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The paper reviews the various sources of global 
imbalances and tries to assess their relative weights. It 
argues that around one-third of the US current account 
defi cit may be attributed to higher productivity 
growth in the United States. However the decline in 
US savings rates is also related to low real interest 
rates and asset price bubbles, although it is diffi cult to 
evaluate the contribution of these factors. Conversely, 
the paper tends to downplay the impact of fi scal 
policy, which appears to account for, at most, 20% of 
the current account defi cit. As for the “savings glut” 
hypothesis, the paper argues that it is not possible to 
disentangle the lack of savings in the United States 
from excess savings in the rest of the world. It is 
more appropriate to look at macroeconomic policies 
conducted outside the United States, especially 
foreign exchange interventions in Asia. On this issue, 
Otmar Issing tends to play down the role of Asian 
currencies in current global imbalances. Indeed, 
some signifi cant adjustments have already taken 
place (e.g. the won), whereas not too much hope 
should be placed on a revaluation of the renminbi, 
given the very tight integration of production systems 
within the region. Finally, although structural policies 
are needed per se in the European Union (EU), their 
impact on the current account would be ambiguous. 
In this respect, the EU can do little to reduce global 
imbalances. On the whole, the paper concludes that, 
for the US dollar to bear the bulk of the adjustment, 
the depreciation would need to be very large, with 
very negative consequences for global growth and the 
stability of the global fi nancial system. Hence, policy 
action is needed on savings-investment imbalances in 
each country, although the paper is not very specifi c 
on what kind of action is required.

While I agree in essence with the issues set out in this 
paper, I will try to analyse some of them and provide 
additional orders of magnitude. 

The savings glut hypothesis

The savings glut hypothesis points to excess savings 
in various parts of the world as one of the major 

causes of the US current account defi cit: if Asian 
countries spend less than they earn, additional 
spending is needed to balance goods markets, and 
such spending comes from the United States. Hence, 
a decline in savings in Asia would help to reduce 
the US defi cit, especially given that Asia accounts for 
a large part of the US defi cit (49% according to the 
paper). Because it is diffi cult to argue that investment 
is too low in Asia, especially in China, the adjustment 
would then have to fall on the savings side. Indeed, 
the gross savings rate is much higher in China than 
in the United States and even in Japan and the euro 
area, as illustrated in chart 1.1 The causes of such a 
savings rate in China are not entirely understood, but 
the lack of an effi cient banking sector and a welfare 
system are likely to be strong factors. Therefore, 
bank restructuring together with reconstruction 
and improvement of social safety nets could have a 
sizeable impact on the savings rate.

The problem with this line of reasoning is that it forgets 
that, in current dollars, Chinese GDP is still seven 
times lower than that of the United States. Hence, in 
current dollars, Chinese savings are much lower than 
US savings (chart 2). In other words, to reduce global 
savings by 1% of US GDP, the Chinese savings rate 
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1 The Chinese fi gure was revised downwards at the beginning of 2006 due to the upward revision of GDP. However, the updated fi gure remains above 40% of GDP.
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would have to fall by 7 percentage points. In order to 
close the US current account defi cit (6% of US GDP), 
the fall in the Chinese savings rate would need to be 
6x7=42 percentage points, which would bring the 
Chinese savings rate to an improbable level of 0%.

Who is going to drive global growth?

One convincing argument for the US government to 
refrain from taking action on the US savings rate is the 
potential impact of such a move on world demand: 
all other things being equal, a rise in US saving 
rate would mean a fall in US demand, hence a fall 
in trading partners’ exports. This is the other way 
of formulating the savings glut hypothesis: unless 
savings rates are reduced elsewhere in the world, 
global growth would fall if US savings were to go up. 
As shown above, China alone cannot do so, since a 
7 percentage point fall in the Chinese savings rate 
would be needed to offset every percentage rise in 
the US savings rate.

However, this fi rst calculation is misleading since it 
implicitly assumes similar openness ratios in both 
China and the United States. In fact, the Chinese 
economy is much more open than that of the 
United States. Hence, a 1% variation in demand 
should have more impact on Chinese imports than 
on those of the United States. It is true that part of 
Chinese openness stems from the intra-regional 
division of labour. Hence, it is more appropriate to 
consider South East Asia (excluding Japan) as a block. 

The share of the United States, Japan, South East Asia 
and the euro area in each zone’s exports and in 
world exports is represented in chart 3, excluding
intra-regional trade. The last bar shows that the 
US market still absorbs 20.8% of world exports, whereas 
South East Asia only accounts for 9.6%. Hence, 
South East Asia is still a weaker driving force than the 
United States for global growth: a 2 percentage point 
increase in GDP growth is needed in South East Asia 
to offset a 1 percentage point fall in US GDP growth, 
in order to leave world exports unaffected.

Chinese exchange rate system

The paper correctly downplays the responsibility 
of the Chinese exchange rate regime as a direct 
explanation for the US current account defi cit. This 
is because, again, the whole Asian zone should be 
considered as a block: China mostly carries out 
the fi nal assembly of products. This means that an 
appreciation of the renminbi would reduce the cost 
of intermediate goods, which constitute the bulk 
of the fi nal value of the goods produced in China 
for the world market; in addition, neighbouring 
countries could consider relocating this assembly 
stage to elsewhere the region, while still targeting 
the US market.

It is frequently argued that, because Asia accounts for 
the largest share of the US defi cit, this region should 
bear most of the exchange rate adjustment. However, 
such bilateral approach to bilateral exchange rate 
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Chart 3  Share in total exports, 
correcting for intra-area trade
(% of total exports)
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adjustments is incorrect. Let us suppose that China 
runs a USD 110 surplus with the United States, 
but a USD 50 defi cit with South East Asia (other 
than China or Japan) while South East Asia enjoys 
a USD 70 surplus against the United States. Further, 
let us assume that the total defi cit of the United States 
is USD 180. Hence, China accounts for 60% of 
US defi cit, and South East Asia for the remaining 
40%. Following the bilateral approach centred on 
the US defi cit, the renminbi should appreciate 
50% more than South East Asian currencies. This 
means that the renminbi should appreciate against
South East Asian currencies. This is inconsistent with 
the bilateral defi cit of China with South East Asia.

To avoid this tricky question, it is necessary to 
take account of total foreign accounts, in this 
case: –180 for the United States, +60 for China, 
+120 for South East Asia. Hence, in this example, 

Table 1  Trade balances with the United States, 
China and the World, in 2002
(in USD billions)

United 
States

China World

United States 0 -110.1 -581.8
China 110.1 0 118.5
South East Asia 71.5 46.6 67.3
Canada 92.3 -9.9 39.9
Japan 64.2 -1.1 113.0
Mexico 56.6 -6.2 36.9
Euro area 66.6 -39.4 115.6

Source: CEPII – Chelem

South East Asian currencies must appreciate 
by twice as much as the renminbi against the 
US dollar, and the renminbi must depreciate against
South East Asian currencies, contrasting with the 
previous bilateral view.

Table 1 provides total trade balances as well as the bilateral trade balances of a number of countries with the United States
and China. The last column shows that in fact South East Asia’s total surplus is lower than that of China, which would justify that
South East Asian currencies depreciate against the renminbi. Nevertheless, the large bilateral surplus of South East Asia with 
China must be accounted for when calculating the misalignment of the renminbi against the US dollar: such an imbalance reduces 
the amount the renminbi needs to appreciate against the US dollar. Along similar lines, the euro area accounts for a large share
of the US defi cit, but the large defi cit of the euro area with China must be accounted for when calculating the misalignment
of the euro against the US dollar: it reduces the amount the euro needs to appreciate against the US dollar. By contrast,
the South East Asian currency misalignment against the US dollar is larger than indicated by the bilateral surplus alone with the 
United States. On the whole, globalisation tends to reduce the signifi cance of bilateral imbalances compared to multilateral ones. 
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Pliny the Elder is well known for his quote: “In these 
matters the only certainty is that nothing is certain.” 
I doubt that Pliny was concerned with global 
imbalances during the 1st century A.D. –but his 
phrase accurately captures the current discussion 
on this subject. Despite numerous academic papers, 
policy debates and entire conferences dedicated to the 
topic of global imbalances, there is still widespread 
disagreement on its primary causes and likely 
evolution. Otmar Issing’s paper does an excellent 
job of covering the key points of this complex and 
multifaceted issue, and especially of incorporating 
the latest views on this topic.

I will begin my comments with a very brief summary 
of Issing’s paper. Then I will make four main points: 
what I see as the most important conclusion from 
the paper; how to integrate the apparently divergent 
explanations of global imbalances; why additional 
estimates of the impact of different actions on global 
imbalances are important; and what are additional 
policy responses to resolve global imbalances that 
aren’t discussed in the paper. 

Issing’s paper starts by succinctly summarizing recent 
trends driving global imbalances. It then discusses, 
in more detail, the role of different macroeconomic 
policies in causing these imbalances and potentially 
resolving them in the future. More specifi cally, the paper 
focuses on the role of saving-investment imbalances, 
productivity growth, fi scal policy, global savings glut, 
interventions in foreign exchange markets, exchange 
rate policies, and structural reforms. It concludes that 
fundamental imbalances in savings rates around the 
world are a key cause of global imbalances, although 
other factors have also played a material role. The 
paper ends with a short discussion of the likely 
adjustment process, stating that these imbalances 
“need to be addressed through decisive policy action”, 
because the longer they continue to accumulate, “the 
higher the risk of an abrupt adjustment and the larger 
the adjustment costs will be for the global economy.”

My fi rst point is what I see as the most important 
conclusion from the paper. Issing writes: “Clearly, 
the threat of global imbalances concerns every single 
actor in the global economy, and thus all parties 
involved need to contribute their part to a resolution.” 

The current global imbalances are caused by a 
number of factors linking each major region of the 
world. Governments in each region need to take 
responsibility for their role and take action. It is much 
easier for governments to blame other economies 
for the current imbalances and to pressure other 
governments to take action –whilst not assuming 
responsibility oneself. It is even possible for each 
major government to rationalize this approach by 
focusing on the causes of the global imbalances that 
occur outside their borders. This “fi nger-pointing” 
approach, however, will not foster an environment 
in which individual countries will take the necessary 
steps to reduce global imbalances.

Despite making this key point, Issing’s analysis 
slips into what might be called a new form of
“home-country bias”. The paper dedicates 5.5 pages 
to saving and investment issues in the United 
States, but only 1.5 page to the “global savings glut”
(i.e. saving and investment issues in the rest of the 
world). Similarly, Issing only dedicates 1 page to 
the role of Europe –mainly to argue that structural 
reforms in Europe would have little effect in reducing 
global imbalances, and therefore implying that 
Europe has a minimal role to play in any adjustment. 
This strategy of suggesting that policy actions need 
to be taken by other countries directly contradicts 
the key point that Issing highlights in other sections 
of his paper –that all major regions of the world need 
to take responsibility and action. 

My second major point is that the apparently diverse 
explanations for global imbalances are not necessarily 
inconsistent, and that linking these theories into one 
coherent framework can have useful insights for any 
adjustment process. Issing writes: “…few agree on 
what precisely constitutes these imbalances.” He also 
discusses how global imbalances have both a real and 
fi nancial side. Extending this framework, standard 
balance-of-payments accounting yields the following 
identity that holds for each country: 

Current Account  = – Capital Account + ∆Reserves
 = Saving – Investment

Different explanations for global imbalances focus 
on one part of the equation. For example, some 
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policymakers focus on factors causing a large
US current account defi cit (such as strong US GDP 
growth), while others focus on factors causing 
the large US capital account surplus (such as 
strong US productivity growth) or on causes of the
saving-investment imbalance (such as the large 
US budget defi cit). Although these discussions may 
sound as if they are focusing on vastly different 
causes –they are all interrelated. Any adjustment 
in one part of the equation must be balanced by 
adjustments on the other sides of the equation. 

This framework is particularly useful when evaluating 
different proposals to reduce global imbalances. 
Working through how a policy proposal that appears 
directed at one part of the equation would in turn 
affect other sides will quickly accentuate how any 
adjustment must be multifaceted and involve more 
than one region of the world. For example, if the 
United States followed the popular advice to raise 
aggregate saving (through either a reduction in the 
budget defi cit and/or an increase in private saving), 
this would have to be balanced by a smaller current 
account defi cit and smaller capital account surplus. 
The reduction in the current account defi cit would 
most likely occur through lower exports from other 
countries to the United States. Higher aggregate saving 
would also likely lead to lower interest rates, so that 
other countries would reduce purchases of US assets. 
Therefore, even a policy adjustment focused on the 
United States would have important ramifi cations for 
global trade and capital fl ows. 

My third point is on the estimates of how different 
policy actions would affect global imbalances. Issing 
does an excellent job compiling estimates from a 
range of studies done over the past 20 years of how 
an improvement in the US fi scal position would affect 
the US current account defi cit. This is the best table 
–by far– that I have seen of this empirical evidence. 
Issing summarizes this evidence as showing that a 
1 percent improvement in the US budget balance 
would reduce the US current account defi cit by 
somewhere between 0.3 percent and 0 percent. 

After this very detailed analysis of how a reduction 
in the US budget defi cit would affect the US current 
account defi cit, Issing provides little discussion of 
the magnitude of how other policy adjustments 
would affect global imbalances. Granted, many 

other policies have not been analyzed in nearly as 
much detail, but several recent studies provide useful 
estimates. For example, IMF (2005) estimates that a 
0.5 percent a year increase in real GDP growth in 
Japan or the large Euro-zone countries would reduce 
the US current account defi cit by about 0.2 percent 
of GDP after three years. Cline (2005) estimates that 
1 percent faster foreign growth for one year would 
reduce the US current account defi cit by 0.4 percent 
of GDP in three years. Interindustry Economic Research 
(2005) estimates that a 25 percent depreciation of the 
dollar against all Asian currencies would reduce the 
US current account defi cit by 0.5 percent of GDP in 
fi ve years. The same study estimates that a 25 percent 
depreciation of the dollar against all currencies would 
reduce the US current account defi cit by 1.6% of GDP 
in the same period. 

The US current account defi cit does not need to 
shrink to zero in equilibrium, and most analysts 
estimate that the US current account defi cit would 
need to fall to about 2% to 3% of GDP in order to 
stabilize US external debt ratios.1 The empirical 
results discussed above clearly suggest that no single 
policy would be able to reduce the US current account 
defi cit to this sustainable level. Therefore, as Issing 
clearly states in the paper: “…it is a set of policies 
or policy “package” that needs to be applied…” 
Including empirical estimates of how policies in 
addition to reducing the US fi scal defi cit will affect 
global imbalances accentuates this key point. It also 
confi rms the key point discussed above –of the need 
for concerted responses from all regions in the world 
to smoothly reduce global imbalances.

My fi nal point is that it would be useful to expand on 
the typical prescriptions to reduce global imbalances 
discussed by the G7, the IMF, and in Issing’s paper 
to include additional alternatives. For example, 
Rodrigo de Rato, the Managing Director of the IMF, 
stated the typical view: “The measures needed are
well-known, but bear repeating. They are: 
medium-term fi scal consolidation in the 
United States; structural reform in Europe and Japan 
to raise economic growth and turn their economies 
into additional centers of global expansion; and 
greater exchange rate fl exibility in China and 
emerging Asia...”.2 As the estimates discussed 
above indicate, however, substantial (and politically 
unlikely) adjustments in these three areas would 

1 For a discussion of this calculation, see Forbes (2005).
2 Remarks by Rodrigo de Rato, “Sustaining global growth and stability – The role of the IMF,” at Georgetown University in Washington, D.C. on April 6, 2005.
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be required in order to reduce global imbalances to 
a sustainable level. Therefore, it is helpful to think 
about what other policy options might help reduce 
imbalances. 

One recommendation is to take steps to raise 
investment in emerging markets. Some analysis 
has recently indicated that a major factor behind 
the “global savings glut” is reduced investment in 
emerging markets (rather than increased saving). 
Taking steps to improve the investment climate and 
support investment in emerging markets –such as 
strengthening corporate governance, simplifying 
regulations so that it is easier to start a business, reducing 
limitations on foreign investment, and improving 
infrastructure– could all help raise investment and 
therefore close the saving-investment gap. The 
impact of higher investment in emerging markets on 
global imbalances could be substantial. For example,
IMF (2005) reports that increasing the investment 
to GDP ratio by an additional 5 percent in major 
emerging markets in East Asia (Indonesia, Korea, 
Malaysia, the Philippines, and Thailand) would
reduce the US current account defi cit by about 
0.75 percent of GDP after three years. Although 
increasing the investment ratio by 5 percent may 
sound like a large increase, this would only reverse 
about one-half of the decline in investment that has 
occurred in these countries since 1996. Moreover, 
increasing the investment to GDP ratio by the same
5 percent in oil-producing economies would also 
reduce the US current account defi cit by about 
0.75 percent of GDP. 

A second recommendation for reducing global 
imbalances is to increase private saving in the 
United States. Although this is not easy to do, it could 
make a signifi cant difference. For example, IMF (2005) 
estimates that a permanent 1 percent of GDP increase 
in the US gross national savings rate would reduce the 
US current account defi cit by about 0,5 percent of GDP 
after three years. The current discussion of tax reform 
in the United States provides an excellent opportunity 
to adjust the tax code to promote private saving. 

A fi nal recommendation is to raise domestic 
consumption in Asia. This is also not easy, but there 
are a number of concrete steps that governments 
could take. For example, strengthening social 
safety nets (especially the provision of health care 
services, pension systems, and transition assistance 
for workers who lose their jobs) could all reduce 
the need for precautionary saving by individuals. 
Allowing undervalued exchange rates to appreciate 
would reduce the price of imports, possibly increasing 
consumption. Liberalizing the fi nancial sector, and 
especially allowing greater collaboration with foreign 
institutions that have developed more advanced 
fi nancial products, could provide individuals with more 
fi nancial fl exibility to support consumption. Although
I certainly would not recommend that Asian economies 
increase consumption to the levels that currently 
exist in the United States, steps to support domestic 
consumption would not only help smoothly reduce 
global imbalances, but perhaps even more important, 
would support more balanced growth and reduce 
vulnerabilities to changes in external demand.

To conclude, Herbert Stein (a former chairman of the Council of Economic Advisers) is well known for his famous quote:
“If something is unsustainable, it will end.” Slightly less well known is an addendum by the MIT economist,
Rudiger Dornbusch. Dornbusch used to warn his students that something unsustainable can last much longer than anyone 
thinks, but once it ends, it can unravel much faster than anyone expects. If adjustments to global imbalances do not occur 
soon, there is a good chance that they will unwind much faster than people expect. Therefore, policymakers will hopefully 
listen to the key themes in Issing’s paper. Now is the time to act, and action should be taken by all major regions in the 
world. If this does not occur, the unwinding of existing global imbalances may not just occur more quickly than people 
expect, but the process is more likely to be disorderly and imply greater adjustment costs for the global economy.
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It is an honour for me to take part in this remarkable 
conference. I would like to thank the organisers for 
inviting me and, in particular, I would like to thank 
my colleagues for making extremely useful remarks 
and suggestions concerning China throughout the 
conference.

As regards Pr. Issing’s paper, I basically agree with his 
comments. There are two views on global imbalances, 
the benign view and the gloomy view. First, if the 
current imbalances highlighted by Pr. Issing are 
essentially driven by market forces, we need to be 
very careful when dealing with them. And I think 
that the current imbalances are probably sustainable 
only up to a certain point. Second, the adjustment 
process has to start now. Third, the adjustment 
process should be a gradual one, in respect of the 
US savings rate, the US twin deficit and the high 
savings rate in China, etc.

And all these adjustments are not easy. Regarding 
the trade imbalances, the current situation clearly 
stems from the globalisation process and the 
international division of labour. China currently 
posts a trade surplus, but, except for this year, it has 
been fairly small, i.e. less than 2.5% of GDP. In 2004, 
China’s trade account surplus ranked fifth worldwide 
–just after Germany, Japan, Russia and 
Saudi Arabia– both in terms of its amount and its 
share of the total. China has a trade deficit with 
Japan, Korea and ASEAN countries and a trade 
surplus with the United States and Europe. This 
situation clearly corresponds to the international 
division of labour and globalisation. As regards the 
composition of Chinese exports, multinationals and 
foreign funded enterprises account for over 50% of 
exports. Most of these investors are our main trading 
partners, so protectionism is not a solution. The 
current international trade dispute against China, 
including dispute on textiles, only accounts for less 
than 1 % of Chinese exports. We should therefore take 
a look at the fundamental structure and the reasons 
for these current imbalances, which are much more 
deep-rooted than a lot of people expected. 

Another aspect to be considered is China’s exchange 
rate policy. Most people consider it to be a very 

important issue; I agree. On 21 July, China came off 
the renminbi/US dollar peg and moved to a managed 
float against a basket of currencies. Many people 
were expecting the renminbi to appreciate by more 
than 2%. It appreciated by 2% in July and has 
appreciated a little further since then. The point 
is that the regime change is more important than 
the level at which the currency is pitched. If you 
consider the recent strength of the US dollar and take 
a look at the level of the renminbi against a basket of 
currencies, its adjustment is certainly much greater. 
The exchange rate should eventually be determined 
by the market.

Actually market forces have been at play since 
1 January 1994, when China unified its exchange 
rates. The unification of the dual exchange rates is 
said to have led to a substantial depreciation of the 
renminbi. In reality, this was not the case. Prior to 
1994, China had a two-track system, one being the 
official exchange rate, the other a market-based 
rate. In 1993, the official exchange rate stood at 
5.8 renminbi to the US dollar. But the official track 
only accounts for 15% of renminbi trading in China, 
while the market track accounts for the remaining 
85%. The market rate was 8.5, 9, 10, even 11 renminbi 
to the US dollar in 1993. Then, from 1994 to about 
1996, the renminbi appreciated by 5% against the 
US dollar. The renminbi was subsequently pegged to 
the US dollar when the Asian crisis started.

But that is past history and we are fully aware of that. 
We are also aware that the exchange rate should be 
determined by the market. Given China’s productivity 
gains and its strong GDP and trade growth, everybody 
appears to be expecting the renminbi to continue 
appreciating. But I would like to point out that in the 
long run, they also have to consider the weaknesses 
of China’s economy, such as non-performing loans, 
the government’s social security deficit and etc. These 
problems need to be factored in when we consider 
the long-term trend of the renminbi. As the past few 
months have shown, markets have responded quite 
calmly to China’s foreign exchange system reform, and 
the non-deliverable futures markets (NDF) in Hong 
Kong and Singapore have converged from 4,000 to 
around 2,500. So, the markets still expect the renminbi 
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to appreciate a little further, but the magnitude has 
been converging. Furthermore, because of the recent 
continued increase in US rates, there is now an interest 
rate gap between China and the United States. The 
short-term rate of the Federal reserve system (Fed),
i.e. the Fed funds rate, now stands at 4%, while the 
short-term renminbi rate is now 1.2%.

This adjustment process will undoubtedly continue 
but it will be a gradual one. China is a developing 
country and it clearly has a part to play in the 
adjustment of the imbalances that we are all facing. 
As regards China’s domestic macroeconomic policy, 
particular emphasis is being placed on domestic 
demand, rather than external demand. Within 
domestic demand, the focus is on consumption, 
in particular consumption of services. Increasing 
attention is being paid to rural areas –rather than 
urban areas– in terms of education, health care and 

other infrastructures such as electricity, roads and 
water. We defi nitely intend to adjust along these 
lines and focus on domestic demand. We are not 
pursuing a trade surplus. We also aim to enforce 
intellectual property rights more rigorously, as 
well as stricter labour market standards. We will 
also set out to provide labour health insurance and 
other benefi ts. We will also attempt to strengthen 
the market environment. Finally, we intend to pay 
particular attention to –and spend a lot of energy on– 
environmental protection. You might have noticed 
that China’s 11th Five-Year Plan calls for reducing 
per unit GDP energy consumption by about 20% by 
the end of 2010, which is a lot. This implies that the 
elasticity of energy consumption relative to GDP 
drops from 1.6 to 0.4. Personally, I am optimistic 
about the adjustment process. I believe that there is 
a strong probability that our joint efforts will lead to 
a soft landing and a converging process.
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