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Abstract

International payment imbalances are usually discussed in the context of the U.S. -
China relations. However, it is worth noticing that apart from China also Germany and
Japan and many other countries (mainly raw-material exporters, such as Russia, Saudi
Arabia, etc.) belong to surplus countries. Germany and Japan are characterized by specific
features among which high international competitiveness in comparison to other countries
prevails. It is their competitiveness that accounts for their success and their vital role in
international payment imbalances both in the EU and globally.
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Introduction

International payment imbalances are one of the crucial problems in modern
global economy.

K. Lutkowski writes about payment imbalances in the USA - East Asia - Eu-
rope triangle. According to him it is ,,a kind of triangle whose sides stand for the
directions of the largest capital and trade flows in the world” (Lutkowski 2006,
p. 425). Usually this phenomenon is discussed in the context of relationships be-
tween the United States and China. It must be noted, however, that payment im-
balances appear also in the relationships between Germany and the United States,
and Germany and the majority of the EU countries (including the euro area), as
well as between Japan and the United States, and Japan and the EU countries.
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versity of Technology and Humanities in Radom, s.bukowski@pr.radom.pl
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In view of the above said a question can be posed about the causes of inter-
national payment imbalances in the relationships between Germany and Japan
on the one hand and the United States and the majority of the EU countries on
the other.

Concept and causes of international payment imbalances

International payment imbalance indicates a long-term current account im-
balance and possibly the balance of payments imbalance (the positive balance of
official reserves) between a given country (region) and other countries (regions).

The literature on the subject offers numerous hypotheses accounting for the
causes and mechanism of international payment imbalances in the relationships
between the United States — Asian countries — EU countries. The ones which de-
serve a mention are: the ,,Bretton Woods II” hypothesis, the global savings glut
hypothesis, the global investment drought hypothesis, the negative US savings
rate hypothesis, the Asian 1990s crisis effect hypothesis, the hypothesis of shocks
affecting relative investment attractiveness of economic areas, the hypothesis of
the optimal level of the current account deficit in the intertemporal approach,
the hypothesis of changes in the asset and liability valuations and differences in
return rates, and theories questioning correctness of imbalance measurements.
A paper by K. Rybinski contains a very good overview of these hypotheses and
theories and their critical analysis (Rybinski 2006). Discussing them here does
not seem justified as this has already been done by the quoted author. The criti-
cal analysis of the international payment imbalance hypotheses and theories can
also be found in K. Lutkowski’s paper (Lutkowski, 2006, p. 448).

Among the causes of international payment imbalances the following are listed:
on the one hand - low savings and high levels of consumption in the United States;
on the other hand - low domestic absorption and low consumption levels at grow-
ing savings in China and other East Asian countries as well as poorly developed
financial markets in the latter making investment of amassed savings difficult.
Consequently, on the one hand we deal with growing US current account deficit,
on the other hand - with the inflow of capital in the form of portfolio investments
(mainly in American treasury bonds, but also in shares of American companies)
and direct investments in the United States. In the literature on the subject one
can easily find opinions that ,,Capital does not flow to the United States because
it is ,sucked in” there by some kind of lack of savings (because to put the record
straight, there is no such lack), but it is directed there because it is attracted by
the advantages of that place”(Lutkowski 2006, p. 449). American economy is par-
ticularly attractive for investors from Asian and oil countries and partly for some
European countries on account of its specific qualities: high competitiveness, eco-
nomic freedom, spirit of entrepreneurship, protection of the right of ownership,
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high development of technology, labor mobility, market flexibility and relatively
dynamic economic growth as for a highly developed country. All these account
also for the credibility of the American dollar despite its exchange rate fluctuations
in the last decade. It is also important that the American debt is entirely denomi-
nated in dollars. Approximately 80% of official foreign exchange reserves of central
banks worldwide are also kept in dollars (Lutkowski 2006, p. 425).

On the other hand, in the European Union we deal with the division into
countries indicating a current account surplus and those indicating a current
account deficit. The main surplus country is Germany, a country where the cur-
rent account surplus in transactions with the rest of the world, including also
the EU countries, has been maintained with some short intervals since the so
called ,,economic miracle” of the 1960s. It seems that the key to the explanation
of this phenomenon is a relatively high rate of domestic savings in comparison
to other highly developed countries as well as high international competitive-
ness of German economy. A relatively high fiscal discipline should be added to
all the previously mentioned factors.

The high level of international competitiveness appears to be one of the cru-
cial factors in achieving a long-term surplus in the current account by Japan.
Another crucial factor is also a tendency for saving and a relatively lower than
in other countries consumption and demand for imports.

Position of Germany and Japan, as surplus countries, in world economy

For many years, Germany has indicated a current account surplus in trans-
actions with the rest of the world and EU-27 countries. A similar situation has
been noted in Japan (see: Table 1, Fig. 1).

Within the framework of the European Union Germany holds a position of
a surplus country, like Austria, the Netherlands, Finland and Sweden. The main
reason for this is the high international competitiveness of these countries’ econo-
mies and their exports. This refers in particular to Germany. In the Global Com-
petitiveness Report 2010-2011, Germany is ranked 5" for its international com-
petitiveness, just behind Switzerland, Sweden, Singapore and the United States
and ahead of such countries as Finland, the Netherlands, Denmark and Austria
(the latter is ranked 18™)". The factors that contribute to this are a relatively high
position in economic freedom ratings (at 23" position)?, relatively stable economy
and economic policy and, in particular, a relatively high level of fiscal discipline.

ISee: Global Competitiveness Report 2010-2011, Klaus Schwab, World Economic Forum,
Geneva Switzerland 2010.

%See: www.heritage.org/index/ranking.
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Fig. 1. Current account balance for Germany, US and Japan with the rest of the
world in the years 1999-2009 (millions, EUR)

Source: compiled by the author on the basis of data included in Table 1.

German economy is also characterized by a high level of innovation, which
is reflected in the share of high-tech goods in exports (See: Table 2).

Table. 2. Exports of high - tech products in EU countries and top EU trade part-

ners - share of global high-tech product exports in the years 2007-2008
(SITC, including exports within the EU) (%)
Country/year 2007 2008

Belgium 1.406 1.549

Bulgaria 0.032 0.039

Czech Republic 0.852 1.003

Denmark 0.593 0.605

Germany 8.445 8.689

Estonia 0.042 0.045

Ireland 1.539 1.475

Greece 0.055 0.072

Spain 0.528 0.566

France 4.229 4.753

Italy 1.476 1.546

Cyprus 0.010 0.015

Latvia 0.019 0.023
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Table 2. Contd

Country/year 2007 2008
Lithuania 0.062 0.074
Luxembourg 0.357 0.431
Italy 1.003 1.061
Malta 0.072 0.063
Netherlands 4.954 4.980
Austria 0.895 0.949
Poland 0.210 0.352
Portugal 0.165 0.165
Romania 0.070 0.129
Slovenia 0.068 0.086
Slovakia 0.144 0.166
Finland 0.776 0.807
Sweden 1.151 1.199
UK 3.495 3.356
Norway 0.220 0.282
Switzerland 1.706 2.012
Russia 0.213 0.264
Canada 1.547 1.463
United States 11.640 12.047
Mexico 1.627 2.082
Brazil 0.468 0.256
China (excluding Hong Kong) 16.859 18.367
Hong Kong 6.067 6.914
Japan 6.315 6.136
Indonesia 0.248 0.263
South Korea 5.146 :
Malaysia 2.270 2.055
Philippines 1.275 1.166
Singapore 5.430 5.957
Thailand 1.598 1.569
India 0.295 0.370
Israel 0.154 0.463
Other Asian countries 2.900 2.897
Australia 0.182 0.210

Source: compiled by the author on the basis of the EUROSTAT data.

Japan, like Germany, has a status of a surplus country in the world economy
(see: Table 1 and Fig. 2). Again the main factor contributing to this status is the
high international competitiveness of Japanese economy in comparison to the
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rest of the world (6 position in the Global Competitiveness Report 2010-2011
ranking®) despite economic stagnation observed since the beginning of the 21¢
century and during the 2008-2009 recession.

Japan also belongs to economies characterized by considerable innovation
and a high share of high-tech products in global exports of high-tech products.
It is also noteworthy that high-tech exports constitute a significant share in total
exports of Germany and Japan (see: Table 3).

Table. 3. Exports of high-tech products as a share of total exports of EU-27
and selected countries in the world in the years 2007-2008 (%)

Country/year 2007 2008
European Union - 27 15.965 15.363
Belgium 6.627 6.796
Bulgaria 3.49 3.573
Czech Republic 14.128 14.142
Denmark 11.689 10.752
Germany 12.988 12.439
Estonia 7.812 7.491
Ireland 25.732 24.282
Greece 4.737 5.878
Spain 4.238 4.162
France 15.569 16.365
Italy 6.002 5.95
Cyprus 14.64 19.089
Latvia 4.617 4.632
Lithuania 7.338 6.518
Luxembourg 32.403 35.211
Hungary 21.358 20.238
Malta 47.825 44.993
Netherlands 18.278 16.16
Austria 11.112 10.838
Poland 3.04 4271
Portugal 6.523 6.127
Romania 3.504 5.402
Slovenia 4.621 5.192
Slovakia 4.997 4.831
Finland 17.519 17.331

3 See: Global Competitiveness Report 2010-2011, Klaus Schwab, World Economic Forum,
Geneva Switzerland 2010.
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Table 3. Contd
Country/year 2007 2008

Sweden 13.844 13.535
UK 16.173 15.113
Iceland 1.644 1.634
Norway 3.276 3.284
Switzerland 20.148 20.766
Russia 1.226 1.168
Canada 7.479 6.647
United States 20.344 19.185
Mexico : 14.776
Brazil 5914 2.674
China, excluding Hong Kong 28.13 26.614
Hong Kong 35.285 38.657
Japan 17.963 16.255
South Korea 28.15 :

Singapore 36.865 36.47
Thailand 21.147 18.462
Israel 5.771 15.611
Australia 2.661 2.327

Source: compiled by the author on the basis of the EUROSTAT data.

The positive current account balance of Germany and Japan in transactions
with the rest of the world is accompanied by the negative financial account bal-
ance (see: Table 4 and Fig. 2).

It is connected with considerable foreign direct investments and portfolio
investments of both countries. One of the areas of large direct investments for
both countries is the United States. Direct investment balances for both coun-
tries in transactions with the United States are positive and fairly high (see: Fig-
ure 3). During the 2007-2009 recession, the positive balance of German direct
investments in relationships with the United States was maintained at an almost
unchanged level, whereas in the case of Japan it increased significantly.

Japan and Germany are also among the main holders of the US government’s
treasury securities. It must be mentioned that as far as the value of the owned
treasury securities is concerned, Japan holds the second position, just behind
China, whereas Germany is the fourteenth (see: Table 5).
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Fig. 2. Financial account balance for Germany, United States and Japan in trans-
actions with the rest of the world in the years 1999-2009 (millions, EUR)

Source: compiled by the author on the basis of data included in Table 2.
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Fig. 3. Balance of direct investment account for Germany and Japan in transac-
tions with the United States in the years 1999-2009 (millions, EUR)

Source: compiled by the author on the basis of the EUROSTAT data.
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Table. 5. Major foreign holders of US government’s treasury securities in the years
2009-2010 (as of end of the month)

Country/year 2009 Share 2010 Share
November bn USD % November bn USD %

China 929.0 25.3 895.6 20.6
Japan 754.3 20.6 877.2 20.2
UK 155.5 4.2 511.8 11.8
OPEC countries 202.6 5.5 210.4 4.8
Brazil 165.8 4.5 184.4 4.2
Caribbean bank centers 123.2 3.4 146.3 3.4
Hong Kong 142.1 3.9 138.9 3.2
Canada 50.7 1.4 134.7 3.1
Taiwan 115.4 3.1 131.1 3.0
Russia 151.4 4.1 122.5 2.8
Switzerland 89.6 2.4 100.6 2.3
Luxembourg 80.2 22 81.0 1.9
Thailand 29.6 0.8 65.7 1.5
Germany 48.7 1.3 60.4 1.4
Singapore 37.5 1.0 59.4 1.4
Ireland 43.1 1.2 4.1 1.0
South Korea 40.2 1.1 41.5 1.0
India 34.5 0.9 40.7 0.9
Total value of treasury
securities owned by 3669.0 1.0 4348.8 1.0
foreign investors

Source: compiled by the author on the basis of the data of the U.S. Bureau of Economic
Analysis.

When compared to the United States, both countries are characterized by
a higher share of gross domestic savings in GDP (see: Fig. 4). A drop in the
share of gross domestic investments in German and Japanese GDP in the last
decade accompanied by a growing share of savings in GDP must have been re-
lated to increased foreign direct investments in the US economy and portfolio
investments of financial institutions the object of which were, among others,
American treasury bonds (see: Fig. 5).

Germany and Japan are characterized by a gross public debt to GDP ratio
higher than 60%. In the case of Japan this indicator considerably exceeds 100%
(see: Table 6).
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Fig. 4. Gross domestic savings as a percentage of GDP - Germany, Japan and the
US in the years 1999-2009 (%)

Source: compiled by the author on the basis of the EUROSTAT data
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Fig. 5. Gross investments as a percentage of GDP - Germany, United States and
Japan in the years 1999-2009

Source: compiled by the author on the basis of the EUROSTAT data
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Table. 6. Consolidated public sector balance sheet, public debt, the current ac-
count surplus/deficit as a percentage of GDP (%)

Country/Year | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Germany

Public sector

balance sheet -7y 13| -28| -37| -40| -3.8| -33| -1l6| 02| 00| -3.1

Public debt 609| 59.7| 588 60.4| 639] 657| 68.0| 67.6| 64.9| 663| 735
Currentaccount| ;5| -1 o0l 20| 19| 47| 51| 65| 76| 67| 49
balance

Japan

Public sector

-74| -76| -63| -80| -80| -6.2| -48| -40| -24| -4.1| -10.2
balance sheet

Public debt 133.8 | 142.1 [ 151.7 | 160.9 | 167.2 [ 178.1 | 191.6 | 191.3 | 187.7 | 194.7 | 217.6
Currentaccount| o » 6l 21| 29| 32| 37| 36| 39| 48| 32| 28
balance

United States

Public sector

balance sheet -03| -39| -49| -44| -32| -20| -2.7| -6.7| -129

Public debt 60.8| 548 547| 57.1| 604 61.4| 61.6] 61.1| 62.1| 71.1| 843
Currentaccount| 5| 451 39| 43| 47| -53| 59| 60| 51| 47| -27
balance

Source: OECD data

Despite this, the economies of Germany and Japan are regarded as cred-
ible by investors who willingly invest in treasury bonds issued there. Both their
economies and treasury bonds of these countries are assessed very well in S&P
ratings (see: Table 7).

Table. 7. Standard & Poors rating— Germany, Japan, United States and China in

January 2011
Country Domestic rating Foreign rating T&C Assessment
Germany AAA AAA AAA
Japan AA- AA- AAA
United States AAA AAA AAA
China AA- AA- AA-

Source:www.standardandpoors.com/ratings/sovereigns/ratingslist/en/us/?sectorName=Go
vernments&subSectorCode=39&start=0&range=50

In spite of the fact that in the last decade in both countries public debt has
increased in relation to GDP, they do not have problems with placement of new
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bond issues in financial markets and German bonds are still treated as bench-
mark reference and are used for international comparisons.

As a result, when combined with considerable financial reserves, the position
of the two countries in global economy, both in the sphere of real flows as well
as financial ones, is unshakeable.

Conclusions

The preliminary analysis conducted in this work seems to confirm some re-
search hypotheses.

Maintaining the current account surpluses by Germany and Japan in transac-
tions with the rest of the world including the United States is a result of a high
level of international competitiveness of both economies, including exports.

American economy is attractive for investors from both countries which is
connected with a relatively high balance of foreign direct investments in trans-
actions with the United States.

It seems unlikely for the situation of payment imbalances between Germany
and Japan on the one hand and the rest of the world on the other to be dan-
gerous either for the two countries in question or global economy. A payment
imbalance between Germany and other EU countries has been noted for years.
A similar situation has also been observed in the relationships between the
Netherlands, Austria, Denmark and France (in some years) — and the remain-
ing EU countries. Such a situation can be accounted for by differences in the
international competitiveness levels among economies of the above mentioned
countries and the remaining member countries, different stages of their eco-
nomic advancement and differences in economic policy stability.
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