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1. What is international macroeconomics?

1.1 Closed vs open macroeconomy 

Globalization

Mobile K and external imbalances

1.2 State of the international economy

Before a multilateralist system

Post-war multilateral institutions 

UN; International Monetary Fund (IMF); World Bank 

(WB); and World Trade Organization (WTO) / GATT

• Coordinate global governance

• Monetary and financial stability

• Reduce poverty thru growth and development

• Promote trade



Challenges to the multilateral order 

• Global political/economic architecture in decay

• Alternative institutions/arrangements - multipolarity

• Little multilateral appetite to address global problems 

Int’al macroeconomic problems

• Macro imbalances ↑

• US role in financial system and $

• US sanctions, Chinese coercion,

    and the EU’s leadership limitations  

3

Economist, “Aid finance: Stretched thin”, 

14 Dec 2024, p. 60-1.

What is international macroeconomics, continued . . .
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What is international macroeconomics, continued . . .

Fin Times, “Embattled future of global trade 

policy”, 13 May 2015, p. 9, by M. Wolf

Trade and DGP growth
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Export as % of GDP 2011

5
Source: Economist, Economic and Financial Indicators, 

“Trade Balance”, 16 Apr 2011,  p. 94

What is international macroeconomics, continued …

Economist, “International Trade: Boxed In”, 8 

Sep 2012, p. 59

Trade balance, 2010 $bn 



Trends in international capital flows

Foreign investment assets, % global GDP

6

Economist, “Railroads and hegemons”,  12 Oct 2013, p. 5.
BIS, Changing patterns of capital flows”, CGFS Papers, 

no. 66, May 2021, https://www.bis.org/publ/cgfs66.pdf

What is international macroeconomics, continued …



Capital flows to developing countries

• Foreign investment, by types, and relative to GDP

• Importance of remittances: a proxy for L migration?

7

Economist, “Remittances: Like manna from 

heaven”, 5 Sep 2015, p. 65-6.
Economist, “The world as a single machine”, 

survey of manufacturing, 20 Jun 1998, p. 3-5.

What is international macroeconomics, continued …



What is international macroeconomics, continued . . .

Trade and economic growth

8https://www.cato.org/publications/trade-balance-winning-trade#empirical-evidence

Statistically, the 

two series are 

indistinguishable 

from being 

uncorrelated.



Trade and employment

9https://www.cato.org/publications/trade-balance-winning-trade#empirical-evidence

Statistically, the 

two series are 

weakly correlated, 

but the relation is 

opposite of what 

is argued, i.e., the 

correlation is that 

when the trade 

deficit increases, 

unemployment 

decreases. 

What is international macroeconomics, continued . . .



Taxing imports is taxing exports – Lerner symmetry
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Businesses are consumers too
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What is international macroeconomics, continued . . .



1.3 National income accounting: closed / open economy

      Y = C + I + G + (X – M)

BOT: (X – M)

Value of external transactions (trade sector)

Interpret meaning of +/- BOT

What are a country’s domestic macro policy objectives?

Is +/- BOT related to domestic macroeconomy?

12

What is international macroeconomics, continued . . .



1.4 Trends in BOT = (SP – I) – (G – τ)

Current-account (CA) balances, % of GDP

13

What is international macroeconomics, continued . . .
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Savings and investment

Comparison of gross domestic savings rates, % of GDP
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What is international macroeconomics, continued . . .

Asia: large stockpile of savings  

Positive net savings rates 

sustained over decades

In early 2000s, US Fed Chief, 

Bernanke argued of “savings 

glut” flooding into US bond 

mkts depressing long-term real 

interest rates.

Underlying cause of housing 

booms in the US, Ireland and 

construction boom in Spain.

Source: Economist, “Asia’s economy: Glut maximus”, 23 Nov 2019, p. 66-7.



Trends in developed economies’ net savings rates

15Economist, "Economics of savings: The shift away from thrift", 7 Apr 2005.

What is international macroeconomics, continued . . .



Savings, I, and CA balance, % of world GDP

• Industrialized countries*
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*Australia, Canada, France, Germany, 

Italy, Japan, UK and the US

Investment > savings

Both trending down 

Negative CA balance

Higher is I > savings 

the more negative is 

CA
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What is international macroeconomics, continued . . .



Savings and I, emerging Asia, % of GDP

17Economist, "Economics focus: Invested interests", 23 Jan 2010.

What is international macroeconomics, continued . . .

Savings > investment

↓ I rates (post Asian 

financial crisis), except 

for China and India

Positive CA balances 

(next slide)



EMEs and net oil exporting countries*, % of world GDP
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*Hong Kong, China, Indonesia, 

Thailand, Malaysia, India, S. 

Korea, Turkey, Russia, Saudi 

Arabia, Norway, Venezuela, 

and Mexico
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Government spending and tax revenue

Gov’t spending, developed countries, % of GDP
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What is international macroeconomics, continued . . .

• Average is of Norway, Switzerland, Sweden, 

Germany, Japan, Australia, France, US and UK

Created using Trading Economics website.
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Economist, “Taming Leviathan”, 

Special report on the future of the 

state, 19 Mar 2011, p. 3-6.



Trends in G > T, OECD countries

20
Source: Economist, “The Economist at 175: Reinventing liberalism for the 21st century,” 

15 Sep 2018, p. 50.

What is international macroeconomics, continued . . .



Budget balances (T-G), developed economies, % of GDP

21

Sweden and Germany: 

(G-T) ↑↓ 

Persistent budget deficit:

US and UK

Japan since its property 

bubble in 1990s
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Budget balances (T-G), emerging Asia mkt, % of GDP

22

* Average of China, 

India, Thailand, 

Indonesia, Malaysia 

and Philippines

What is international macroeconomics, continued . . .

Saudi Arabia
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Cases of persistent twin deficits: -BOT; -(G-T) as % of GDP
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What is international macroeconomics, continued . . .
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The domestic 

counterpart to the US 

–BOT has been 

chronic fiscal deficits 

(G>T).

 - HH have been in 

surplus since 2008

- Firms have been in 

surplus since 2000



Macroeconomic imbalances

Trump and US-EU trade: “EU created to screw over the US”

• -BOT in TIG but + TIS

• CA ≈ 0

24
Financial Times “The costs of Trump’s global order assault”, by M. 

Wolf, 5 mar 2025, p. 17..

What is international macroeconomics, continued . . .

Economist, “The German economy: 

Beyond repair?”, 23 Nov 2014, p. 23-5.



Rebalancing: case of China

• Pre-GFC: 2000-07: (X-M) > 0 ↑ to 10% of GDP

• 1st rebalance: ↓ dependence on X for growth

⬧ ↓ (X-M) to 2% of GDP; ↑ I  ≈ 50% of GDP

⬧ ↓ C as % of GDP (unable to rebalance by ↑ C)
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What is international macroeconomics, continued . . .



• 2nd rebalance: geopolitical strategy (decoupling) 

⬧ Concern with ↑ I 

⬧ Overcapacity and need to X

⬧ Peak I in 2011; K stock not out of line

⬧ Greater self-sufficiency but ↑ C  ≠  ↑ Q

⬧ From 2018 ↑ C in services, ↓ TIS deficit

26
Economist, ”“Free exchange: A reasonable 

supply", 30 Nov 2013

Economist, “Fortified but not enriched”, briefing on China’s 

place in the world economy, 28 May 2022, p. 13-5.

What is international macroeconomics, continued . . .

↓ trade reliance with West



• Macro consequences: overcapacity and intra-regional competition

27

Rebalance from X-led growth along coast, to I 

in inland areas. 

State-directed model of debt-fuelled I – risk of 

inefficient resource allocation and crowding out 

effects. Investors put money in housing as well 

as factories; gov’t directed I in infrastructure.

2021: property bubble burst and China leaned 

more heavily on I, manufacturing, and X. 

↑ G>T  but not focused on ↑ C

Local gov’ts have also ↑ I in industry and 

infrastructure to offset weak property mkts

   - empty factories / duplicate capacity

   - intra-regional competition and weak local C 

Economist, “China’s economy: An ample supply of promises”, 27 Jul 2024, p. 47-8.

Financial Times, “China’s profitless investment boom”, 29 Jul 2025, p. 15.

Source: Statistica database

What is international macroeconomics, continued . . .

China’s overcapacity is a global 

challenge, not just for the US and 

EU, but for other emerging mkt 

economies (Brazil, India)
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Case of Germany, twin surpluses in 2010s 

28

Sources: Economist, “Rebalancing the world economy: Germany”, 9 Aug 2009 and    

“Germany: Are the black zero’s days numbered?”, 16 Nov 2019, p.23-4.

High 

unemployment 

and soaring 

debt were a 

cost of 

reunification

Germany’s post-reunification 

“economic miracle” of 2010s 

reflected an obsession with its 

budget balance commitment, 

“schwarze null”, i.e., low debt 

levels.

The 2010 “debt break” limited 

gov’t structural deficit to 0.35% 

of GDP and no deficits in the 16 

regions. 

Germany defended its policy in 

that in 2019 it had 9 years of 

growth & its highest employ 

since reunification.

What is international macroeconomics, continued . . .



• Savings and private and state net investment, €mln

⬧ Savings > I and ↓ I lower since 2000

⬧ ↓ net value of state assets:  2002-07 and after 2012

29

Economist, “German economy: No new deal”, 14 Feb 2015, p. 19-20 and               

“Public investment: The Germany that doesn’t work”, 17 Jun 2017, p. 24-5.

Downside of miracle: 

lowest rank of all rich 

economies in 

infrastructure 

investment (roads, 

bridges and rail in 

poor state of repair, 

slow internet 

connection). 

2020s: under-I at low 

interest rates hurt; 

dependence of 

Russian energy had 

high cost; exposed to 

the rise of China’s 

exports (e.g., EVs).

What is international macroeconomics, continued . . .



Eurozone rebalancing, 2004-07 and 2017

• External imbalances: move to overall surplus 3.6% of GDP, $442bn

• Internal balancing: crisis countries stabilized by ↓ -BOT (or +BOT)

30Source: Economist, “Free exchange: A question of balance”, 25 Aug 2018, p. 58.

Ireland: ↑ X and 

competitiveness

Greece: ↓C, I, M 

What is international macroeconomics, continued . . .



1.5 Balance-of-payments (BOP)

BOP = BOT – net K-flow [K-out – K-in] - ∆R ≡ 0

Components

Relation among them

BOP positions

Case of US

• Overall position

31

What is international macroeconomics, continued . . .

https://www.cato.org/publications/

trade-balance-winning-

trade#empirical-evidence



• US BOP trends between LDCs and OECD countries

http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_031.jpg

http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_032.jpg

http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_032.jpg

US current acct balancesUS capital acct balances

http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_031.jpg

+ US K-acct balance

Current acct balances

Capital acct balances

- US current acct balanceFrom 1995, the US had an overall –CA that was 

offset by K-inflows.

LDCs and OECD countries had overall +CA with 

the US that were offset by K-outflows to the US.

What is international macroeconomics, continued . . .

http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_031.jpg
http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_032.jpg
http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_032.jpg
http://econlib.org/library/Enc/art/lfHendersonCEE2_figure_031.jpg


EU-China BOP position

33

EU imports EU FDI outflows

EU Inflows of FDI 

EU FDI inflows 

from China

EU’s import-export with China, €bn EU’s FDI with China, net investment, €bn

EU exports

Export Import Balance EU outflows of FDI 

Fin Times, “EU-China: Europe’s new realism on China”, 21 Mar 2019, p. 7. 

- EU current acct balance

+ EU K-acct balance

The EU’s –BOT with China is partially offset by net FDI inflows from China.

What is international macroeconomics, continued . . .



Official reserve positions 

US and China’s central bank reserve position

34

What is international macroeconomics, continued . . .
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Relation between BOT and R

35
Economist, “Economics focus: Asia squirrels”, 15 Dec 2005. 

2003-04: CBs financed 83% of 

US – BOT; Asian CBs 

accounted for 86% of US -BOT

↑  BOT → ↑ R

What is international macroeconomics, continued . . .



1.6 International reserve currency

Role of money 

Unit of account

Medium of exchange

Store of value

Purposes of int’al reserves

Necessary conditions

Benefits and costs of $ as a reserve 

36

What is international macroeconomics, continued . . .



• Network effects and indicators of strength (as a reserve currency) 

37

What is an open macroeconomy?, continued …

Despite the €’s launch in the 1990s, the $ was not challenged as the main int’al 

reserve currency to any significant extent

Economist, “Free exchange: long arm of dollar”, 19 May 2018, p. 62; The future of the 

dollar: Passing of the buck”, Special report, 2 Dec 2004, p. 71-3; and “The international 

role of the euro: Euro visions”, 26 Jun 2021, p. 59-60.



• Indicator of $ weakness – US shifts from net lender to net debtor

38

What is an open macroeconomy?, continued …

Economist, “The future of the dollar: Passing of the buck”, Special report, 2 Dec 2004, p. 71-3; 

and “America’s budget: Capital pains”, 7 Jun 2025, p. 10.



Shift from UK sterling to US dollars

39

What is an open macroeconomy?, continued …



What is an open macroeconomy?, continued …

Challenge by the yuan (renminbi)

• China’s economic position: $ vs yuan

• 2016: IMF includes yuan in SDR

• China’s share of US $ reserves is a challenge

40
Economist, “China: A longer march”, Special 

report, the world economy, 3 Oct 2015, p. 12-4

$ is on one side of 9 of 10 

trades in $5trn traded in 

daily currency mkts in 

2017.

Bonds issued by gov’ts or 

firms are mostly in $ if not 

in local currency. 

Economist, “Currencies: Check your 

privilege”, 19 Apr 2025, p. 57-8.



US sanctions on Russia and pushback against $

41

Economist, “Dethroning the dollar”, 18 Jan 2020, p. 63-5; Financial Times, “Global trade: 

Currency warrior”, by S. Fleming, 2 Jul 2019, p. 7. 

Trump administration ↑ the use of 

sanctions and the dollar’s role in them. 

The dollar’s use to extend the reach of 

US law and policy fit Trump’s America 

first agenda. To others this was a 

political weapon and an abuse of US 

power.

Russia and China, on the other end of 

the sanctions, expanded settlement of 

bilateral trade in their currencies. China 

also has ↑ use of sanctions for foreign 

policy purposes.

What is an open macroeconomy?, continued …
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