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Trade Accounts as Proxies for Current 
Account Balances

• Since intra-euro area current account data do not 
exist, we use bilateral trade data to construct 
balances vis-à-vis the euro area and the rest of the 
world.

• Global trade and current account balances are highly 
correlated except for Ireland (income balance).



Trade Accounts as Proxies for Current 
Account Balances

Adjustment dynamics are similar to current accounts (see Commission, 2010)



Intra-  and extra-euro  area  balances

Average

 
balances

 
have

 
been

 
of opposite

 
sign

 
since

 
the

 
mid-1990s



Intra-  and extra-euro  area  balances

Imbalances

 
are

 
larger within

 
the

 
euro

 
area

 
than

 
with

 
the

 
rest

 
of the

 
world.



Intra-  and extra-euro  area  balances

Surpluses

 
within

 
the

 
euro

 
area

 
do not

 
imply

 
overall

 
surpluses…
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…

 
and surpluses

 
with

 
the

 
rest

 
of the

 
world

 
do not

 
imply

 
surpluses

 
with

 
the

 
euro

 
area



Intra-  and extra-euro  area  balances

The

 
correlation

 
between

 
intra

 
and extra balances

 
is

 
generally

 
weak.
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Intra-  and extra-euro  area  balances

• Intra
 

balances
 

have
 

little
 

information
 

value
 

for
 

extra 
balances

 
and vice

 
versa.

• Global current
 

account
 

balances
 

are
 

not
 

helpful
 

to 
judge

 
macroeconomic

 
imbalances

 
in the

 
euro

 
area.



Determinants
 

of trade
 

balances

• Trade balance
 

relative to GDP

• Euro-12 plus DK, SE, UK

• Annual
 

data

• 1981-2006



Determinants  of intra  balances

Within

 
the

 
euro

 
area, balances

 
follow

 
differences

 
in per-capita

 
GDP.

This

 
effect

 
has become

 
stronger

 
since

 
the

 
start of EMU.

For DK, SE, and UK, the

 
effect

 
is

 
not

 
there.



Determinants  of intra  balances

The

 
effect

 
of fiscal

 
balances

 
is

 
small

 
and insignificant

 
when

 
time dummies

 
are

 
used.



Determinants  of intra  balances

The

 
results

 
are

 
similar

 
for

 
bilateral trade

 
balances



Determinants  of extra balances

Balances

 
with

 
ROW follow

 
differences

 
in per-capita

 
GDP. No euro

 
effect.

The

 
effect

 
has become

 
stronger

 
for

 
non-euro

 
countries

 
after

 
1999.



Competitiveness

• Relative unit
 

labor
 

cost

• Euro-area
 

average
 

as basis

• 1981 = 100



Competitiveness

Changes

 
in competitiveness

 
have

 
remained

 
small

 
for

 
most

 
countries.

Even for

 
Sweden, Portugal and Greece, most

 
changes

 
occurred

 
before

 
1995



Competitiveness

The

 
effect

 
of RULC is

significant

 
but

 
small

 
when

accounting

 
for

 
GDP per capita

Even for

 
Portugal and Greece,

RULC explains

 
at most

 
1.1% of

the

 
increase

 
in intra

 
balances.

Results

 
for

 
GDP per capita

Remain

 
unchanged.

No euro

 
effect



Competitiveness

No effect

 
of RULC when

Time dumies

 
are

 
used.

Small effect

 
for

 
DK, SE, UK.



Conclusions

• Without
 

data
 

for
 

intra-euro
 

area
 

current
 

accounts, policies
 addressing

 
imbalances

 
are

 
likely

 
to be

 
misguided.

• But
 

there
 

may
 

be
 

political
 

reasons
 

for
 

not
 

constructing
 

such 
data.



Conclusions

• Intra-euro
 

area
 

capital
 

flows
 

promise
 

to promote
 convergence.

• Where
 

they
 

have
 

adverse
 

macro
 

economic
 

effects, these
 should

 
be

 
addressed

 
by

 
improved

 
financial

 
market

 
regulation.

• Competitiveness
 

contributes
 

little
 

to explaining
 

imbalances.

• Policies
 

addressing
 

competitiveness
 

are
 

not
 

promising
 

to 
reduce

 
imbalances.
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