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As the divergence in current accounts observed in 
the euro area in recent years has been remarkable 
in terms of persistence, it is important to see 
whether the impact on net foreign asset (NFA) 
positions of the observed movements in current 
accounts has also been amplified by valuation 
effects. Therefore, this section analyses the role 
played by valuation effects on the NFA positions 
of euro-area Member States. Valuations effects on 
external assets and liabilities are defined as the 
capital gains/losses on the net external liabilities 
that are due to fluctuations in asset prices and 
exchange rates. Valuation effects can play a 
stabilising role on the NFA position when they 
offset the underlying movements in the current 
account, but also an amplifying role when they 
move in the same direction as the current account. 

As discussed in detail in the section, there are 
several reasons for paying due attention to 
valuation effects within the euro area when 
analysing intra-euro-area adjustment mechanisms. 

First, valuation effects have contributed to a 
persistent deterioration of the NFA position in 
Member States with large current account deficits, 
amplifying the effects of accumulated deficits 
during 1995-2007. These valuation effects, which 
have been particularly persistent, can mainly be 
traced back to fluctuations in equity prices. 

Second, some euro-area Member States that are 
acting as financial intermediation centres and/or 
serve as an investment base for multinational 
companies (e.g. BE, IE) have accumulated large 
gross positions which may lead to large swings in 
NFA positions at times of crisis.  

Third, in the surplus countries, the crisis has 
entailed negative valuation effects which have 

weighed NFA positions. These effects can in part 
be related to adjustments in the pricing of risk on 
securities (e.g. losses due to the sub-prime crisis).  

Some stylised facts on valuation effects in the 
euro area 

Capital gains/losses can offset the current account 
balance, breaking the positive relation between 
the change in the net foreign asset position and the 
current account (see Box V.1 for some 
explanation on the accounting of valuation 
effects). The existence of large accumulated gross 
asset positions in some Member States paves the 
way for potentially very big valuation effects in 
case of large asset price fluctuations as in the 
current financial crisis. Table V.1 shows the gross 
asset positions of the euro-area Member States in  
 

Table V.1: Assets and liabilities with the rest of 
the world, euro-area countries 

(as % of GDP, 2008) 
Country Balance Assets Liabilities

BE 52.1 476.0 423.9
DE 18.2 193.1 174.9
IE -58.5 1335.7 1394.2
EL -88.0 88.8 176.7
ES -79.3 126.8 206.0
FR -6.8 250.0 256.8
IT -9.9 115.1 125.0
NL 42.8 722.1 679.3
AT -8.9 276.1 285.0
PT -99.6 173.9 273.5
SI -33.0 95.0 128.0
SK -43.2 53.9 97.1
FI -4.9 224.7 229.6
Source: Commission services. 

 

Financial globalisation has led to a sharp increase in gross cross-border holdings of foreign assets and 
liabilities. As asset and liability prices fluctuate, the value of the net foreign asset (NFA) position changes. 
Such valuation effects can play an important role as they affect the level of the trade balance needed to keep 
the NFA position stable. Since the launch of the euro, the external assets and liabilities positions of some euro-
area Member States have been subject to significant valuation effects. These valuation effects are mostly 
related to fluctuations in equity prices but also, in some cases, to changes in the prices of other securities. 
Depending on the countries considered they have been of a cyclical or a more structural nature. Three groups 
of countries can be distinguished: (i) since the launch of the euro, current-account deficit countries have seen 
persistent negative valuation effects, which have compounded the deterioration of their NFA; (ii) in contrast, 
valuation effects have only had a modest impact on NFA positions in current-account surplus countries, except 
during the present crisis; (iii) Member States with large gross asset positions can be subject to very large 
swings in their NFA due to valuation effects. 
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2008, which were particularly large in Belgium, 
Ireland and the Netherlands. 

Table V.2 illustrates the importance of valuation 
effects for euro-area Member States. For example, 
in 2008, in Ireland, due to the sizeable gross asset 
positions, the negative valuation component was 
five times bigger than the current account deficit, 
amplifying the negative change in the NFA by as 
much (Table V.2).  
 

Table V.2: Changes in the net foreign assets 
positions and valuation effects, euro-area 

countries (2008, as % of GDP) 

Country Change in 
NFA

Current 
account (1)

Valuation 
effects

BE 21.1 -0.2 21.4
DE 1.9 6.6 -6.2
IE -38.1 -5.1 -29.3
EL 6.7 -12.4 22.9
ES -4.3 -9.1 4.8
FR -18.2 -3.3 -14.1
IT -7.7 -3.1 -4.6
NL 0.5 3.9 -3.1
AT 1.7 3.6 -1.2
PT -7.5 -10.3 3.1
SI -12.8 -6.0 -5.2
SK -6.3 -5.8 -0.4
FI 23.7 2.5 23.8
(1) Current account positions are measured by net lending (+) or 
net borrowing (-) with the rest of the world. This includes the 
capital account balances. 
Source: Commission services. 

 

Developments over time in valuation effects are 
not directly observable in balance of payment 
statistics but can be estimated by comparing NFA 
and cumulated current accounts. An approximate 
measure of the cumulated value of valuation 
effects over a period of time from T0 to T can be 
obtained by taking the difference between the 
NFA and a naïve estimate of the NFA based on 
BoP/National Accounts data. This naïve estimate 
of NFA is obtained by adding the successive 
current accounts from year T0 to the initial NFA 
position in year T0. 

The comparison of naïve estimates of the NFA 
positions and actual NFA data over the period 
running from 1995 to 2008 suggests that valuation 
effects have had three types of effects on net 
external positions depending on the Member 
States considered: i) a moderate negative impact 
in some surplus countries (in particular, DE, NL) 
(Graph V.1); ii) a persistent deterioration of the 

NFA position in some deficit countries (EL, ES, 
and PT) (Graph V.2); and, iii) 'scissors effects' (24) 
in some euro-area Member States which have 
large gross asset positions (e.g. BE, IE) 
(Graph V.3). 

Graph V.1: Net foreign asset (NFA) position 
and cumulated current accounts 

(in billion euro, 1995-2008) (1) 
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(1) The difference between the NFA line and the cumulated 
current accounts line gives the cumulated valuation effect at each 
point in time. 
Source: Commission services. 

In the large euro-area surplus countries (DE, NL), 
valuation effects remained moderate and did not 
play an important role up to the financial crisis. 
However, from 2007 onwards, negative valuation 
effects have been important and have contributed 
to dampening significantly the effect of the 
current account surplus on the NFA position. 

More importantly, for Member States with large 
current-account deficits (EL, ES, PT), the 
negative valuation effects seem to have been 
persistent, amplifying the movements in the 
current account and the deterioration of the net 
external asset position over the period 1995-2007 
(Graph V.2). Since the crisis, these negative 
valuation effects have been subject to some 

                                                        

(24) The "scissors effect" reflects the situation when the net 
foreign asset position rapidly goes from positive to negative 
or the other way round. 
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correction in Greece and, to a much lesser degree, 
in Spain.  

Graph V.2: Net foreign asset (NFA) position 
and cumulated current accounts  

(in billion euro, 1995-2008) (1) 
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(1) The difference between the NFA line and the cumulated 
current accounts gives the cumulated valuation effect at each 
point in time. 
Source: Commission services. 

Last but not least, some of the euro-area Member 
States are acting as financial intermediation 
centres and/or serve as an investment base for 
multinational companies (e.g. BE, IE). In these 
countries, an initial FDI investment allows 
multinational companies to take on significant 
corporate debt with reduced transaction costs, 
leading to large gross foreign asset and liability 
positions. These countries have registered large 
swings in their NFA positions over the last 
decade. These large gross asset positions render 
them highly sensitive to asset price fluctuations. 

In addition, their role as financial centres or 
investment base for multinationals probably 
implies a higher exposure to exchange rate 
fluctuations than in other Member States. This 
exposure to fluctuations in asset prices and 
exchange rates has been quite visible during the 
crisis, leading to very sharp valuation effects in 
2007 and 2008. While in Belgium, the valuation 
effects have been reversed, in Ireland, a 
significant deterioration took place during the 
current downturn (see Graph V.3). 

Graph V.3: Net foreign asset (NFA) position 
and cumulated current accounts 

(in billion euro, 1995-2008) (1) 
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(1) The difference between the NFA line and the cumulated 
current accounts line gives the cumulated valuation effect at each 
point in time. Data for Ireland (2001-2008). 
Source: Commission services. 

Valuation effects differ across asset categories  

In the euro area, valuation effects can be 
explained mostly by fluctuations in asset prices 
and by the structure of external assets and 
liabilities. As cross-border asset holdings in the 
euro area are mostly denominated in euros, (25) 
valuation effects due to currency movements tend 
to be small. 

                                                        

(25) Lane, Philip R. and Jay C. Shambaugh, "Financial Exchange 
Rates and International Currency Exposures" American 
Economic Review (forthcoming). 
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In general, valuation effects over the last decade 
have been mostly due to investment in the asset 
category Shares and other equity (f5) in most 
euro-area Member States. (26) Valuation effects 
due to investment in the asset category Securities 
other than shares (f3) are generally modest 
compared with those related to Shares and other 
equity (f5) despite the importance of this category 
in the NFA positions of most euro-area Member 
States (see Table V.3). Over the period 1995-
2007, the cumulated value of the valuation effects 
for this asset category was close to zero for most 
euro-area Member States, except Portugal.  

Valuation effects due to investment in the asset 
categories Currency and deposits (f2) and Loans 
(f3) are mostly caused by currency movements, 
some deposits and loans being denominated in 
other currencies than the euro. As these assets are 
not marked to market, they are subject to only 
limited price effects. The cumulated valuation 
effects over the period 1995-2008 for these asset 
categories were generally limited for most euro-
area Member States. The largest fluctuations in 
the valuation effects on these asset categories can 
be seen in Belgium, Ireland and the Netherlands 
and, to some extent, in Portugal and Greece, 
                                                        

(26) In National Accounts, financial assets and liabilities are 
structured in seven categories: Monetary gold and special 
drawing rights (SDRs) (f1), Currency and deposits (f2), 
Securities other than shares (f3), Loans (f4), Shares and 
other equity (f5), Insurance technical reserves (f6), Other 
accounts receivable/payable (f7). Among these categories, 
Currency and deposits (f2), Securities other than shares (f3), 
Loans (f4) and Shares and other equity (f5) have the most 
important weight in total financial assets. 

indicating that these countries are more exposed 
to exchange rate movements. 

Relative equity prices and the size of net 
positions played an important role in the pre-
crisis period… 

Valuation effects can be explained either by a 
relative asset prices effect or by a net asset 
position effect. In the case of the Shares and other 
equity (f5) category, for instance, the relative 
price effect will entail a negative valuation effect 
if domestic equity prices increase faster than 
equity prices in the rest of the world. In contrast, 
the net asset position effect will depend on the 
size and the sign of the net balance and on 
fluctuations in global equity prices rather than 
relative equity prices. 

In the case of a global increase in equity prices, a 
country with a negative net position in equity (i.e. 
where foreign equity assets held by residents are 
lower than domestic equity assets held by 
foreigners) will see a negative valuation effect. 
The larger the size of the net position or of the 
increase in equity prices, the more negative the 
valuation effect will be. 

Since the launch of the euro, some of the 
economies in the euro area have benefited from 
faster rises in equity prices than the euro-area 
average due to better medium-term growth 
prospects. This has typically been the case of 
catching-up economies such as Spain and Greece, 
although not of Portugal (see Graph V.4). In 
Spain and Greece, the negative valuation effects  

 

Table V.3: The structure of net foreign asset position in the euro area (as % of GDP, 2007) 

Currency 
and deposits 

(f2)
Loans (f4)

Shares and 
other equity 

(f5)

Securities 
other than 
shares (f3)

Currency 
and deposits 

(f2)
Loans (f4)

Shares and 
other equity 

(f5)

Securities 
other than 
shares (f3)

BE -47.3 49.0 -27.2 39.8 195.6 41.7 187.5 65.0
DE 6.5 10.4 17.0 -17.0 46.7 21.9 41.2 65.3
IE -138.1 192.8 -212.6 171.3 251.4 171.8 514.3 324.4
EL -18.6 -8.0 -29.7 -43.2 51.3 12.7 42.7 77.2
ES -14.2 -15.7 -7.3 -41.1 42.3 29.5 56.4 78.2
FR -27.1 5.5 22.4 11.2 87.9 22.4 79.7 78.6
IT -2.9 1.4 27.3 -30.8 22.2 20.7 20.4 62.1
NL -12.9 76.5 47.2 -67.2 119.8 133.2 256.2 196.5
AT -5.3 20.5 0.4 -29.5 65.4 26.0 88.0 107.7
PT -33.8 -18.6 -29.3 -12.1 89.7 35.7 74.5 70.7
SI -1.1 -37.7 -3.2 18.5 28.3 49.2 23.3 9.4
SK -2.7 1.8 -32.8 2.3 11.3 10.7 41.7 5.7
FI 4.6 0.9 -30.6 -4.7 24.9 21.5 114.5 74.6

Country

Net Gross Liabilities

Source: Commission services. 
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registered during the decade up to the financial 
crisis can be mostly attributed to this relative 
equity price effect. In contrast, the net-position 
effect on Shares and other equity (f5) has played 
an important role in Portugal. It has only played a 
small role in Spain and Greece. 

Graph V.4: Equity prices in real terms relative 
to the euro area, Spain and Portugal  

(1995Q1-2008Q4) (1) 
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(1) Ratio of the price indices 1995Q1=100. 
Source: Commission services. 

…but also during the crisis. 

Developments in asset prices are determined by 
both the medium-term growth trend but also by 
the cyclical position of the economy. When the 
valuation effects on NFA are determined by 
cyclical factors, periods of positive capital gains 
are followed by periods of negative capital gains, 
the cumulated value of valuation effects being 
close to zero in the medium-term. In contrast, 
when structural factors are at play valuation 
effects are more persistent.  

There seems to be a significant degree of 
heterogeneity in the euro area concerning the 
impact of the crisis on valuation effects. These 
effects have for instance been substantial in 
Belgium, Ireland and Greece, but very modest in 
Portugal and the Netherlands (see Table V.4). 

In Greece and, to a much lesser degree in Spain, 
valuation effects have played a stabilizing role, 
helping to relax the external constraint. Given 
negative net positions, the global fall in equity 
prices has translated into positive valuation effects  

 
 

Box V.1: Valuation effects on the net foreign asset positions

Financial globalisation has led to a sharp increase in the gross cross-border holdings of foreign assets and liabilities. 
Such large gross positions can drive a wedge between the current account and changes in NFA, as asset and 
currency prices fluctuate. The simplified equation below illustrates the relation between the change in NFA and the 
current account. (1) 

Change in NFA (change in stocks) = Current account (flows) + Valuation effects  

Valuation effects can play an important role for the sustainability of the net foreign asset position as the size of the 
trade surplus that a debtor country has to run to service its net external liabilities will depend not only on its growth 
rate but also on the net returns it has to pay on these liabilities. In other words, the size of trade balance needed to 
stabilise the NFA depends on the net investment income balance and on the size of valuation effects (i.e. the capital 
gains/losses due to fluctuations in asset prices and exchange rate). The recent empirical literature points out the 
importance of valuation effects in the process of international adjustment. The simplified equation below illustrates 
the relation between the current account, the trade balance and the investment income balance. (2) 

Current account = Trade balance (broad definition) + Net investment income 

                                                           
(1) The exact identity is given by: Change in NFA = Current account + Valuation effects + Capital account transfers + Errors and 

omissions in the balance of payments data. The capital account transfers and the errors and omissions are generally a small 
component being considered as a residual. For simplicity, they are omitted from the above equation. 

(2) The exact identity is given by: Current account = Trade balance + Current transfers + International labour income balance + 
Net investment income. For illustration purposes, the broad definition of trade balance is given by the sum of the trade 
balance, the current transfers and the international labour income. 
 
References:  
Caballero, R., E. Farhi and P-O. Gourinchas (2008), 'An equilibrium model of global imbalances and low interest rates', 
American Economic Review, 98:1, 358-393;  
Lane, P. R., and G. M. Milesi-Ferretti (2004), 'Financial globalization and exchange rates', IMF Working Paper 05/3;  
Lane, P. R., and G. M. Milesi-Ferretti (2006), 'Europe and global imbalance', IMF Working Paper, Nov 9-10.  
Gourinchas, P.-O. and H. Rey (2007), 'International financial adjustment', Journal of Political Economy, vol. 115, No. 41;  
Obstfeld, M. (2004), 'External adjustment', Review of World Economics 140(4): 541-68.  
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which should, however, be reverted once the 
global economy and global equity prices recover. 
In addition, relative price effects have also played 
a role in these countries, as domestic equity prices 
have dropped more than global equity prices. This 
has translated into positive valuation effects in the 
Shares and other equity (f5) category. These 
relative price effects could be the first signs of a 
more structural/permanent effect related to a 
longer period of underperformance of equity 
prices due to a lasting phase of competitiveness 
adjustment in Greece and Spain.  
 

Table V.4: Valuation effects in selected euro 
area Member States, in 2008 (as % of GDP) (1) 

Country Val. effects 
NFA

Val. effects 
(f3)

Val. effects 
(f5)

 Col (1) Col (2) Col (3)
BE 21.4 3.2 19.4
DE -6.2 -5.1 -1.7
IE -29.3 -21.7 5.7
EL 22.9 -0.1 22.9
ES 4.8 -0.7 4.5
NL -3.1 -6.3 5.3
PT 3.1 -3.7 7.5
(1) (f3) Securities other than shares; (f5) Shares and other equity. 
Source: Commission services. 

 

In general, valuations effects in the asset category 
Securities other than shares (f3) are small and 
show little correlation with the cycle. 
Occasionally, however, valuation effects in this 
category can be sizeable and of a structural nature. 
For example, in Portugal, the negative valuation 
effects over the period 1995-2008 are mostly due 
to Securities other than shares (f3) and have 
shown no sign of reversal in the crisis (Graph 
V.5). Furthermore, in the current times of re-
pricing of risk, relative price effects for this asset 
category seem to have played an important role in 
some surplus countries. In 2008, Germany and the 
Netherlands experienced negative valuation 
effects that were caused mostly by relative price 
effects in the category Securities other than 
shares (f3) (see Table I.1.4). These negative 
valuation effects, which are probably related to 
changes in risk premiums on bonds and sub-prime 
losses, are likely to be permanent in nature.  

The net-position effect has played an important 
role in the current downturn in some of the euro-
area Member States that are acting as financial 
intermediation centres and/or serve as an 
investment base for multinational companies. For 
example, in Ireland, the valuation effects have 
aggravated the negative NFA position due to the 
loss in value on the asset category Securities other  
 

than shares (f3) that dominated the net value gain 
on the asset category Shares and other equity (f5) 
(Table V.4). In the face of the adverse global 
shock on securities prices, the negative effect 
coming from the large size of the positive net 
position has been significant enough to dominate 
any other possible effect coming from relative 
securities prices. By contrast, Belgium has 
registered a reversal of the valuation effects due to 
the net gain on the equity position. This 
improvement can be traced back to both a relative 
equity prices effect and a net-position effect. 
Valuation effects on Securities other than shares 
(f3) have been negligible in Belgium, with no 
valuation losses on this asset category. 

Graph V.5: Valuation effects in "Securities 
other than shares" (f3), Portugal  

(in billion euro, 1995-2008) (1) 
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(1) The difference between the NFA line and the cumulated 
financial transactions line gives the cumulated valuation effect at 
each point in time. 
Source: Commission services. 

The role of valuation effects for the intra-euro 
area adjustment  

The analysis provided in this section suggests a 
couple of lessons regarding the possible 
interactions between valuation effects on net 
external positions and developments in economic 
activity in euro-area Member States with, in 
particular, striking differences between surplus 
and deficit countries. 

Catching-up economies tend to accumulate 
current-account deficits to finance large 
investment needs or to consume part of the 
anticipated future income gains. To the extent that 
income convergence processes are characterised 
by faster equity price gains in the catching-up 
country than in the rest of the world, the 
deterioration in net external assets due to current-
account deficits will be compounded by negative 
valuation effects. This has two major 
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consequences. First, negative valuation effects 
accelerate the deterioration of the country's 
balances sheets and raise its exposure to financial 
shocks. Second, the negative valuation effects 
indicate that part of the country's gains in equity 
wealth accrue to external investors. Given that the 
order of magnitudes involved can be 
significant, (27) such transfers of wealth can weigh 
substantially on domestic demand via traditional 
wealth effects. Hence, valuation effects probably 
contributed to dampening growth in demand 
(relative to a situation where foreign holdings of 
domestic equity would have been nil) in catching-
up countries in the euro area in pre-crisis years. 
Their role in the coming years will depend on 
developments in relative equity prices.  

If catching-up economies such as Greece and 
Spain enter protracted periods of sub-par growth 
and weak gains in equity prices, the same factors 
will play in reverse and valuation effects will 
contribute to supporting domestic demand (again 
relative to a situation where foreign holdings of 
domestic equity would have been nil).  

Overall, there is some indication that, in the case 
of catching-up economies, valuation effects can  
 

                                                        

(27) In Spain, for instance, negative valuation effects on equities 
represent more than 30% of GDP in cumulative terms in the 
decade preceding the crisis. 

have a destabilising role for net external positions 
but a stabilising role on domestic demand.  

The situation is quite different in the case of 
surplus countries where valuation effects have 
generally remained small in pre-crisis years. Since 
the onset of the crisis, however, these countries 
have experienced significant negative valuation 
effects which are probably, at least partly, 
explained by investment in sub-primes markets. 
Assuming that current-account surpluses reflect 
private agents' desire to accumulate external 
assets, negative valuation effects, such as those 
observed during the crisis, will prolong the 
accumulation period and entail additional current-
account surpluses. The recent experience of the 
euro area thus shows that large current-account 
surpluses require an efficient financial sector 
capable of channelling large capital outflows into 
foreign assets with strong returns.  

Finally, in countries characterised by large gross 
asset or liability positions, valuation effects can 
lead to very sharp swings in net foreign asset 
positions. Beyond associated wealth effects, these 
swings raise the risk of sharp deteriorations in 
balance sheets in some sectors of the economy.  


