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FURTHER INFORMATION

Corrections and Revisions
The data and analysis appearing in the External Sector Report are compiled by the IMF staff at the time of pub-

lication. Every effort is made to ensure their timeliness, accuracy, and completeness. When errors are discovered,
corrections and revisions are incorporated into the digital editions available from the IMF website and on the IMF
eLibrary. All substantive changes are listed in the online table of contents.

Print and Digital Editions

Print
Print copies of this External Sector Report can be ordered from the IMF Bookstore at imfbk.st/520410

Digital
Multiple digital editions of the External Sector Report, including ePub, enhanced PDE, Mobi, and HTML, are
available on the IMF eLibrary at www.elibrary.imf.org/ESR22

Download a free PDF of the report and data sets for each of the charts therein from the IMF website at
www.imf.org/publications/ESR or scan the QR code below to access the External Sector Report web page directly:

[=] 53 =]

'
Copyright and Reuse

Information on the terms and conditions for reusing the contents of this publication is at
www.imf.org/external/terms.htm
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he External Sector Report presents a holistic

assessment of external positions in 30 of the

world’s large economies, carried out by the

IMEF staff. While the assessment is centered
on the comparison of current account balances with
their norms (levels implied by fundamentals and desir-
able policy settings), it also considers other variables
such as the exchange rate, reserves, capital flows, and
international investment positions. The report also
discusses recent trends, outlook, and risks for global
current account balances, defined as the sum of the
absolute values of current account deficits and sur-
pluses, and policies to promote external rebalancing.

Global current account balances increased in 2020
and 2021 and are projected to widen further in 2022.
They had been on a declining trend for several years
before widening because of the COVID-19 pandemic
in 2020. The widening of balances in 2021 was largely
driven by the pandemic’s continued impact and the
increase in commodity prices that accompanied the
economic recovery. In 2022, the war in Ukraine
created a humanitarian crisis and is setting back the
global recovery while increasing uncertainty and the
risk of geoeconomic fragmentation. Fallouts from the
war and the still-lingering pandemic are projected
to widen global current account balances further in
2022. While the widening in global current account
balances is not necessarily a negative development,
excessive global imbalances can fuel trade tensions and
protectionist measures or increase the risk of disruptive
currency and capital flow movements.

The pandemic has continued to affect economies’
current account balances through a fall in travel services,
an increased demand for medical products, and a shift
in household consumption toward goods rather than
services. Transportation costs emerged as another impor-
tant channel in 2021 because of the combination of
high demand for tradable goods and supply bottlenecks
associated with the pandemic. Energy and commodity
prices recovered from the COVID-19 shock and started
rising in 2021, a trend that the war is exacerbating in
2022, with opposite effects on the external positions
of exporters and importers. Creditor and debtor stock

positions remained elevated at the end of 2021, though
having moderated from their 2020 peaks, and the global
financial safety net remained close to 20 percent of
wortld GDP.

Currency movements during 2021 were relatively
limited, despite considerable depreciation in several
emerging market currencies vis-a-vis a broad set of
trading partners. Monetary policy tightening is driving
currency movements in 2022 as rising inflation is lead-
ing many central banks to accelerate the withdrawal
of monetary stimulus. The revised expectation on the
pace of the US monetary tightening brought about
sizable currency realignment in early 2022, contrib-
uting to the projected widening of global current
account balances.

Over the medium term, global current account bal-
ances are expected to resume their pre-pandemic down-
ward trend as the COVID-19 pandemic’s economic
implications fade away, commodity prices normalize,
and current account deficit economies implement fis-
cal consolidation faster than current account surplus
economies. However, this outlook is subject to unusually
high uncertainties at this juncture, which could well see
global current account balances increasing. Risks to the
outlook include a possible pandemic resurgence, slower-
than-expected recovery in public savings (especially in
current account deficit economies), the war’s impact on
commodity prices, a possible escalation of geopolitical
conflicts and tensions, China’s growth slowdown and
zero-COVID-19 policy, the global pace of financial
tightening, and trade and economic fragmentation.

The IMF’s multilateral approach suggests that global
excess current account balances—the sum of the abso-
lute values of deviations of economies” current account
balances from their norms—narrowed to 0.9 percent
of world GDP in 2021 compared with 1.2 percent of
world GDP in 2020. The largest contributors to lower-
than-warranted current account balances as a share of
world GDP were, in a descending order, the United
States, Canada, and Belgium. The largest contribu-
tors to larger-than-warranted current account balances
were, in a descending order, Germany, Australia,
Russia, and Sweden.
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Multilateral cooperation is key in dealing with the
policy challenges generated by the pandemic and the
war in Ukraine, including tackling the humanitarian
crisis. Coordinated policy efforts will also be needed
to counter the risks of global economic fragmenta-
tion, including by eschewing new barriers to trade.
Maintaining liquidity in the global financial system,
including via the global safety net, will help econo-
mies manage risks related to the tightening of global
financial conditions and financial system fragmentation
because of geopolitical tensions. Multilateral coopera-
tion could greatly facilitate the green transition: in
Chapter 2, a coordinated implementation of climate
mitigation policies has been found to reduce global
current account balances and help to bring forward net
Zero emissions.
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Policies to promote external rebalancing differ with
positions and needs of individual economies. Where
excess current account deficits reflected fiscal deficits
above desirable medium-term levels and where such
imbalances persist, growth-friendly fiscal consolida-
tion will be critical to support external rebalancing and
bring the current account balance closer to its norm.
Economies with lingering competitiveness challenges
would need to address structural challenges—including
through labor, product market, and other reforms—to
promote green, digital, and inclusive growth while
boosting productivity. In economies where excess cur-
rent account surpluses persist, intensifying reforms that
encourage public and private investment and discour-
age excessive private saving is warranted, including by

expanding social safety nets in some emerging markets.



The following remarks were made by the Acting Chair at the conclusion of the Executive Board's discussion
of the External Sector Report on July 22, 2022.

xecutive Directors generally agreed with the

findings of the 2022 External Sector Report

(ESR) and its policy recommendations. They

noted that global current account balances
continued to widen in 2021 and are projected to
widen further in 2022. Directors expressed concern
that, despite having moderated from their recent peaks,
stocks of foreign assets and liabilities remain elevated
amid persistent excess current account balances.

Directors observed that the pandemic has continued
to affect current account balances unequally across
countries, through a fall in travel services, an increased
demand for medical products, a shift in household
consumption from services to goods, and a rise in
transportation costs. They noted that in 2021 energy
and commodity prices recovered from the pandemic
shock and started rising, and that this trend is being
exacerbated in 2022 by the war in Ukraine, with
opposite effects on the external positions of commod-
ity exporters and importers. Directors observed that,
while currency movements were relatively limited
during 2021, monetary tightening is driving currency
realignments in 2022 and contributing to the projected
widening of global balances.

Directors noted the staff’s view that global current
account balances are expected to narrow over the
medium term as the impact of the pandemic fades away
and commodity prices normalize. They cautioned that
this outlook is subject to unusually high uncertainties
at this juncture, which could well see global current
account balances increasing. Directors concurred that
key risks to the outlook include slower-than-expected
recovery in public saving in current account deficit
economies, a resurgence of the pandemic, an escalation
of geopolitical tensions, a further increase in commodity
prices, the pace of global financial tightening, and trade
and economic fragmentation.

Directors highlighted that cooperation is key in
dealing with the policy challenges generated by the

pandemic and the war in Ukraine, and that coordinated
policy efforts will be needed to counter the risks of
global economic fragmentation, including by eschew-
ing new barriers to trade. Maintaining liquidity in the
global financial system will help economies manage risks
related to the tightening of global financial conditions
and financial system fragmentation due to geopolitical
tensions. In this context, Directors stressed that ensuring
an adequate global safety net, with the Fund at its core,
remains critical at a time of heightened vulnerabilities in
emerging markets with high external liabilities.

Directors welcomed the analysis of the impact of
climate policies on current account balances, highlight-
ing the role of heterogeneity in country characteristics
for external sector outcomes. They supported the main
conclusion that climate policies could lead to large
external sector adjustments and stressed that coordinated
implementation of climate mitigation policies, with due
consideration of the disproportionate economic costs on
developing economies, will be critical to address climate
change while supporting external rebalancing.

Directors noted that excess current account imbal-
ances remain concentrated in advanced economies.
They reiterated that their reduction requires continued
joint efforts on the part of both excess surplus and
excess deficit economies.

Directors underlined that policies to promote external
rebalancing differ with positions and needs of indi-
vidual economies. They considered that in economies
in which excess current account deficits reflect excessive
fiscal deficits, fiscal consolidation that preserves space
for infrastructure and social spending and prevents
long-term scarring from the pandemic will be critical
to support external rebalancing. Directors noted that
economies with lingering competitiveness challenges will
need to address structural challenges to promote green,
digital, and inclusive growth while boosting productiv-
ity. They also noted that in economies where excess cur-
rent account surpluses persist, intensifying reforms that
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encourage public and private investment and discour-
age excessive private saving is warranted, including by
expanding social safety nets in some emerging markets.
Directors welcomed the staff’s analysis of historical
persistence of current account gaps and looked forward
to possible refinements in policy recommendations to
better support external rebalancing,

Directors appreciated the consideration of temporary
pandemic-induced factors in external sector assessments,
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while also calling for further analysis to assess potentially
more permanent effects. They welcomed the refinements
to the EBA methodologies, and reiterated the need to
ensure transparency, consistency, and evenhandedness

of external assessments across countries. Directors also
stressed the need for continued caution in interpreting
and communicating the assessment results. They called
for greater analysis of vulnerabilities associated with large
external stock positions.



