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Abstract. Nowadays, the global imbalances are both problem of payments balance and the factors of macroeconomic and financial
instability. It provides a relevance of the research. Those sustainable reproduction is due to the differences in national savings and
investments, fiscal and monetary policies, monetary reserve strategies, demographic processes, the oil factor, debt dynamics, and the
unequal position of countries in the global financial system. Moreover, the international economic coordination includes them in its
agenda. According to the French presidency of the G7 in 2026, the reduction of macroeconomic imbalances and the strengthening
of economic security are the priorities of the financial and economic field. The research analyses the main theoretical approaches to
explaining global imbalances, reveals their occurrence, describes current account deficits, and surpluses to a broader assessment of
the macroeconomic problems. The assessment involves the current account deficit and surplus, the expected economic growth, the
international investment position, the structure of external assets and liabilities, the ratio of international reserves and short-term
external debt, the fiscal position, and the real effective exchange rate. Therefore, there is a need for a comprehensive assessment of
global imbalances to distinguish economically justified forms of external disequilibrium from imbalances providing debt, currency,
fiscal and financial risks for the national economy. The paper proposes a conceptual framework for assessing the potential danger
of global imbalances. They based on a consistent transition from identifying external imbalances to analysing its macroeconomic
validity, the accumulated external position and structure of external assets and liabilities, and assessing the resilience of the economy
to external shocks. The model distinguishes economically justified imbalances and disequilibrium states of the economic system
could be able to be transformed into a source of macroeconomic and financial vulnerability.
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Introduction

Global imbalances in the modern global economy are not the deviations of individual countries from the
external equilibrium. The research problem is dual interpretation of persistent external imbalances in terms
of economic content. A current account deficit may reflect the attraction of external resources for investment
and future economic growth. At the same time, a surplus may reflect the rational accumulation of external
assets, and the long-term persistence of deficits and surpluses can increase risks to the national economy,
financial, and debt problems. These imbalances can change the structure of external assets and liabilities,
increase a country's dependence on capital inflows and outflows, and form a need to adjust the exchange rate.
Therefore, the study of global imbalances is important for describing the external position of the national
economy, and assessing the external imbalance as a source of macroeconomic instability. Their sustainable
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reproduction reflects the transformation of the global economic system. However, the system involves the
discrepancies between national savings and investments, current account asymmetry, accumulation of
external assets and liabilities, debt dynamics, monetary and financial inconsistencies, differences in models
and rates of economic growth. These factors form an interconnected system of macroeconomic and financial
stresses. As a result, global imbalances currently are the indicators of uneven development of countries,
vulnerability of the global economy, intensity of trade contradictions, instability of capital flows, currency
exchange rate adjustments, and opportunities for sustainable economic growth.

In modern economic literature, the problem of global imbalances is considered from different theoretical
positions. The basis of the study of external equilibrium was provided by J. Meade and J. Polak. They explained
the balance of payments in terms of the internal macroeconomic problems of the country [13; 16]. J. Sachs
and M. Obstfeld give the intertemporal interpretation of its current account status. According to it, a deficit
or surplus is the result of the distribution of consumption, savings and investments between the present and
the future [15; 19]. In the early 2000s, global imbalances were explained through the redistribution of savings
between countries in the works of B. Bernanke'; M. Dooley, D. Folkerts-Landau & P. Garber; ]. Aizenman &
J. Lee, the materials of the International Monetary Fund, etc. [1; 8]. After the global financial crisis of 2008-
2009, the focus of research shifted from analysing the current account to studying the financial structure of
the external position of countries. The works of F. Lane & J.M. Milesi-Ferretti; K. Borio & P. Disyatata; H. Rey
consider the role of capital flows, countries international investment position, the debt structure, and the global
financial cycle [4; 11; 17]. M. Sposi; M. Chinn & H. Ito and G. Meredith study demographic processes and
the oil factor influencing the formation of current accounts and external assets [6; 7; 14; 20]. In the domestic
literature, the problem of global imbalances is analysed by V.K. Burlachkov; A.V. Kholopov; A.R. Kilmetova
& V.A. Noskov, O.I. Rumyantseva & Zhao Lingyun. They examine the causes, forms of manifestation, and
consequences of external imbalances for the modern world economy [5; 9; 10; 18].

Currently, global imbalances are both the result of uneven global development and a mechanism
for its further reproduction. They increase trade conflicts, financial vulnerability, and risks of unbalanced
adjustment. Moreover, reduction of global imbalances is identified as the priority and included into the
agenda of the ‘Big Seven’. It confirms its theoretical and practical importance for assessing the prospects for
sustainable economic growth and the transformation of international economic coordination.

The purpose of the research is to examine the evolution of theoretical approaches to explaining global
imbalances, identify the main causes of their formation, and substantiate a system of indicators to assess their
sustainability and potential danger to the economy.

The research implements modelling, comparison, analysis, synthesis, historical, and logical scientific
approaches. Additionally, we used a number of works on the history of global imbalances formation. As a
result, the concept of assessing the potential danger of global imbalances has been developed. It determines
the sequence of research, the composition of analytical blocks, the scoring scale, and the interpretation of the
results. The quantitative values of individual indicators and the approbation of the model are considered as
a subsequent stage of the study.

Main Part

There are several historical stages in the development of ideas on the causes of global imbalances.
The first concerns with the monetary interpretation of external disequilibrium. Indeed, an internal credit
expansion and its impact on the money supply, imports, and international reserves are essential ones. The
second stage is an intertemporal approach considering the current account as a result of the distribution of
consumption, savings, and investments of the present and the future. The third stage refers to the transition
to global macroeconomic analysis. According to it, imbalances are explained through a stable configuration
of deficits and surpluses of creditor and debtor countries. Finally, the post-crisis financial and structural
approach extends the analysis beyond the current account and shows the importance of gross capital flows,
the structure of external assets and liabilities, debt positions, and the global financial cycle (Table 1).

! Bernanke, B. S. (2005, March 10). The global saving glut and the U.S. current account deficit [Speech]. Board of Governors of the
Federal Reserve System. Source: https://www.federalreserve.gov/boarddocs/speeches/2005/200503102/ (Accessed on 09.06.2026)
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Table 1 - Evolution of theoretical approaches to explaining global imbalances

Name Authors Historical stage Essence of the approach
The external imbalance is explained through
The first stage. . .
Monetary the internal monetary dynamics. The growth
of domestic credit increases the money supply,
approach J. Polak [16] 1950s income and im Its i }21 p.p v
ports. It results in a reduction
to external . . . .
equilibrium in international reserves and a deterioration
d in the balance of payments.
The current account is a result of the
intertemporal choice of economic agents
The second P 5

stage. Inter-time
approach to the
current account

J. Sachs [19]

1980s and 1990s

and the distribution of consumption, savings
and investments of the present and the
future. Deficits reflects external vulnerability
and the rational use of resources for future
economic growth.

IMF?*; M. Dooley,

Global imbalances is a stable system of

The third D. Folkerts- interrelated deficits and surpluses between
stage. Global ) The first half of the | creditor and debtor countries. Their causes

. Landau, P. Garber .
MACIOECONOMIC | rey v 4o o & 2000s are related to the global excess of savings,
approach s reserve accumulation, currency strategies,

J. Lee [1] .

and export-oriented development models.

Thefourth | F Lane,). M. aceount o nchde grov captal ows, she
stage. Post- Milesi-Ferretti After the global 5 P ’

crisis financial
and structural
approach

[11]; K. Borio, P.
Disyatat [4]; H.
Rey [17]

financial crisis of
2008-2009; 2010s

international investments, the structure
of external assets and liabilities, debt and
currency risks, and the impact of the global
financial cycle.

Source: Authors

The first stage emerged in the 1950s is a monetary interpretation of external economic equilibrium. A

significant contribution to its development was made by J. Polak. He considered the state of the balance of
payments in terms of the internal monetary processes. Within the framework of this approach, the external
problems of the country depend on the dynamics of domestic credit, money supply, income, imports, and
international reserves [16].
The approach can be represented through a system of interrelated equations. The money supply depends
on the volume of national income:
MO =kY, 1)
where MO is the money supply, Y is GNP, and k is the money demand coefficient. Imports are also
defined as a function of income:
M =mY,
where M is the import, and m is the marginal propensity to import.

(2)

Consequently, the growth of domestic income expands the demand for imported products and connects
the internal dynamics of the economy with its external position.
Moreover, J. Polak introduces the equation of money supply change [16]:
AMO = AR + AD, 3)

2 International Monetary Fund. (2005). Global imbalances: A saving and investment perspective. In World economic outlook,
September 2005: Building institutions. https://doi.org/10.5089/9781589064546.081.ch002 (Accessed on 09.06.2026)
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where AR is the change in international reserves, and AD is the change in domestic credit.

The fast growth of domestic credit results in an increase in the money supply, domestic spending, and
import demand.
The following equation reflects the balance of payments state:
AR=X-M+K, 4)
where X is exports, M is imports, and K is net capital inflows.

The equations show the main mechanism of the imbalance formation: credit expansion increases the
money supply and income, income growth expands imports, and an increase in import payments reduces
international reserves. The practical application of this approach is shown in the IMF study of the Sudanese
economy, 1947-1962 and published in 1964. The deterioration of Sudan's foreign position was due to the
expansion of bank credit, the growth of the money supply, and the reduction of reserves. Therefore, the
approach of ]. Polak explains the dependence of the balance of payments on the country’s domestic monetary
policy [12].

The second stage dates back to the 1980s and 1990s and is associated with the formation of an
intertemporal approach to current account analysis. The works of J. Sachs play a significant role in its formation.
The current account was proposed to be considered as the result of the distribution of consumption, savings,
and investments of the present and the future [19].

The logic is based on the basic macroeconomic identity:

CA=Y-A=S-1, (5)
where CA is the current account balance, Y is national income, A is domestic expenditure, S is national
savings, and I is investment.

The current account deficit arises at exceeding the domestic expenditures and investments over national
savings and is covered by external financing. The surplus shows the excess of savings over investments and
make country a net creditor of the global economy.

In terms of an intertemporal logic, the fact of scarcity does not indicate crisis vulnerability. Households
can increase current expenses at anticipating future income growth, firms can attract external resources to
expand production, and the government can redistribute costs between periods. The final assessment depends
on whether borrowing forms a future revenue base for servicing obligations.

Forinstance, the reaction to the 1973-1974 oil crisis. Oil exporters, primarily OPEC countries, transferred
the part of the increased revenues into the accumulation of external assets, considering the non-renewable
nature of oil rents. On the contrary, the Republic of Korea had their high demand due to external financing.
Therefore, the current account deficit provides the transfer of oil crisis costs into the future and supports
capital accumulation. The intertemporal approach focused attention from the magnitude of the deficit to its
causes, sources of financing, and sustainability [19].

The third stage had place in the first half of the 2000s as a global macroeconomic interpretation of
imbalances. The object of the analysis was the global system of interrelated deficits and surpluses: the surplus
of some countries is the accumulation of demands, while the deficit is the use of external savings. This
approach is developed in the materials of the IMF, primarily in the World Economic Outlook report. The
global imbalances are considered through the ratio of savings and investments in various groups of countries”.

According to B. Bernanke's hypothesis of 'global saving glut', the savings of emerging market countries
exceed their domestic investments. Therefore, some of the funds are directed to economies with deep and
reliable financial markets. In the 2000s, the United States had a significant share of these resources. Their
current account deficit was in the interconnection with the surpluses of the creditor countries. A special role
was played by the states of East Asia. After the crisis of 1997-1998, the accumulation of reserves simultaneously

* International Monetary Fund. (2005). Global imbalances: A saving and investment perspective. In World economic outlook,
September 2005: Building institutions. https://doi.org/10.5089/9781589064546.081.ch002 (Accessed on 09.06.2026)
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performed a protective function and supported export-oriented growth®.

A similar interpretation was proposed by M. Dooley, D. Folkerts-Landau and P. Garber in the concept
of ‘Bretton Woods II'. The underdeveloped countries have a competitive exchange rate, accumulate dollar
reserves and transfer them into the financial assets of the developed country. J. Aizenman &J. Lee distinguish
the mercantilist and the precautionary issues of reserve accumulation. The first is related to export
competitiveness, the second - to self-insurance against capital outflow and liquidity crisis [1; 8].

Other factors also influence the configuration of global imbalances. Rising oil prices increase the
incomes of exporting countries. Some of them return to global financial markets in the form of reserves and
assets of sovereign funds. Demographic changes also affect the current account: an aging population and a
decrease in investment demand can increase the propensity to save and form a surplus [3; 20].

The 'twin deficits' hypothesis concerns with fiscal policy. National savings include private and public
components:

§=S5,+8S, (6)
where S_is private savings, s_is public savings.

The government savings are determined by the difference between tax revenues and expenses,

S =T-G, (7)
the identity of the current account takes the following form:
CA=SP+(T—G)—I (8)

An increase in the budget deficit reduces national savings and the current account. Therefore, according
to the global macroeconomic approach, persistent external imbalances are formed under the influence of
savings, investments, fiscal policy, reserve strategies, the oil factor, and demographic processes.

The fourth stage was formed after the global financial crisis of 2008-2009. The post-crisis financial and
structural approach has expanded the analysis beyond the current account. To assess external sustainability,
it is necessary to consider account gross capital flows, accumulated external assets and liabilities, their debt,
currency and term structure, and the economy's dependence on global financial conditions.

An important prerequisite for such an analysis was the work by F. Lane and ].M. Milesi-Ferretti on the
external wealth of countries. The consolidated scale of international financial integration is determined by
the ratio of the sum of external assets and liabilities to GDP [11]:

IFIGDP = (FA + FL) / GDP, )
where FA is external assets, FL is external liabilities.

A country may have a moderate current account balance and significant gross balances sensitive to
changes in exchange rates, asset prices, and external financing conditions. For industrial countries, the value
of this indicator increased from 45% of GDP in 1970 to more than 300% by 2004 [11].

The net external position is determined by the difference between external assets and liabilities:

NFA = FA - FL, (10)
where NFA is net external assets.

If NFA > 0, the country is a net external creditor; if NFA < 0, it is a net external debtor. However, the
same negative position can form different levels of risk. Long-term direct investments differ in their effects
from short-term foreign debt in foreign currency. Indeed, the structure of liabilities is no less important than
their total volume.

The change in the net external position depends on the current account and the revaluation of previously
accumulated assets and liabilities:

ANFA = CA + VE + OA, (11)

* Bernanke, B. S. (2005, March 10). The global saving glut and the U.S. current account deficit [Speech]. Board of Governors of the
Federal Reserve System. Source: https://www.federalreserve.gov/boarddocs/speeches/2005/200503102/ (Accessed on 09.06.2026)
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where CA is the current account balance, VE is the effect of revaluation, and OA is other adjustments.

Changes in exchange rates and asset prices can significantly improve or worsen the external position,
even with a relatively stable current account.

K. Borio and P. Disyatat distinguish net and gross capital flows. A small difference between the inflow
and outflow of funds can be combined with large counter-financial flows. During the recovery phase, global
banks and financial intermediaries receive cheap external financing, direct it to lending and asset purchases.
It increases asset prices and collateral value and creates a self-sustaining chain. When financial conditions
change, the mechanism reverses: banks reduce assets, prices fall, balance sheets deteriorate, and access to
external financing decreases. The importance of gross flows was most clearly demonstrated during the global
financial crisis. In terms of the net flows, the scale of financial stress is moderate one. However, decreasing of
gross capital inflows and outflows disrupts the work of bank balance sheets, external financing, and liquidity
markets. Indeed, the current account does not show the real level of financial interdependence of the country
[4].

Further development of this approach is related to the concept of the global financial cycle by H. Rey.
According to her approach, international financial conditions is an independent global force influencing
capital flows, credit, asset prices, and national monetary policy options. Global imbalances are formed
through national savings and investments and the general global financial cycle. It depends on risk appetite,
the policy of the central country, and the behavior of global financial intermediaries [17].

Finally, global imbalances are interconnected to debt. Long-term current account deficits are gradually
turning into accumulated external debt. Debt interest, dividends, and other investment income paid to non-
residents are included in the current account as part of the primary income balance. Therefore, a country with
a large negative external position may have a deterioration in the current account even without a deterioration
in the trade balance.

Dollar as a key reserve currency and high demand for treasury obligations allow the country to finance
the deficit on relatively favourable terms. At the same time, long-term deficits worsen the net international
investment position and increase the volume of external liabilities. The issue of a reserve currency mitigates
the imbalance, but does not eliminate the need to analyse its accumulated consequences.

Therefore, the evolution of theoretical approaches shows the gradual expansion of the subject of
research: from the relationship of domestic credit with reserves and imports to intertemporal choice, the
global configuration of deficits and surpluses, the analysis of gross financial flows, and the structure of
external balances. According to the post-crisis financial and structural approach, global imbalances cannot
be assessed in terms of the current account deficits or surpluses. The sequence of the considered stages is
shown in Figure 1.

1
Monetary
interpretation of
external

2 An 3 4 Post-
intertemporal Global crisis
approach to macroeconomic financial and

current account interpretation of structural

economic ) .
analysis imbalances approach

equilibrium

2008 —
present

1950s and 1970s. 1980s and 1990s. 2000-2008

Figure 1. The evolution of theoretical approaches to global imbalances
Source: Authors

The analysis shows the complex nature of global imbalances. They can arise as a result of internal credit
expansion, intertemporal redistribution of resources, persistent differences between savings and investments,
budget deficits, monetary reserve policy, the oil factor, demographic shifts, and financial and structural
asymmetries. In this regard, after identifying the causes of global imbalances, there is a need in assessment of

22



Jraic.com
JOURNAL OF REGIONAL AND INTERNATIONAL COMPETITIVENESS 2026; 7(3):17-29

their sustainability and potential danger to the economy. There are some fluctuations in current accounts and
exchange rates. Therefore, the main problem of monitoring the external sector is to understand to what extent
these fluctuations are acceptable, excessive and dangerous. Indeed, it is necessary to transit from explaining
the sources of imbalances to a system of indicators determining an external deficit or surplus as a factor of
debt, currency, fiscal, or financial risks.

In modern international practice, the most developed tool for this assessment is the IMF approach,
presented in the methodology for assessing external economic balance (External Balance Assessment) and
annual reports on the state of the external economic sector (External Sector Report). It continues the third
stage of the development of ideas on global imbalances, since the current account, its deviation from the
equilibrium level and the influence of fundamental macroeconomic factors on the country's external position
2].

The IMF's methodology assumes the current account deficit or surplus is not sufficient to consider its
as a problem. The external position is assessed by comparing the actual, cyclically adjusted current account
with the estimated rate corresponding to the fundamental characteristics of the economy and desirable policy
parameters. In a simplified form, it can be represented as follows [2]:

CA = CA,y~ CA,., 12

where CAactual is the actual or cyclically adjusted current account balance, CAnorm is the estimated

current account rate, and CAgap is the deviation of the actual external position from the conditional
equilibrium level.

The actual value of the current account is significantly low. Therefore, the country may have an excessive
deficit; if its higher — an excessive surplus.

The IMF's substantive approach is based on an analysis of the factors of the global macroeconomic
interpretation of imbalances. These include the ratio of savings to investments, demographic characteristics,
the level of economic development, the oil and gas balance, monetary policy, and financial conditions. Hence,
the IMF methodology is important because in terms of the theoretical analysis of global imbalances causes
into an applied assessment system: the external imbalance is considered in connection with the fundamental
characteristics of the country and the parameters of economic policy [2].

However, this approach is not sufficient for the purposes of this study. The IMF's methodology largely
focuses on the current account. Nevertheless, the post-crisis literature shows the danger of an imbalance
manifestation in terms of the current account. After the global financial crisis, a country could have a moderate
current account, be vulnerable due to accumulated external liabilities, short-term debt, insufficient reserves,
the structure of external assets and liabilities, dependence on external financing, and currency revaluation.
Therefore, to analyse global imbalances, we need to assess the deviation of the current account (CA) and
supplement it with financial and structural diagnostics.

In our opinion, it is advisable to use a methodology for assessing global imbalances in terms of their
potential danger to the economy. Its objective determines a current account deficit or surplus as a source
of macroeconomic, debt, currency, or financial vulnerability. The considered causes of global imbalances
are proposed to be used as a basis for the development of the author's methodology for their diagnosis. The
methodology is based on a consistent assessment of the country's external position. First, the result of the
action of these factors is recorded through the CA/GDP indicator - the ratio of the current account to GDP,
as the current deviation in terms of future economic growth. As a result, the consequences and possible
macroeconomic risks are analysed. The individual causes of global imbalances are transformed into a system
of criteria and indicators to assess the scale of external deviation and degree of its negative impact on the
national economy (Figure 2).

At the first stage, the presence of a stable external gap is defined. The economy systematically attracts
resources or, on the contrary, generate an excess of them and transit the national savings abroad. However,
deficit or surplus themselves do not ensure the stability of the external position. A deficit can be a result of
the expansion of investments and the formation of future production potential; a surplus shows the rational
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accumulation of external assets. In this regard, the assessment of an external imbalance concerns with its
scale mechanical interpretation.

3. Accumulated

1. Fixing the 2. Analysis of the 4. Assessment of
external intertemporal external factors
imbalance justification position
Expected NIIP/GDP +
CA/GDP economic Macroeconomic
growth FA/FL structure factors
Structural

current account / L ) factors
GDP Deficit justification by | | Accumulated result of

future growth an external imbalance Cyclical

factors

Figure 2. Assessment of global imbalance danger
Source: Authors

At the second stage, the current imbalance and its intertemporal justification are determined. This
analysis is based on comparing the current attraction of external resources with the prospects for further
expansion of output and income. A temporary deficit is economically justified, if the economy uses external
financing for investments ensuring sustainable growth in the future. Moreover, the external gap gradually
becomes more complicated, if the attraction of resources is not accompanied by the formation of a future
revenue base. Therefore, the country increases its obligations without source of their subsequent service.

At the third stage, the analysis is transferred from the current flows to the accumulated results of foreign
economic activity. The long-term persistence of deficits and surpluses is gradually changing the ratio of a
country's requirements to the outside world and its obligations to non-residents. Therefore, both the size and
the structure of the formed external position are essential. Long-term investments, short-term borrowings,
portfolio capital, reserve assets, etc. have varying effects on the sustainability of the economy. The risks may
vary significantly depending on the maturity dates, currency structure, and nature of the financing involved
in terms of a comparable volume of external liabilities.

At the final stage, the ability of the economy to withstand the deterioration of external conditions is
assessed. It is important to have a sufficient reserve of liquid external resources to service short-term liabilities
in terms of the capital outflow or limited access to new borrowings. The state budget condition id an additional
source of risk. The combination of an external deficit with a budget deficit mutual intensify the imbalances:
a lack of government savings increases the economy's need for external financing. An external vulnerability
includes private sector investment decisions, government fiscal policy, etc.

The real strengthening of the national currency with a stable external deficit may be accompanied by
a decrease in price competitiveness, an increase in the attractiveness of imports, and an increased risk of
subsequent adjustments. A stable surplus, on the contrary, can ensure a weak exchange rate and the economy's
dependence on the export growth model. Therefore, we consider the state of the external sector in terms of
the changes in relative prices and the specifics of monetary policy.>

A point-based assessment system can be used to systematise the results of a study. Each indicator gets
from 0 to 2 points: 0 points is low risk, 1 point — moderate risk, 2 points — high risk. The quantitative criteria
for classifying individual indicators as low, moderate, or high risk are subject to refinement depending on
the type of economy, currency regime, depth of the financial market, reserve currency status, and availability
of external financing. It is especially important in terms of developed countries, emerging markets, and
commodity exporters (Table 2).
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Table 2 - Step-by-step point scale for assessing foreign economic balance
Indicator Economic sense Score
1. External imbalance
It shows the scale of the current 0 points — low risk
Current account/GDP account deficit or surplus relative 1 point — moderate risk.
to the size of the economy. 2 points - high risk
2. Intertemporal validity
It shows the formation of the

future revenue base to service
Expected real GDP growth

0 points — low risk
external obligations and provide

1 point — moderate risk.

. 2 points - high risk
sustainable growth. P 5
3. Balance and structural assessment of the external position
It shows the country position in 0 points — low risk
CHIP/GDP terms of a net external creditor or 1 point — moderate risk.
debtor. 2 points - high risk
It shows the gross scale of . :
. . . . 1 . 0 points — low risk
(foreign assets + foreign international financial integration ; .
e e 5 1 point — moderate risk.
liabilities)/GDP and sensitivity to revaluation of . o
e 2 points - high risk
assets and liabilities.
It allows ones to assess the quality . .
. S 0 points — low risk
Structure of foreign assets and | of external assets, liabilities, and : .
e s 1 point — moderate risk.
liabilities the sustainability of external , .
, 2 points - high risk
financing.
It shows the extent of external 0 points — low risk
External debt/GDP imbalance transformation into an 1 point — moderate risk.
external debt. 2 points - high risk
It shows the country’'s dependence 0 points — low risk
Short-term external debt / N unttys dep pot ISR
on constant refinancing of 1 point — moderate risk.
external debt o . S
external obligations. 2 points - high risk
It shows the sensitivity of the . .
e . o . 0 points — low risk
Share of liabilities in foreign external position to changes in
currency

1 point — moderate risk.
the exchange rate and currency . Sy
. 2 points - high risk
risk.
It shows the economy's ability to
withstand capital outflows and
the closure of foreign borrowing

0 points — low risk
Reserves/short-term external debt

1 point — moderate risk.

markete. 2 points - high risk
4. Factors of increasing external economic vulnerability
It shows the external imbalance 0 points — low risk
Budget balance/GDP in terms of a lack of government 1 point - moderate risk.
savings. 2 points - high risk
It reflects the currency and price 0 points — low risk
REER imbalance and the risk of loss of 1 point — moderate risk.
competitiveness. 2 points - high risk
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Indicator Economic sense Score

It shows the impact of population
aging on savings, investments,
budget expenditures, and future

0 points — low risk
1 point — moderate risk.
2 points - high risk

Population age

output.

It allows ones to determine
. dependence of country's external 0 points — low risk
Dependence on the commodity penc Y P .

position on changes in world 1 point — moderate risk.
market . . . S
prices for oil and other raw 2 points - high risk
materials.

It shows the sensitivity of the

external position to the cost of

global capital, global liquidity,
and investors' risk appetite.

0 points — low risk
1 point - moderate risk.
2 points - high risk

Global financial conditions

Source: Authors

The presented system of indicators can be considered as a basis for further development of the
methodology for assessing the potential danger of global imbalances. It allows ones to perform a fragmented
analysis of individual characteristics of the external sector to a more consistent diagnosis. The development
of the methodology involves clarifying thresholds and scoring criteria based on comparable cross-country
data. Adapting the scale for different groups of economies - developed countries, emerging markets, and
commodity exporters is a relevant issue.

The final score for each block is calculated as follows:

nj
>
Szl % 100%, (13)
an

R; =
where Rj is the final risk assessment for block j;
B, - score of the i-th indicator included in the analytical block j (the indicator has the value 0, 1, or 2
points);
i is the ordinal number of the indicator within the corresponding analytical block;
j is the number of the analytical block;
n, - number of indicators included in the analytical block j;
IB, — sum of the scores of all indicators included in the analytical block j;
2 — the maximum possible score for one indicator.

The blocks have different analytical significance. Therefore, we can construct an integral assessment
of the riskiness of the imbalance based on a weighted sum of estimates for individual analytical blocks. In
general, such an assessment can be presented as follows:

R =wiR; + w2R; + w3Rs + wuR4
Wit+wWa+ws+wg=1,w >0, (14)
where R is the integral assessment of the riskiness of the imbalance;

Ry, Ry, Rs, Ry — scores on the separate analytical units;

W1, W2, W3, Wy — weights of the corresponding blocks.

We do not give specific values of the weighting coefficients in this article, since their definition requires
additional theoretical justification and empirical verification.

To interpret the diagnostic results, an enlarged scale of risk levels can be used. Indeed, the boundaries
of the levels are as indicative ones. It is shown in Table 3. Those correlates the assessment of the external
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imbalance with the possible consequences for the macroeconomic and financial stability of the country.

Table 3 - Interpretation of the final assessment of the riskiness of the imbalance

Final assessment Risk level Interpretation
The imbalance is limited or
0<R<33,3% Low risk economically  justified;  no
vulnerability.

There are problems; monitoring of
33,3%<R<66,7% Moderate risk assets, liabilities, reserves, budget
and exchange rate is required.

There is a high probability of
debt, currency, fiscal or financial
vulnerability; adjustment
measures are needed.

66,7%<R<100% High risk

Source: Authors

The proposed methodology does not contradict the IMF approach, but rather expands it. The IMF's
approach primarily considers the current account in terms of an excessiveness. The developed methodology
evaluates formed imbalance and its transformation to debt, currency, fiscal or financial vulnerability, future
growth, accumulated external position, the structure of assets and liabilities, etc.

The study considers the reasons in the first part, if the imbalance is recognized problematic one. It is
impossible to eliminate the imbalance through fixing its statistical features. Hence, it requires solving the
initial causes.

Conclusion

According to the analysis, the concepts of global imbalances have several stages of development. It
evolutionated from a monetary explanation of external imbalances through internal credit expansion.
Later, it changes in reserves to an intertemporal analysis of the current account, a global macroeconomic
interpretation of interrelated deficits and surpluses. Finally, it includes a financial and structural approach
considering gross capital flows, international investment position, and global financial the cycle.

Hence, current account deficit or surplus is not a sufficient basis for assessing the potential danger of a
globalimbalance. External disequilibrium is economically justified as an effective intertemporal redistribution
of resources and the formation of a future revenue base. A moderate imbalance provides vulnerability
accompanied by a deterioration in the international investment position, an increase in short-term external
debt, currency imbalances, a shortage of reserves, fiscal stress, or dependence on global financial conditions.

The proposed methodology ensures a comprehensive assessment of the risks. Its advantage combines
the scale of the current external imbalance, intertemporal validity, the accumulated external position,
structure of assets and liabilities, and macroeconomic drivers of external vulnerability. The limitation of the
methodology involves the indicative thresholds. They should be specified in terms of the type of economy, the
currency regime, the structure of the financial market, and the availability of external financing. In addition,
full empirical testing requires the formation of a comparable database by country and verification of the
results obtained in crises. A prospects of our further research are the application of the methodology to
groups of developed countries, emerging markets, and commodity exporters, with subsequent comparison
of the results with changes in external sustainability.
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