather than external debt. The green line in panel 1 
of Figure 1.3.2 shows that the current account deficit 
worsens by only 0.4 percentage point before the 
disaster, given that the domestic adaptation investment 
is lower than in the adaptation-only scenario. How-
ever, the lower level of adaptation infrastructure leads 
to greater damage from the natural disaster, requiring 
more funds for reconstruction. The withdrawals from 
the contingency fund and a larger financing need 
for post-disaster reconstruction trigger a larger real 
exchange rate appreciation than under adaptation-only 
scenario, worsening the current account deficit by 
1.1 percentage points after the disaster.

Building resilience through structural and financial 
protection in disaster-prone countries can address 
external sector vulnerabilities that will be exacerbated 
by climate change. The choice of an appropriate ex 
ante adaptation policy will depend on the country 
context and should be based on a wider cost-ben-
efit analysis (Bellon and Massetti 2022; Aligishiev, 
Bellon, and Massetti 2022). Resilient public capital 
softens the impact of natural disasters on the economy 
and smoothes resulting current account fluctuations 
because the need for externally funded post-disaster 
reconstruction is minimized. Financial protection pro-
vides resources for immediate relief and reconstruction 
after a natural disaster and improves the government’s 
net asset position.

2Note that the scenario of adaptation plus contingency fund 
involves the same investment in relation to GDP as the adapta-
tion-only scenario. However, it is split equally between ex ante 
investment in adaptation and investment in a contingency fund.

Adaptation + contingency fund
Adaptation only
No adaptation or contingency fund

Source: IMF staff estimates (DIGNAD model simulations).
Note: x-axis units are years, where 0 is the year in which 
the disaster occurs. The adaptation only scenario entails 
ex ante investment of 2.5 percent of GDP cumulatively 
over the five years before the disaster hits. The 
adaptation + contingency fund considers a mix of ex ante 
investment in adaptation infrastructure and investment in 
an external disaster contingency fund, each amounting to 
1.25 percent of GDP cumulatively over the five years 
before the disaster. 

–2.5

–2.0

–1.5

–1.0

–0.5

0.0

0.5

–6 –4 –2 0 2 4 6 8 10

–8.0

–6.5

–5.0

–3.5

–2.0

–0.5

1.0

–6 –4 –2 0 2 4 6 8 10

1. Impact of Natural Disaster on Current Account
(Percent)

2. Impact of Natural Disaster on GDP
(Percent)

Figure 1.3.2. Impact of Natural Disaster 
(Deviation from baseline)

Box 1.3 (continued)



2022 E X T E R N A L S E C T O R R E P O R T

28 International Monetary Fund | 2022

A novel and comprehensive index of trade restric-
tions shows significant scope for reducing nontariff 
barriers (NTBs) in emerging market and developing 
economies. Empirical analysis suggests that imposing 
restrictions has no beneficial effects on external posi-
tions but is associated with potentially large macroeco-
nomic losses.

The slowdown in trade seen in recent years has 
coincided with a period of reduced momentum on 
trade reforms. With tariffs already at low levels, 
there is limited scope for further reduction. How-
ever, NTBs can also be a significant impediment 
to trade, but concrete analysis has been challeng-
ing because of data limitations (Goldberg and 
Pavcnik 2016).

To overcome this data constraint, Estefania-Flores 
and others (2022) compile a novel measure of 
trade restrictions covering tariffs and NTBs for 
157 countries going as far back as 1949. The 
index is constructed by using a narrative approach, 
exploiting detailed information on trade restrictions 
recorded in the IMF’s Annual Report on Exchange 
Arrangements and Exchange Restrictions. Various 
barriers are captured, including restrictions on 
exports and imports of goods (for example, licens-
ing requirements), multiple currency practices, and 
payment restrictions. The NTBs index varies from 
0 to 20, with lower levels indicating fewer trade 
restrictions.1

Significant scope remains to reduce NTBs, espe-
cially in emerging market and developing economies 
(Figure 1.4.1). The NTB index was high across income 
levels in the 1960s but has declined significantly in 
advanced economies. However, restrictions remain 
high in emerging markets and low-income countries, 
especially import and export restrictions, including 
in many large emerging markets such as India and 
South Africa.

This box was prepared by Julia Estefania-Flores and Siddharth 
Kothari.

1The full Measure of Aggregate Trade Restrictions index in 
Estefania-Flores and others (2022) varies from 0 to 22, as it 
includes two tariff subcomponents: export and import taxes. 
Because this box focuses on NTBs, the tariff components of the 
index are excluded. Results are broadly similar when using the 
full index.

Econometric analysis suggests that increases in 
nontariff restrictions affect trade volumes signifi-
cantly but have little effect on external positions 
(Figure 1.4.2, panel 1). A two standard deviation 
increase in the NTB index is associated with an almost 
4 percent decline in import volumes after five years, 
and export volumes fall by about 3 percent.2 On net, 
the trade balance and the current account balance are 
unchanged in the medium term.3 Results are similar 
when restricting to import nontariff restrictions only. 
Furthermore, imposing NTBs also curtails partici-
pation in global value chains, as the costs of these 

2Although the point estimate indicates a larger decline in 
import volumes compared with export volumes, the confidence 
intervals for the estimates overlap significantly.

3The local projection method is used, estimating the equation 
yi,t+k = αk

i  + γk
t + βkΔRi,t + Σ2

j=0ϑk
j ΔRi,t−j + Σ2

j=0θk
j  yi,t−j + εk

t , where 
yi,t+k is the macroeconomic variable of interest in country i at 
horizon k, Ri,t is the NTB index or the imports NTB subcompo-
nent, and αk

i  and γk
t are country and time fixed effects.

Source: Estefania-Flores and others (2022).
Note: AE = advanced economy; EMDE = emerging 
market and developing economy; LIDC = low-income 
developing country.
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barriers cascade with each border crossing from 
upstream to downstream industries (2021 External 
Sector Report).

Trade restrictions do not improve external posi-
tions, but they can lead to significant macroeconomic 
losses. A two standard deviation increase in the NTB 
index is associated with a reduction in GDP growth 
of about 1.7 percent five years after the reform 
(Figure 1.4.2, panel 2). Net exports do not contribute 
to output losses. Instead, a decrease in investment and 
productivity drives the losses, suggesting less efficient 
resource allocation and the reversal of benefits from 
specialization and technology transfers after an increase 
in NTBs.

Source: Estefania-Flores and others (2022).
Note: CAB = current account balance; NTB = nontariff 
trade barrier. Light shaded bars and dots represent 
nonstatistically significant estimations. The blue dots 
show the case of import nontariff restrictions only.

Figure 1.4.2. Effect of an Increase in NTBs
(Percent)
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Annex Table 1.1.1. Selected Economies: Foreign Reserves, 2018–211

Gross Official Reserves2

IMF Staff–Estimated 
Change in Official 

Reserves3 Gross Official 
Reserves in 

Percent of ARA 
Metric (2021)4

FXI Data 
Publication

(Billions of US Dollars) (Percent of GDP) (Percent of GDP)

2018 2019 2020 2021 2018 2019 2020 2021 2018 2019 2020 2021

Advanced Economies

Australia 54 58 43 58 3.8 4.2 3.1 3.5 0.1 –0.1 –0.1 1.0 . . . Yes, daily

Canada 84 85 90 107 4.9 4.9 5.5 5.4 –0.1 0.0 0.1 1.0 . . . Yes, monthly

Euro Area 823 914 1,078 1,196 6.0 6.8 8.3 8.2 0.3 0.1 0.1 1.1 . . . Yes, quarterly

Hong Kong SAR 425 441 492 497 117.4 121.6 142.6 134.6 0.6 1.7 10.7 –0.4 . . . Yes, daily

Japan 1,270 1,322 1,391 1,406 25.2 25.8 27.6 28.5 0.5 0.5 –0.1 1.8 . . . Yes, monthly

Korea 403 409 443 463 23.4 24.8 27.0 25.6 0.1 0.1 0.9 0.5 99 Yes, quarterly

Singapore 288 279 362 418 76.3 74.4 104.9 105.3 5.0 0.7 28.5 6.5 . . . Yes, 
semiannually

Sweden 61 56 58 62 10.9 10.4 10.8 9.9 –0.1 –1.3 0.1 0.9 . . . Yes,Weekly

Switzerland 787 855 1,083 1,110 106.9 116.7 144.1 136.5 1.9 2.2 16.5 6.3 . . . Yes, quarterly

United Kingdom 173 174 180 194 5.9 6.0 6.5 6.1 0.8 –0.1 –0.1 0.9 . . . Yes, monthly

United States 450 517 628 716 2.2 2.4 3.0 3.1 0.1 0.0 –0.1 0.6 . . . Yes, quarterly

Emerging Market and Developing Economies

Argentina 66 45 39 40 12.6 9.9 10.1 8.2 –3.3 –8.3 –3.4 1.0 63 Yes, daily

Brazil 375 357 356 362 19.5 19.1 24.5 22.5 –2.2 0.4 –2.4 –0.5 162 Yes, daily

China 3,168 3,223 3,357 3,428 22.9 22.5 22.6 19.3 0.1 –0.1 0.2 1.1 109 No

India 399 463 590 638 14.8 16.4 22.1 20.1 –1.3 2.5 3.8 0.5 195 Yes, monthly

Indonesia 121 129 136 145 11.6 11.5 12.8 12.2 –1.4 0.7 0.5 –0.6 111 No

Malaysia 101 104 108 117 28.3 28.4 31.9 31.4 –2.5 2.5 0.9 2.3 122 No

Mexico 176 183 199 208 14.4 14.4 18.3 16.0 0.0 0.2 1.1 0.8 131 Yes, monthly

Poland 117 128 154 166 19.9 21.5 25.7 24.4 1.2 1.7 3.1 2.8 141 No

Russia 469 555 597 632 28.4 32.7 40.2 35.5 2.0 3.9 –0.9 3.7 339 Yes, daily

Saudi Arabia 509 515 473 474 62.4 64.1 67.2 56.9 0.1 0.6 –6.4 –1.8 . . . No

South Africa 52 55 55 58 12.8 14.2 16.4 13.8 –0.1 0.4 –0.7 1.1 81 No

Thailand 206 224 258 246 40.6 41.2 51.6 47.9 0.8 2.7 1.3 –0.7 249 No

Türkiye 93 106 94 110 11.9 13.9 13.0 13.6 –1.5 –1.2 –10.8 2.3 91 Yes, daily

Memorandum item:

Aggregate5 10,669 11,198 12,265 12,851 12.4 12.8 14.4 13.3 0.1 0.2 0.3 0.9 . . . . . .

AEs 4,816 5,110 5,849 6,227 5.6 5.8 6.9 6.4 0.2 0.1 0.3 0.5 . . . . . .

EMDEs 5,852 6,088 6,416 6,624 6.8 7.0 7.5 6.8 –0.1 0.1 0.0 0.3 . . . . . .

Sources: IMF, Assessing Reserve Adequacy data set; IMF, International Financial Statistics; IMF, International Reserves and Foreign Currency Liquidity; IMF, World Economic 
Outlook; and IMF staff calculations.
Note: “. . .” indicates that data are not available or not applicable. AE = advanced economy; ARA = assessment of reserve adequacy; EMDE = emerging market and developing 
economy; FX = foreign exchange; FXI = foreign exchange intervention.
1 Sample includes External Sector Report economies excluding individual euro area economies. Euro area is reported as aggregate.
2 Total reserves from International Financial Statistics ; includes gold reserves valued at market prices.
3 This item is not necessarily equal to actual FXI, but it is used as an FXI proxy in External Balance Assessment model estimates. The estimated change in official reserves 
is equivalent to the change in reserve assets in the financial account series from the World Economic Outlook (which excludes valuation effects but includes interest 
income on official reserves) plus the change in off-balance-sheet holdings (short and long FX derivative positions and other memorandum items) from International 
Reserves and Foreign Currency Liquidity minus net credit and loans from the IMF.
4 The ARA metric reflects potential balance of payments FX liquidity needs in adverse circumstances and is used to assess the adequacy of FX reserves against potential 
FX liquidity drains (see IMF 2015). The ARA metric is estimated only for selected EMDEs and Korea and includes adjustments for capital controls for China. For Argentina, 
the adjusted measure uses a four-year average to smooth the temporary effect of the sharp reductions in short-term debt and exports and a collapse in the valuation of debt 
portfolio investments in the wake of the sovereign debt restructuring. Additional adjusted figures are available in the individual country pages in Chapter 3.
5 The aggregate is calculated as the sum of External Sector Report economies only. The percent of GDP is calculated relative to total world GDP.
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Annex Table 1.1.2. External Sector Report Economies: Summary of External Assessment Indicators, 2021
Current 
Account

(Percent of 
GDP)

IMF Staff CA Gap 
(Percent of GDP)

IMF Staff REER 
Gap (Percent)

International Investment 
Position

(Percent of GDP) CA NFA 
Stabilizing
(Percent 
of GDP)

SE of CA 
Norm 

(Percent)Economy Overall Assessment Actual
Cycl. 
Adj. Midpoint Range Midpoint Range Net Liabilities Assets

Argentina Weaker 1.4 0.5 –0.5 ±1 0.0 ±5 25 61 86 1.3 0.5

Australia Stronger 3.5 1.7 2.7 ±0.6 –13.7 ±3 –35 184 148 –2.0 0.6

Belgium Weaker –0.4 0.0 –3.3 ±0.3 4.9 ±0.4 57 403 460 1.8 0.3

Brazil Broadly in line –1.7 –2.8 –0.4 ±0.5 3.1 ±4.2 –30 90 60 –1.5 0.5

Canada Moderately weaker 0.0 –0.4 –1.5 ±0.4 5.8 ±1.6 69 243 311 3.2 0.4

China Broadly in line 1.8 2.2 –0.3 ±0.6 1.9 ±4.2 11 41 53 0.8 0.6

Euro Area1 Moderately stronger 2.4 2.3 1.2 ±0.6 –3.4 ±1.7 –2 276 275 –0.1 0.6

France Broadly in line 0.4 0.2 –0.1 ±0.4 0.2 ±1.5 –34 375 341 –1.3 0.4

Germany Stronger 7.4 7.6 3.7 ±0.5 –10.8 ±1.5 65 237 302 2.9 0.5

Hong Kong SAR Broadly in line 11.3 10.7 1.0 ±1.5 –2.6 ±3.8 578 1169 1747 . . . . . .

India Broadly in line –1.2 –1.6 1.0 ±0.7 –6.0 ±4.3 –11 42 31 –1.0 0.7

Indonesia Broadly in line 0.3 –1.5 0.2 ±0.5 –1.7 ±3.6 –24 60 36 –1.9 0.5

Italy Broadly in line 2.4 2.2 –0.9 ±0.7 3.3 ±2.7 7 181 188 0.3 0.7

Japan Broadly in line 2.9 2.9 –0.5 ±1 3.6 ±6.6 76 155 231 2.7 1.1

Korea Broadly in line 4.9 5.6 –0.3 ±0.8 1.0 ±2.6 36 84 120 2.0 0.8

Malaysia Moderately stronger 3.8 2.6 1.8 ±0.5 –4.0 ±1.1 6 131 137 0.7 0.5

Mexico Broadly in line –0.4 –1.5 –0.2 ±1 0.5 ±3.1 –41 99 58 –2.2 0.4

The Netherlands Stronger 9.0 9.2 2.0 ±0.5 –3.3 ±0.8 94 1026 1120 4.1 0.5

Poland Moderately stronger –0.6 –0.3 1.4 ±0.4 –3.5 ±1 –38 93 56 –2.3 0.4

Russia Stronger 6.9 7.1 2.1 ±0.9 –10.6 ±4.6 27 65 93 1.1 0.9

Saudi Arabia Broadly in line 5.3 5.4 –1.0 ±1.8 4.1 ±9 74 77 150 . . . . . .

Singapore Substantially stronger 18.1 18.8 5.2 ±1.8 –10.4 ±3.6 256 984 1240 . . . . . .

South Africa Moderately weaker 3.6 1.3 –1.7 ±0.7 7.3 ±3 25 107 132 1.1 0.7

Spain Broadly in line 0.9 –0.1 –0.1 ±0.7 0.4 ±2.6 –70 283 213 –3.4 0.7

Sweden Stronger 5.5 5.3 3.6 ±0.4 –4.4 ±5 17 279 296 0.9 0.4

Switzerland Broadly in line 9.3 9.9 –0.9 ±0.8 1.9 ±1.7 90 663 753 4.3 0.8

Thailand Moderately stronger –2.2 –2.8 1.4 ±0.7 –3.2 ±1.6 9 111 120 0.6 0.7

Türkiye Broadly in line –1.7 –0.6 0.0 ±0.6 –22.5 ±2.5 –31 67 36 –1.8 0.6

United Kingdom Broadly in line –2.6 –2.0 –0.1 ±1 0.5 ±4.1 –32 565 533 –1.6 0.3

United States Moderately weaker –3.6 –3.2 –1.1 ±0.6 8.7 ±4.9 –79 232 153 –4.0 0.6

Sources: IMF, International Financial Statistics; IMF, World Economic Outlook; US Bureau of Economic Analysis; and IMF staff assessments.
Note: CA = current account; Cycl. Adj. = cyclically adjusted; NFA = net foreign assets; REER = real effective exchange rate; SE = standard error.
1 The IMF staff–assessed euro area CA gap is calculated as the GDP-weighted averages of IMF staff–assessed CA gaps for the 11 largest euro area economies. 
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Annex Table 1.1.4. External Sector Report Economies: Summary of IMF Staff–Assessed Real Effective 
Exchange Rate and External Balance Assessment Model Gaps, 2021

Economy

IMF  
Staff-Assessed 

REER Gap1

REER Gap Implied 
from IMF  

Staff-Assessed  
CA Gap2

EBA
REER-Level 

Gap

EBA
REER-Index 

Gap
CA/REER 
Elasticity3

REER
(Percent Change)

Average 2021/
Average 2020

May 2022/
Average 2021

Argentina 0.0 4.0 –8.7 7.6 0.13 4.4 18.3
Australia –13.7 –13.7 24.6 –2.3 0.20 6.1 0.6
Belgium 4.9 4.9 26.1 12.0 0.68 0.1 –1.8
Brazil 3.1 3.1 –19.6 –36.4 0.12 –3.2 17.8
Canada 5.8 5.8 –7.2 6.7 0.25 4.9 –0.3
China 1.9 1.9 10.5 10.5 0.14 3.0 –1.3
Euro Area –3.4 –3.4 7.1 6.8 0.35 0.5 –5.4
France 0.2 0.2 8.2 –2.1 0.26 –0.6 –4.7
Germany –10.8 –10.8 –7.9 7.7 0.34 0.9 –3.0
India –6.0 –6.0 8.5 10.1 0.16 –0.4 2.4
Indonesia –1.7 –1.7 –18.1 1.9 0.14 –1.3 2.7
Italy 3.3 3.3 10.8 8.6 0.26 –0.2 –4.1
Japan 3.6 3.6 –18.4 –20.1 0.15 –8.6 –13.4
Korea 1.0 1.0 4.2 –0.8 0.31 0.1 –4.7
Malaysia –4.0 –4.0 –29.1 –22.4 0.46 –1.3 –2.5
Mexico 0.5 0.5 7.7 –9.1 0.33 5.9 4.0
The Netherlands –3.3 –3.3 6.0 21.9 0.60 0.2 –1.7
Poland –3.5 –3.5 –20.2 –1.0 0.41 –0.4 –0.2
Russia –10.6 –10.6 –33.8 –11.2 0.19 –1.8 38.0
South Africa 7.3 7.3 15.9 1.2 0.23 9.3 –1.5
Spain 0.4 0.4 26.4 8.8 0.26 0.9 –1.5
Sweden –4.4 –10.7 –14.8 –11.1 0.34 2.8 –6.3
Switzerland 1.9 1.9 16.8 10.5 0.47 –2.6 –2.7
Thailand –3.2 –3.2 –2.8 6.0 0.44 –5.6 0.6
Türkiye –22.5 0.0 –50.5 –41.1 0.26 –10.3 –1.4
United Kingdom 0.5 0.5 5.6 –7.5 0.24 3.8 –1.4
United States 8.7 8.7 8.9 1.6 0.12 –2.1 8.6

Hong Kong SAR –2.6 –2.6 . . . . . . 0.39 –4.6 2.3
Singapore –10.4 –10.4 . . . . . . 0.50 –0.3 4.1
Saudi Arabia 4.1 4.1 . . . . . . 0.20 –1.8 4.1

Discrepancy4 1.6 . . . . . . . . . . . . . . . . . .

Sources: IMF, Information Notice System; and IMF staff estimates.
Note: CA = current account; EBA = External Balance Assessment; REER = real effective exchange rate. “. . .” indicates that data are not available or not applicable.
1 Refers to the midpoint of the IMF staff-assessed REER gap.
2 Implied REER gap = −(IMF staff-assessed CA gap/CA-to-REER elasticity).
3 CA-to-REER semi-elasticity used by IMF country teams.
4 GDP-weighted average sum of IMF staff-assessed REER gaps. 
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