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Global imbalances are back—and this time the risks look different. The 2008
financial crisis showed how persistent current-account deficits and surpluses
between major economies can fuel financial instability and trigger sudden,
severe reversals of capital flows. After almost two decades, many thought
that episode had been resolved. It had not. New imbalances have built up,
with a familiar cast: China, Germany, Japan, and oil exporters running large
surpluses, and the United States absorbing the rest of the world's savings.
But the underlying dynamics have shifted in ways that make the current
situation harder to read and potentially harder to unwind. This paper traces
those shifts and asks whether the world is better or worse placed to manage
them this time around.

The situation today is not simply the result of trade imbalances or unfair
competition. It reflects the structural role of the U.S. as the world's balance-
sheet absorber of last resort—a country with assets that everyone wants to
hold, regardless of what tariffs or exchange rates do. That role comes with
new vulnerabilities: persistent global demand for dollar-denominated safe
assets, soaring public U.S. debt, equity markets concentrated in a handful
of technology firms, and a financial system increasingly reliant on non-bank
intermediaries. Fixing this would require coordinated action involving fiscal
adjustment in the United States, stronger domestic demand in China, and
deeper financial integration in Europe. What is missing is the political will to
act, at a moment when geopolitical fragmentation and strategic rivalry make
international cooperation harder than ever. The 2008 crisis was not the last
word on global imbalances. It may have been the rehearsal.
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. GLOBAL IMBALANCES

Global imbalances have returned to the center of international economic debate—and for
good reasons. Historically, large external imbalances and, more prominently, their corrections,
have been associated with financial crises, currency volatility, sudden reversals of capital
flows, and geopolitical tensions. At the center of this debate is the commercial and financial
relationship between the United States, China, and the rest of the world.

The debate over global imbalances came into focus in the 2000s, when persistent U.S. current
account deficits coexisted with large surpluses in economies including China, Japan, Germany,
and oil-exporting countries. In that context, global imbalances were heavily associated with
the 'recycling’ of excess savings from surplus countries into the U.S. financial market.

However, attention paid to the issue faded in the years following the Global Financial Crisis
(2008-09), as current account imbalances narrowed relative to their pre-crisis levels. The more
recent return of global imbalances to the center of policy debates has brought greater focus
on their composition, underlying drivers, and interaction with geopolitical fragmentation.

1.1. Basics of Global Imbalances

To understand the problem, one must start with a simple idea: when a country imports more
than it exports, it needs to finance this difference with foreign resources. Imports and exports
include the income accumulated by factors of production respectively brought in or sent
abroad by the country.

The current-account balance measures the net flow of goods, services, and income between
a country and the rest of the world. It corresponds to the sum of the trade balance (net
exports), net primary income (factor receipts from abroad minus payments to nonresidents),
and net secondary income (current transfers, receipts minus payments) (IMF, 2026a).

Gross national disposable income is the sum of private and public consumption, private
and public investment, and the current account. It is easy to see that the current account
identity equals the difference between national saving and investment, and establishes a
link between domestic policies and external positions. That is why one may say that external
deficits allow an economy to consume and invest more than it could solely with its own
domestic production.

Alongside the flows recorded in the current account, the stock of external assets and liabilities
evolves over time, reflecting both the accumulation of capital flows associated with persistent
current account imbalances and valuation changes affecting existing positions. By the
balance-of-payments identity, current-account surpluses and deficits are jointly determined
with capital and financial flows. Over time, these flows accumulate into changes in a country's
external asset and liability positions, while valuation effects arising from exchange-rate and
asset-price movements further alter the net international investment position (NIIP).
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A country running a current-account deficit (an excess of domestic investment over saving)
must finance this gap through net capital inflows. Conversely, changes in saving and investment
behaviors across countries, along with interest-rate shocks, generate capital flows that translate
into corresponding changes in current-account balances. These capital flows accumulate over time
into the stocks of external assets and liabilities, which comprise the NIIPs. Therefore, the NIIP
equals the cumulative result of current and capital’ accounts flows, and the effects of revaluation of
foreign assets and liabilities.

Current-account surpluses or deficits are not a problem per se. For instance, it is natural that rapidly
growing economies finance part of their economic development with foreign capital. However,
excessive imbalances, according to International Monetary Fund methodology, arise when current-
account balances diverge from the norm that would be expected when accounting for structural
fundamentals (development stage, demographics, natural resources), cyclical factors and desirable
policies. As a result, excessive imbalances under the IMF framework are usually associated with
distortive policies and have implications, domestically or abroad, in terms of levels of economic
activity and jobs affecting the international and sectoral allocation of resources. For the same
reason, excessive accumulation of net assets/liabilities may raise concerns about unsustainability,
sudden capital flows, and eventually bankruptcy. While the NIIP reflects the position of a creditor or
debtor to the rest of the world, gross positions may also indicate, by themselves, a robust or fragile
external position if there are significant mismatches in terms of maturity, liquidity, and yields. In
sum, current account balances are flows, while the NIIP is a stock reflecting annual flows, valuation
changes, and exchange-rate movements.

1.2. Waves of Global Imbalances

Global imbalances have unfolded in three distinct historical waves (IMF, 2026a; Di Mauro and
Zettelmeyer, 2026) (Figure 1):

1980s : U.S.-Japanese tensions, which led to the Plaza Accord;

Pre-2008 : China-U.S. imbalances, which were a major factor in the global financial crisis;

2018-present : U.S. current account deficit; geopolitical fragmentation; systemic financial
vulnerability.

1. Note that according to the IMF BPM$, the capital account is usually a small component of the balance of payments, and includes only non-
financial, non-produced asset transactions, and capital transfers between residents and non-residents.
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Global Imbalances Are Rising Again
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In the 1980s, as one can see in Figure 1, the trade imbalance between the United States and Japan
rose significantly. Tight monetary policy and large fiscal deficits in the U.S. led to high interest
rates, a sharply appreciated dollar, and a rising U.S. current-account deficit. Japan, conversely, had
persistent surpluses, driven by high savings and export-led catch-up growth. The trade imbalance
morphed into a political discussion, as Japanese exports gained market share. Protectionist
pressures grew as a result.

The Plaza Accord was signed with the aim of correcting the dollar’s overvaluation. Two important
aspects, often misinterpreted in this context, should be highlighted (Hoshi, 2026). While the
Accord contributed to dollar depreciation, Japan’s current account surplus remained significant. In
addition, it did not cause any subsequent downturn, as Japan went through high growth and asset-
price inflation in the late 1980s. Japanese stagnation came only after the burst of the asset bubble
in the early 1990s. The Plaza Accord did not cause Japan'’s ‘lost decades’, despite frequent claims
to the contrary by critics of exchange-rate adjustments.

1.3. The Perfect Matching in the 2000s

In the 2000s, the global economy exhibited a striking complementarity—a ‘perfect matching'.
China consolidated itself as the world's leading exporting economy, while the U.S. became the
primary importer. China's current account surplus (which encompasses trade, income, and services)
rose from approximately $17 billion in 2001 to around $420 billion in 2008. Over the same period,
the U.S. current account deficit grew from about $394 billion to approximately $696 billion.
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This ‘matching’ also occurred on the financial side. With export growth, surplus countries—China,
Japan, Germany, and oil exporters—started to accumulate massive dollar reserves. These savings
needed to be invested somewhere. Largely, they returned to the U.S., primarily through the
purchase of U.S. Treasury bonds, which investors traditionally consider safe assets.

The U.S. possesses a unique advantage: because it issues the primary international reserve currency,
it can borrow from the rest of the world in its own currency. The high global demand for dollars and
Treasury bonds allowed the U.S. to finance persistent external deficits at low rates. This stimulated
cheap credit, the expansion of household debt, and the accelerated appreciation of the U.S. real-
estate market.

Subprime mortgages were one of the principal channels through which abundant liquidity and
easy credit reached households and the broader economy. The interaction between excess global
savings, credit expansion, and housing finance ultimately fueled the U.S. housing bubble that
triggered the global financial crisis.

The 2008 financial crisis revealed precisely how intertwined these financial and trade imbalances
were, even if the surge in foreign capital inflows was only one of the factors underpinning the
financial excesses of the preceding decade. The Bank for International Settlements (BIS) called
attention to the role played by European banks operating in the U.S., for instance (Boryo and
Disyatat, 2011). These institutions raised short-term funds in the U.S. and channeled them into
purchasing assets tied to the local real-estate market. A significant share of these transactions did
not show up prominently in net balance-of-payments measures because the borrowing and lending
activities of financial institutions largely offset each other. Yet the underlying gross flows and gross
positions remained substantial, contributing to the buildup of financial vulnerabilities.

In any case, when the housing bubble burst, the degree of interconnection between the global
financial and trade systems became clear. The crisis quickly spread worldwide through banking
markets, capital flows, and a widespread loss of liquidity and confidence.

Following the global financial crisis, the topic gained traction in G20 debates, particularly within
the Framework for Strong, Sustainable and Balanced Growth, launched at the Pittsburgh Summit
(2009). The goal was to promote multilateral monitoring of persistent deficits and surpluses,
reduce systemic vulnerabilities, and encourage greater macroeconomic coordination among major
economies. The IMF developed a framework to assess whether current accounts and exchange
rates were out of sync with fundamentals, presenting annual ‘External Sector Reports’, starting in
2012. Over time, however, the debate lost its centrality in the face of other crises, and the relative
stabilization of external imbalances during the 2010s.

For a time, some observers believed that the global financial crisis had partially corrected these
imbalances. In recent years, however, concerns have resurfaced and returned to the center of
policy debates.
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Il. THE NEW WAVE OF GLOBAL IMBALANCES

Why are global imbalances back in the spotlight now? What has changed relative to previous
waves?

As highlighted by the IMF (2026b) in its April 2026 World Economic Outlook, “global imbalances
are widening after years of narrowing”. But they do not look especially large yet. Figure 1 depicts
global imbalances (the sum of all current surpluses, which is equal to the sum of all deficits plus
a 'global discrepancy’) at around 2% of global GDP, below the peak of almost 3% of global GDP
observed prior to the global financial crisis, and above the trough of 0.4% of global GDP in 2019.

The geographical distribution of global imbalances has also not changed much. The U.S. continues
to have the largest current-account deficit relative to global GDP. On the surplus side, the group
of main counterparts is also similar: the major economies—particularly the European Union, Japan,
and China—alongside oil exporters.

On the debtor side, the persistent U.S. current-account deficit reflects the accumulation of external
liabilities, although the relationship is not one-to-one owing to valuation effects (Balakrishnan,
2026). As a result, the U.S.’s NIIP reached about negative 90% of its own GDP (Figure 2) by end-
2024. This can be understood not only as a result of sustained current-account deficits but also a
consequence of sizeable valuation effects associated with rising U.S. equity prices—held largely
by foreign investors—and an appreciating dollar. As highlighted by Gopinath (2026), cumulative
valuation effects have been higher as a percentage of U.S. GDP than cumulative current-account
deficits, in the determination of such a decline in the NIIP.

Since 2019, the U.S. NIIP has become much more negative because the country has continued to
run current-account deficits and, more significantly, because U.S. equity prices—especially large-
cap technology stocks—have risen much faster than foreign asset prices, increasing the value of
foreign claims on the U.S.

Figure 2, from the April 2026 IMF World Economic Outlook, shows the peculiar evolution of the
U.S. NIIP since the global financial crisis, while Figure 3a depicts the rise in U.S. foreign liabilities
relative to foreign assets (BEA, 2025). Figure 3b, taken from Gopinath (2026), matches current
account and NIIP.
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Global International Investment Position
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Note: “European creditors” are Austria, Belgium, Denmark, Finland, Germany, ltaly,
Luxembourg, The Netherlands, Norway, Slovenia, Sweden, and Switzerland.
“European debtors” are Cyprus, Greece, Ireland, Portugal, and Spain. “Oil exporters”
are Algeria, Azerbaijan, Iran, Kazakhstan, Kuwait, Nigeria, Oman, Qatar, Russia,
Saudi Arabia, United Arab Emirates, and Venezuela.
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Decomposition of U.S. NIIP Variation

Decomposition of US NIIP variation
(in % of GDP)

Cumulative
Residuals

20%

0,
0% Cumulative
Valuation Effects
-20%
-40%
ont
-60% ¥
-80%
-100%
@ m N OO < OO O OO AN MCT U OO0 O ~NMT=TLW
LD QY Q0 QWA 0 QW v~ v r oy oo~ o NN NN
©C 0000000000 000000000000 0 0O O
N N AN AN N AN NN AN AN AN AN AN AN AN NN NN NN NN ANNWN

Since the global financial crisis, rising U.S. equity valuations, and the growing weight of U.S.
financial assets in global portfolios, have significantly increased the value of foreign claims on the
U.S. As a result, a substantial share of the decline in the U.S. NIIP reflects financial valuation effects
rather than trade deficits. This dynamic also reflects the persistent global demand for safe dollar-
denominated assets, particularly U.S. Treasuries. In this context, U.S. Treasuries continue to play a
central role as the international system’s primary safe asset, reinforcing global demand for liabilities
issued by the U.S.

Although the U.S. continues to accumulate high external liabilities, it still attracts extraordinary
volumes of capital because global investors treat U.S. financial assets—especially Treasuries and
U.S. corporate equities—as the primary instruments for store of value, liquidity, and safety in the
international system. In this context, the U.S. current account deficit also reflects the functioning of
a dollar-centered international system, in which the U.S. acts simultaneously as the primary issuer
of safe assets and the main destination for global savings.

This distinction is important because it shifts the focus of the debate from trade flows to the
structure of the international financial system. Part of the U.S. political discourse, particularly from
proponents of tariffs, argues that the U.S. trade deficit stems primarily from unfair trade practices
abroad, including currency manipulation, industrial subsidies, market-access restrictions, and other
forms of state intervention. In this view, bilateral trade deficits, especially with China, represent the
principal manifestation of global imbalances. According to this interpretation, tariffs, exchange-rate
adjustments, and industrial policies are the main tools for restoring balance.

Yet this diagnosis sits uneasily alongside another feature of the U.S. economy: the persistence
of large fiscal deficits and the U.S. role as balance-sheet absorber of the world. While the U.S.
administration seeks to reduce the trade deficit, it continues to run substantial budget deficits
that sustain domestic demand and require significant financing. At the same time, the deep and
sophisticated U.S. financial system continues to attract financial flows that pay for, but also stimulate,
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current-account deficits. This creates a tension between efforts to reduce trade imbalances through
commercial policy, and the continuation of fiscal policies that contribute to the underlying saving-
investment imbalance.

If the U.S. external deficit also reflects its role as the world's primary provider of safe assets, issuer
of the dominant reserve currency, and main destination for global savings, then global imbalances
cannot be understood solely through the lens of trade. They also emerge from the structure of
the international financial system itself. From this perspective, trade policy may influence the
geographic distribution of deficits, but it is unlikely to eliminate the underlying forces that generate
them.

lil. WHAT HAS CHANGED COMPARED TO THE PAST

Estevdo and Fortun (2026) proposed a redefinition of the role attributed to the U.S.:

“The old description of the United States as the world’s consumer of last resort captured an important
part of export-led globalization, when U.S. household demand absorbed global production. It now
needs to be broadened. The United States has also become the borrower of last resort, issuing
the debt instruments that allow global savings to be recycled into dollar assets. Today even that
description is too narrow. [t is more accurate to say that the United States functions as the world’s
balance sheet absorber of last resort.”

Figure 4 shows how foreign claims have expanded in the U.S. financial system, and how the
United States operates as a ‘balance-sheet absorber’. It also highlights how the absorption of U.S.
Treasuries has become increasingly private and, therefore:

“...more market based, and more responsive to rates, hedging costs, collateral needs, benchmark
mandates, and risk appetite.”
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The nature of the risk has also changed. In the 1980s, concerns centered primarily on exchange rates
and trade imbalances between the United States, Japan, and Germany. In the pre-2008 period, a
combination of debt-financed U.S. consumption, and a continuous influx of foreign capital from
surplus economies, generated a different set of vulnerabilities. Systemic risks accumulated in the
banking sector, mortgage markets, and highly leveraged household balance sheets. Unsurprisingly,
the bursting of the subprime mortgage bubble in 2008 evolved into a global financial crisis.

Today, potential fragility appears less concentrated in household consumption and more embedded
in the international financial architecture. The rapid growth of U.S. public debt, the world's heavy
reliance on Treasury markets, the expansion of non-bank financial intermediaries (NBFIs; such as
hedge funds and private credit funds; Canuto, 2023), and the increasing concentration of U.S. equity
markets in technology and Al-related firms, have created a new set of systemic vulnerabilities.

This shift reflects the transformation described by Estevao and Fortun (2026). As the U.S. functions
increasingly as the world's “balance-sheet absorber of last resort,” global savings no longer flow
primarily into household borrowing and mortgage finance, as they did before 2008. Instead, they
flow into Treasury securities, equity markets, and a growing ecosystem of financial intermediaries
that channel and manage global capital. As Figure 4 illustrates, foreign claims on the U.S. financial
system have expanded substantially, while private investors and market-based institutions have
assumed larger roles in absorbing and intermediating these flows. As a result, the stability of the
international financial system depends increasingly on the smooth functioning of Treasury markets,
the resilience of NBFls, and the sustained valuation of U.S. financial assets.

Another major difference from the pre-2008 period is that the main domestic counterpart to the
U.S. external deficit is no longer household borrowing, but rather a combination of large fiscal
deficits, rising public debt, and sustained capital inflows into U.S. financial markets, particularly
technology and Al-related equities. The IMF projects a U.S. fiscal deficit of nearly 7.5% of GDP
in 2026, while public debt exceeds 120% of GDP. Meanwhile, net U.S. external liabilities have
reached approximately 24% of global GDP—significantly higher than the level observed before the
global financial crisis (Wolf, 2026).

In other words, the vulnerabilities associated with global imbalances have not disappeared; they have
migrated. Before 2008, the main concern was the sustainability of household debt and mortgage
finance. Today, concerns focus increasingly on the sustainability of public debt, the concentration
of risk in market-based finance, and the possibility that a disruption in Treasury markets, or a sharp
correction in high-value asset classes, could transmit shocks across an international financial system
that remains deeply dependent on U.S. balance sheets.

IV. THE FUNDAMENTALS OF CONTEMPORARY
IMBALANCES: THE ISSUE GOES MUCH BEYOND
TRADE

The transformation of the U.S. into the world's “balance-sheet absorber of last resort” has
major implications for the nature of contemporary global imbalances. The issue now reflects the
interaction between sovereign debt dynamics, financial market concentration, asset valuations,
and geopolitical fragmentation. As a result, the international economy faces a new wave of global
imbalances, which may prove more fragile and harder to stabilize than previous episodes.

n
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This shift also changes the focus of the debate. Rather than concentrating exclusively on bilateral
trade balances, especially between the U.S. and China, analysts increasingly examine the role of
U.S. public debt, the demand for dollar-denominated assets, and the functioning of an international
financial system that remains deeply dependent on U.S. assets.

In this context, the stability of the global economy has become increasingly dependent on the
performance of U.S. financial markets. The concentration of equity valuations in a small number
of technology and Al companies—the so-called ‘Magnificent Seven’? now account for more than
30% of the S&P 500—has heightened concerns about systemic risk (Canuto, 2025). Because global
investors hold a large share of their wealth in dollar-denominated assets, a sharp correction in these
markets would not remain a U.S. domestic event. It could rapidly transmit financial, liquidity, and
confidence shocks throughout the international economy.

These developments highlight an important feature of contemporary global imbalances: the issue
extends well beyond trade flows. Political debates often focus on bilateral trade deficits, particularly
between the U.S. and China, and view tariffs as a natural response. Yet the experience of recent
years suggests that tariffs have had only a limited effect on the underlying drivers of imbalances.
Rather than substantially reducing Chinese value added embedded in U.S. imports, they have
frequently redirected trade through third countries. Mexico, India, Vietnam, and other economies
have increasingly acted as ‘connector countries’, importing Chinese inputs and intermediate goods
and re-exporting final products to the United States.

More fundamentally, tariffs do not directly address the macroeconomic and financial forces that
sustain current-account imbalances. Persistent U.S. fiscal deficits, the global demand for dollar-
denominated assets, and the central role of U.S. financial markets as the world's primary destination
for savings, continue to generate powerful incentives for capital inflows. As a result, trade restrictions
may alter the geographic distribution of trade deficits without necessarily reducing aggregate
external imbalances. IMF (2026a), di Mauro and Zettelmeyer (2026), and Gourinchas et al (2026)
have all emphasized the limited ability of tariffs and industrial policies to address current-account
imbalances in the absence of broader macroeconomic adjustments.

One insightful theoretical framework for understanding this phenomenon is the ‘dominant currency
paradigm’ (DCP), developed by Gopinath et al (2020). The DCP challenges traditional trade models
that assume international prices are set in either the exporter’s or the importer’s currency. Drawing
on evidence covering approximately 91% of global trade, the authors show that most international
transactions are invoiced in U.S. dollars, regardless of whether the U.S. participates directly in the
transaction.

The core implications of DCP are:

* The bilateral exchange rate has a much smaller impact on trade flows than conventional models
predict. What matters is the dollar's exchange rate against all other currencies.

* A depreciation of the dollar does not produce the ‘expenditure switching’ in the U.S. (the shift
in consumption and demand from foreign products to domestic products following a currency
devaluation) expected by conventional theories, as trade prices, fixed in dollars, do not change
immediately.

2. Alphabet, Amazon, Apple, Meta Platforms, Microsoft, Nvidia, and Tesla.
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e Tariffs and devaluations have much more limited effectiveness than their proponents assume.
* The dominance of the dollar in trade invoicing is structurally persistent, even if its share in
global foreign exchange reserves has declined marginally.

In short: the U.S. continues to attract global savings; the dollar remains dominant; and U.S. markets
continue to function as the primary repository of assets deemed ‘safe’ in the international system.
The U.S. external deficit, therefore, is not just a consequence of unbalanced trade, but also a
byproduct of the functioning of a dollar-centered international financial system.

The paradox is that the forces supporting U.S. financial dominance also amplify global systemic
fragility. The growing concentration of savings, liquidity, and financial valuation in U.S. markets has
left the rest of the world economy structurally more exposed to U.S. asset cycles: U.S. sovereign
debt dynamics, the role of NBFls, tech/Al equity valuation cycles, and private credit. In this context,
disruptions in Treasury markets, or sharp corrections in high-value asset classes, could quickly
transmit financial and liquidity shocks across the global economy.

V. GLOBAL RISKS AND GEOPOLITICAL
FRAGMENTATION

The U.S. imbalance is aggravated by structural imbalances in other major economies—particularly
China—and by geopolitical fragmentation. After all, trade, finance, and protectionism are deeply
intertwined. Global imbalances do not result solely from excess consumption and debt in the U.S.,
but also from the persistence of economic models that rely excessively on high savings, trade
surpluses, and external demand in creditor economies.

China provides a particularly illustrative example. The weight of household consumption remains
relatively low—around 40% of GDP, compared to over 65% in the United States. As a result,
China maintains exceptionally high levels of domestic savings. For years after the global financial
crisis, this savings surplus was partially absorbed by the real-estate sector. With the weakening
of that cycle, a growing portion of capital has been directed toward expanding industrial and
manufacturing capacity, especially in strategic sectors. Given the relative insufficiency of domestic
demand, a significant share of Chinese manufacturing capacity has once again become dependent
on foreign markets. In 2025, China's trade surplus in goods reached a record $1.2 trillion, while its
current-account surplus amounted to roughly $735 billion (about 3.5% of GDP), according to the
World Bank. These surpluses reflected not only the competitiveness of Chinese manufacturing,
but also the structural difficulty of converting exceptionally high domestic savings into domestic
consumption. Consequently, a significant share of Chinese production continues to depend on
foreign demand.

In the current context of imbalances, the main surplus countries remain the same as in the pre-
2008 period—China, Germany, Japan, and oil exporters—while the U.S. remains the primary net
borrower of global savings. The problem is that these imbalances have begun to interact directly
with geopolitical rivalry, industrial competition, and protectionist pressures. In domestic U.S.
politics, anti-China rhetoric represents a delayed reaction to the first ‘China shock’—the effects of
China's rapid integration into the global economy in the 2000s, which contributed to the loss of
manufacturing jobs in the U.S. Today, this legacy fuels resistance in the U.S. and other advanced
economies against Chinese advancement in higher value-added and advanced technology sectors,
such as Al, electric vehicles, and semiconductors.
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Meanwhile, coordination among major economies has become more difficult. Disagreements
between the U.S. and Europe over industrial policy, trade, technology controls, and economic
security have complicated efforts to pursue common approaches to global economic challenges.
The conflict in the Persian Gulf has added further uncertainty by increasing volatility in energy
markets and reinforcing concerns about supply-chain resilience (Canuto, 2026). More broadly, the
rise of strategic competition between major powers has weakened the cooperative environment
that supported earlier efforts to manage global imbalances. Unlike previous periods, when
policymakers could at least aspire to coordinated adjustment, governments today increasingly
view economic policy through the lens of national security and geopolitical rivalry.

This shift has major economic consequences. As countries place greater emphasis on resilience,
strategic autonomy, and economic security, they increasingly rely on industrial policies, trade
restrictions, export controls, investment-screening mechanisms, and the reconfiguration of
supply chains. While these measures may advance national objectives, they often do so at the
cost of lower economic efficiency and higher production costs. The result is a global economy
characterized by more expensive supply chains, reduced gains from specialization, and more
persistent inflationary pressures. Fragmentation also reduces the willingness of governments to
undertake the coordinated macroeconomic adjustments needed to address global imbalances.
This combination of persistent imbalances and weakening international cooperation raises the risk
of a disruptive adjustment through trade tensions, financial instability, or slower global growth,
rather than through coordinated policy action.

In March 2026, a report for the French G7 presidency (Bai et al, 2026) on the risks associated
with contemporary global imbalances, outlined what would be required for an orderly adjustment.
There was relative academic consensus around five recommendations:

Recommendation Rationale / Degree of Consensus

United States: reduce fiscal deficit Broad consensus. The U.S. savings-investment imbalance is
a structural cause of the external deficit.

United States: strengthen financial Consensus. Regulating NBFIs and managing the Treasury
stability market are urgent priorities.

China: expand social spending Technical consensus, but politically difficult to implement;
and safety nets would reduce excessive precautionary savings.

EU: deepen capital-markets Consensus (Draghi Report); would create a partial
integration alternative to the dollar as a safe asset.

Preserve central bank Unanimity, including in reaction to pressures from the
independence Trump administration on the Fed.

An orderly adjustment would therefore require a simultaneous combination of U.S. fiscal
consolidation, expansion of Chinese domestic demand, and greater European investment.
Without some degree of macroeconomic coordination, the risk is that the system will continue to
generate financial fragility, trade fragmentation, and rising political instability simultaneously. In
an environment of growing geopolitical fragmentation, however, it is difficult to assume that it will
be possible to reproduce macroeconomic coordination mechanisms similar to those observed in
earlier periods, such as the Plaza Accord, or the post-2008 framework within the G20.
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VI. FINAL CONSIDERATIONS

Current imbalances have begun to interact with geopolitical rivalry, industrial competition, and
economic fragmentation. In the U.S., Donald Trump's administration seeks to reduce the trade
deficit through tariffs, export subsidies, and incentives for reindustrialization. At the same time,
it maintains high fiscal deficits, driven in part by defense expenditures boosted by geopolitical
tensions, and a strong dependence on foreign capital, which limits its ability to structurally reduce
external imbalances.

The rivalry between the U.S. and China has also widened disputes over technology, supply chains,
and economic security. Meanwhile, conflicts in Ukraine and the Persian Gulf increase uncertainty
over energy, inflation, and trade. In times of tension, investors seek assets deemed safe, further
reinforcing the demand for dollars and U.S. government bonds.

Europe still lacks sufficiently integrated financial markets to offer an alternative to the dollar as the
primary destination for global savings. In China, the high level of precautionary savings, relatively
low domestic consumption, and an aging population continue to reinforce its dependence on
investment, industry, and exports to sustain economic growth.

The report to the G7 French presidency (see previous section; Bai et al, 2026) indicated a path
toward an orderly adjustment: gradual reduction of U.S. fiscal deficits; strengthening of U.S.
financial stability; stimulation of domestic consumption in China; deepening of European financial
integration; and preservation of central bank independence. Moreover, Bai et al (2026) suggested
a plausible, relatively benign scenario in which the right unilateral actions would set the incentives
for others to act accordingly, and contribute to a loosely (or implicitly) coordinated solution.

The trouble is that the world economy seems increasingly less capable of producing the minimum
degree of political coordination necessary to implement these solutions. Moreover, the dollar-
centered global financial system may fundamentally tilt financial flows in a way that stirs global
imbalances. In this sense, the IMF framework could be overlooking a key feature underlying global
imbalances, which could possibly mean that correction would require more than only adjusting the
identified improper policies. The world remains deeply integrated financially: the dollar remains
dominant, capital flows remain gigantic and volatile, and markets remain interdependent. But
geopolitical rivalry, the absence of a recognized global leadership, protectionism, technological
competition, and strategic fragmentation are eroding precisely the mechanisms of cooperation
that helped stabilize after previous crises. Perhaps this is the primary tension of the contemporary
international economy: financial globalization survives, but the political convergence that once
underpinned the economic order seems increasingly fragile.

U.S. deficits (both public and trade) and financial markets continue to function as the primary
anchor of international trade and the international financial system. However, one must consider a
deeper issue: the possibility that domestic U.S. politics may no longer support the stabilizing role
historically associated with dollar hegemony, and the post-1945 economic order. Unlike previous
cycles, current imbalances are unfolding in an environment marked simultaneously by strategic
rivalry between the U.S. and China, domestic American political polarization, competition over
industrial policies, geopolitical fragmentation, shocks in energy markets, the increasing use of
economic sanctions, and U.S. fiscal deterioration.
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The international system remains deeply integrated financially, but increasingly less capable of
producing political coordination compatible with that level of economic integration. This tension
perhaps constitutes the core structural dilemma of the contemporary international economy. The
result is a world in which globalization persists, but the consensus of the liberal order does not.
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