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I would like to discuss policy coordination in the 
context of current account imbalances –or, as some 
would say, current account balances, depending on 
where you stand on the issue.

The motivation is an obvious one: the G20 has decided 
to construct indicators of external imbalances, 
presumably with the view that these indicators would 
help identify problems, and, then, maybe nudge or 
force some countries to adjust their external positions.
 
This raises two issues, one easier than the other. 
First, why should countries reduce or want to reduce 
their current account defi cit or their current account 
surplus? This is the relatively easy issue, and it has 
been touched upon a number of times this morning. 
The harder question, but the question that is central 
to the G20 process, is: why would the international 
community want a country to do something more 
(or less) than what this country wants to do? 

I just wrote a short paper on these issues with 
Gian Maria Milesi-Ferretti. You can fi nd it on the IMF 
web site. Let me present its basic conclusions. 

Take the fi rst question fi rst. It is useful to discuss 
current account defi cits and current account 
surpluses separately, as there is no symmetry here. 

Start with current account defi cits. We all understand 
that they are a symptom of something else, and that 
they can arise for good or bad reasons. Good reasons 
are, for example, times when the future is bright and it 
makes sense to save little, or times when investment 
opportunities are great, in which case one should 
invest a lot. In both cases, these decisions lead to 
current account defi cits. But defi cits can arise for bad 
reasons as well, either because there are underlying 
distortions, or interactions between good reasons and 
underlying distortions which lead to a bad outcome. 
An example is the dynamic Dutch disease: the reason 
why the exchange rate appreciates may be a “good” 
one, but it may have the effect of destroying the 
manufacturing sector which makes it very diffi cult 
for the country to adjust later on. 

Turning to the current account surpluses, the analysis 
is pretty much the same, except for one thing: 
unlike defi cits, surpluses are sustainable. My point 
here is that the notion of sustainability, which is in 
the G20 communiqué, does not strike me as the most 
useful one. Current account surpluses are typically 
sustainable, but they can be good or bad. They can 
be good if you have an aging society and want to set 
funds aside for the future; but they can be bad, as in 
the case of the saving rate in China, if they refl ect 
limited social insurance for households or a lack of 
good governance for fi rms. These are distortions; 
these are bad and therefore the resulting current 
account surplus is not desirable. In this case the 
solution is simple: remove distortions. By doing so, 
you kill two birds with one stone. The main purpose 
is not to decrease the current account, but to remove 
the distortion. For example, providing social insurance 
to Chinese households is not designed to reduce the 
current account surplus of China but to make Chinese 
households better off. Yet, in the process, you will also 
decrease the current account surplus. 

That part, I think, is well understood. In practice, 
however, assessing what is good and what is bad in 
each country is diffi cult. Things become more diffi cult 
when we turn to the second question: suppose the 
countries have done what they thought was best for 
themselves. They have tried to remove distortions 
and so on. Is there then a case for the international 
community to tell them “good for you but not good 
enough for the world as a whole”?

Here, Gian Maria and I could think of three reasons 
–which are often mixed together but are, I think, 
conceptually quite different– which make a case for a  
multilateral approach to current account imbalances. 
The fi rst one applies to countries that have large 
current account defi cits and the other two will apply 
to those that have large current account surpluses. 

Take current account defi cits. We have learned 
that current account defi cits can end up in sudden 
stops, when investors decide not to lend anymore, 
and typically do so in dramatic and quick fashion. 
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In the event of a sudden stop, some of the creditors 
get out, but the others get stuck, potentially leading 
to trouble in creditor countries. The argument is 
analogous to why we care about large systemic 
fi nancial institutions: when they go down, they have 
effects on many others. The argument is basically the 
same for countries. 

The argument is valid. But it is not clear that it leads 
to singling out the current account defi cit. What 
matters are not only the fl ows, which a current 
account defi cit is, but also the stocks, in effect the 
whole balance sheet of a country: how much is debt, 
how much is equity, and so on. The current account 
defi cit is relevant; the need to fi nance it may be 
what triggers the sudden stop. But, at the end, the 
damage to the country and to others will depend on 
the whole balance sheet of the country. In the last 
crisis, in Europe, the countries that suffered the most 
where indeed the countries with the largest current 
account defi cits, namely the Baltics and some of 
the euro members, but if you look at the world as a 
whole (and use econometrics, as I did in a Brookings 
paper earlier this year) what appears to have been 
most costly (in terms of lost output) was not so much 
the current account defi cit per se but the extent to 
which it was fi nanced by running up short-term debt. 
Hence, the current account defi cit may be a useful 
tool to identify potential problems but is unlikely to 
provide a complete picture. 

The other two arguments focus on current account 
surplus countries. The fi rst of these two focuses 
on export-led growth. Export-led growth can be 
described in various ways but, fundamentally, it is a 
strategy in which you try to achieve a low exchange 
rate to favor exports, presumably because this is 
where productivity growth is. Having increased 
exports, you then have to do something to restrict 
internal demand so as not to have overheating. Now, 
this policy is formally equivalent to one of putting 
tariffs on imports and subsidies to exports, and doing 
whatever is needed to domestic demand to keep the 
economy at its potential. Tariffs and subsidies are 
typically deemed to be unacceptable within the World 
Trade Organisation (WTO). Shouldn’t export-led 
growth be equally unacceptable? 

The argument is convincing, but in practice the case 
is likely to be diffi cult to make. It could well be that 
the motivation behind the low exchange rate and 
restricted domestic demand is not primarily export-led 

growth. It could be for example that a country has a 
very high saving rate due to distortions which make 
people save a lot. In that case, that country, in order 
to achieve internal balance needs to generate demand 
somewhere else. Namely it needs a low exchange 
rate and high exports to maintain internal balance. 
Clearly, in this case, the intent is quite different, the 
idea is to sustain output domestically rather than 
try to gain advantage on others. Yet, the outcomes 
are the same. In short: it is going to be very diffi cult 
to prove intent when you see a very large current 
account surplus; the country is going to argue that it 
is doing this for internal reasons, and the competitors 
are going to argue that it is done for other reasons.
 
One possible approach would be to forget intent and 
simply say that the countries with very large current 
account surpluses, say, more than x% of GDP, should 
take measures to reduce them, no matter what. 
But this leads to a whole other set of political issues. 
Some countries will feel that they are being accused 
unjustly, and are being forced to take measures which 
go against their best interest. The bottom line here 
is that the intellectual argument is fairly strong; the 
relevance of the argument is even stronger now 
that many of the countries that seem to be pursuing 
export-led growth are fairly big players in the world 
economy. Yet implementing anything here is going 
to be very diffi cult. 

This gets me to my third and last point, which I think 
in the current context must be the most relevant. 
It applies to current account surplus countries. 

In the current world economic environment, some 
countries are at the zero interest bound, at the 
liquidity trap. In this case, a higher current account 
surplus by other countries will decrease demand to 
this set of countries, and given that they cannot use 
the interest rate, this will decrease these countries’ 
output. Put another way, if China insists on having 
very large positive net exports, other countries 
including the United States will be “forced”, in a way, 
to have negative net exports and will have a hard time 
sustaining demand and growth. 

I think this argument is both logically correct and 
relevant. An important footnote is that in general, 
in normal times, the argument does not carry much 
water; in normal times, if you have a decrease in net 
exports, you can offset this by decreasing the interest 
rate or by an expansionary fi scal policy. But this 



SESSION 2 THE CHALLENGES OF SURVEILLANCE AND COORDINATION
Olivier Blanchard

Banque de France • International Symposium • Regulation in the face of global imbalances • March 2011 3

is clearly not the situation today. Under current 
circumstances, there is a fairly solid case for saying 
that, if surplus countries were willing to decrease 
their current account surplus, this would be a good 
thing for other countries. The surplus countries could 
probably offset the adverse effects of lower exports 
on demand by increasing domestic demand and so 
this would have no effect on their domestic output. 

The next question, however, is: why should these 
countries oblige? What do we have to give in exchange 
in order to induce them to do so? They are probably 
not going to do it out of the kindness of their heart. 
One can think of various answers, none of which 
I fi nd fully convincing. In the end, solidarity must 
be part of the reason. 

Let me go back to the G20 process. 

One can have a very pessimistic view of what 
the G20 Mutual Assessment Process (MAP) can 
achieve. One can say: yes, there are good conceptual 
arguments for introducing multilateral restrictions on 
what countries can do. But in practice, it is going to be 
very diffi cult to agree on these restrictions. And it will be 

even harder to implement them. In particular, proving 
intentional export-led growth is going to be very hard. 

But one can also have a more optimistic view, which 
is mine. As luck would have it, it turns out that, in the 
current economic environment, removing some of 
the most obvious domestic distortions would be good 
for the countries themselves, and would go a long way 
toward solving the multilateral problems. If China were 
to provide better social insurance, it would be good for 
the Chinese people, and it would also decrease their 
current account surplus, and this would be useful to 
other countries. In the same way, if the United States 
started doing something on the fi scal front, this would 
be good for them, and good for the world.
 
Now, what is the role of the G20 in that process? I think 
it is to have discussions which would not take place 
otherwise, to think about how the different strategies 
interact, to try to trace the implications of different 
policies on the world economy, maybe to nudge 
countries to go a little faster in doing what they should do 
anyway… This is not global governance, by any means. 
But it is much better than nothing. And, in my sense, 
this is a realistic set of expectations for the G20 process. 
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