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1 Introduction

External imbalances, much discussed as a source of global financial vulnerability prior to
the Global Financial Crisis (GFC), are back on the policy agenda. Over the past five years,
the sum of current account surpluses — a country's net income from trade, transfers and
investments — has increased for the first time since the GFC. The pre-GFC episode was
accompanied by geopolitical acrimony, as the United States, the largest deficit country,
accused China, the largest surplus country, of contributing to its deficit by exporting its
excess savings and running a large trade surplus, propelled by an undervalued exchange
rate (Obstfeld, 2026). It ended badly: with the GFC, which saw the collapse of several
major financial institutions following the bursting of a housing bubble in the US, partly
fuelled by foreign inflows.

Today's situation feels eerily similar. The largest current account deficit remains that
of the United States. Financial crisis risks are rising, as the US has experienced a private
creditboom thatis beginning to fray and is running an unsustainable public deficit. China's
current account and trade surpluses have grown rapidly, generating geopolitical tension
and calls for protection. China's exchange rate is again deemed to be undervalued (IMF,
2026).

Importantly, however, the distribution of surpluses has changed. While in the pre-GFC
period, China had by far the largest current account surplus of any country or trading
bloc, the European Union's current account overtook China's after 2012. Despite arecent
widening in China's current account, the IMF forecasts China’'s and the EU’s surpluses to
be roughly the same in the medium term (Figure 1). Hence, if China’'s current account
surplus deserves scrutiny, so does the EU's.

The purpose of this working paper is threefold. We start by trying to understand
why the European Union has gone from a roughly balanced current account in the early
2000s to a substantial, persistent surplus. We then ask whether the present (and near-
term projected) EU external surplus position should be considered a problem, whether
because it could exacerbate global imbalances that might generate financial stability
risks (Weder di Mauro and Zettelmeyer, 2026) or for other reasons. Third, we speculate
on the medium- and longer-term evolution of the EU current account by examining
projections for some of its structural drivers.

We close by summarising some policies that might reduce the surplus. Although
the EU stands out internationally through a relatively high savings rate, rather than low
investment, it should focus on policies that raise investment without raising savings even
further. These would both raise growth and reduce the current account surplus. Policies
should include product and labour market reforms to improve the investment climate;
deepening and unifying of European capital markets; and reforming the EU fiscal rules to

make them friendlier to public investment.
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Figure 1: Global current account balances (% of global GDP)
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2 The evolution of the EU external
position, 2000-2025

2.1 The current account

To give a sense of what might be driving the increase in the current account balance,
Figure 2a shows aggregate savings and investment as a share of EU GDP since 2002.
The difference — savings minus investment — is conceptually equal to the current account
and almost equal to the measured currentaccount’. Figure 2b shows the contributions of
sectoral netlending balances by households, corporations and the state to the economy-

wide net lending balance, which is approximately equal to the current account?

1 Although accounting identities imply that the current account should equal the difference between
national saving and investment (CA = S - 1), the relationship does not hold exactly in practice, as savings
and investments are derived from national accounts, while the current account is based on balance-of-
payments transactions (Beckmann et al, 2022).

2  The only difference is that net lending includes capital transactions in addition to current transactions, but
as Figure 2 shows, the difference is small. Unfortunately, an exact decomposition of the current account into
sectoral savings—-investment balances is not available.
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Figure 2: Savings-investment decompositions of the EU current account (% of EU GDP)
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Figure 2 illustrates four facts.

1. Following a collapse in both savings and investment during the GFC, which briefly
generated a current account deficit, EU savings quickly recovered and rose, while
investment fell, bottoming out in 2013. This explains the sharp rise in the current
account from 2008 until 2013. After 2013, investment gradually increased, though
it remained below its pre-crisis peak, while savings continued to rise, leading to
a further increase in the current account surplus up to 2017. Since then, the EU
current account has fluctuated between 2 percent and 4 percent of GDP.

2. The higher average current account balance in the 2010s compared to the 2000s
is primarily explained by an increase in corporate sector net savings, reflecting a
decline in investment?.

3. Therise in the EU surplus during the 2010s - specifically, between 2012 and 2019 -
was primarily driven by a sharp reduction in net borrowing by the public sector, which
more than offset a gradual reduction in corporate net lending, while household net
lending did not change much (hovering between 2 percent and 3 percent of GDP, in
line with its level during the pre-crisis period).

4. The period since 2020 is different in the sense that although public borrowing

went back up, this has been fully offset by higher corporate and household savings

3 Rusher and Wolff (2013) found that corporate balance sheet adjustments, often triggered by
macroeconomic downturns and financial stress from high debt, low liquidity or equity price shocks, are
typically prolonged and significantly affect current accounts, investment and wages.
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(except for the energy crisis year 2022)*. Consequently, the EU current account

surplus has remained high.

Tounderstand what drives these changes, we decompose the EU current accountinto
the contributions of individual countries. For tractability, we show only the three largest
countries separately (Germany, France and Italy) and summarise the remaining countries
in three groups that are broadly similar in terms of both their current account trajectories
and some structural features, plus a small (and diverse) residual group. Specifically, we

distinguish between:

« A’'Nordics plus Netherlands' group that includes Denmark, Finland, the Netherlands
and Sweden. Denmark, the Netherlands and Sweden, which ran current account
surpluses throughout 2000-2025 and share some structural features, including
large private pension funds. Finland, which is included for geographical proximity,
switched from a surplus (2000-2010) to a small deficit after 2010, but this only has a
minor impact on the group aggregate.

o A’Southern’ group that includes Cyprus, Greece, Malta, Portugal and Spain. All mem-
bers of this group had current account deficits until 2012-2013, after which they
either shifted to surplus positions or continued with much-reduced deficits (Greece
and Cyprus). Except for Malta, all required official assistance during the euro crisis.

« An'Eastern’ group that comprises the fast-growing former transition economies
of central and eastern Europe (Bulgaria, Croatia, Czechia, Estonia, Hungary, Latvia,
Lithuania, Poland, Romania, Slovakia and Slovenia). Like their Southern counterparts,
these countries experienced large current account deficits in the 2000s. Some re-
quired official assistance during the 2008-09 GFC and subsequently. After the crisis
period, the aggregate deficit of this group declined, but did not switch to surplus.

o Finally, an ‘Other’ group, consisting of the remaining EU countries: Austria, Belgium,

Ireland and Luxembourg.

Figure 3 decomposes the EU current account with the rest of the world into the
contributions of these groups, which includes positions relative to both other EU
countries and non-EU countries®. The story is clear. The increase in the EU surplus since

2008 is accounted for by the combination of two facts:

« Invirtually all pre-crisis deficit countries, the deficit had either turned into a surplus
by 2012 (Southern countries and Italy) or declined substantially (Eastern countries).

« With few exceptions (such as France), the current account did not decline in the

4 The EUis a net energy importer. While the volume of its energy imports decreased in 2022 in the context of
energy efficiency measures, the price effect dominated, leading to a widening of the EU mineral fuel trade
deficit from -1.9 percent of GDP in 2021 to -4.1 percent in 2022, a drop of 2.2 percentage points.

5 The aggregate EU current account balance excludes intra-EU imbalances and refers only to the EU's
position relative to non-EU countries. In contrast, national current account balances include both intra- and
extra-EU positions, as data limitations do not allow for a decomposition of national balances into intra- and
extra-EU components. For country groups, intra-group current account positions are netted out, while the
group's overall position includes other EU and non-EU countries.

Working Paper | Issue n°07/26 | April 2026



pre-crisis surplus countries. If anything, it rose further, particularly in Germany.

Figure 3: Contribution of EU countries and country groups to the EU current account (% of

4.0

30

20

1.0

0.0

-1.0

-2.0 =

" n

-3.0
o — N m < n w n o o O ~ N < n W n o o O ~i N < n W n
o o o o o o o o o o i ~— ~ -~ i ~— i ~— ~ NN NN NN NN
O O O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0O 0 0o 0o 0o o0 0o o o o o o o o
o NN NN o o o NN NN NN NN NN NN NN NN NN NN

BN Fastern SN France HEEEM Germany Nordics+NL mmmmm Other Southern W |taly =————EU27

Source: Bruegel based on European Commission (AMECO database).

To help interpret the changes identified in Figures 2 and 3, Figure 4 shows the net
balance decompositions of Figure 2 at the levels of the main countries and the country
groups. It offers three main insights.

First, Figure 4 helps to interpret the reversal of the current account deficits in the
Southern and Eastern countries following the euro crisis, as shown in Figure 3. This
adjustment not only (and indeed not mainly) reflects lower government deficits in the
post-euro-crisis period, but also the fact that the private net lending (excess savings)
position shifted from a substantial deficit prior to 2009 to a surplus position. This surplus
persisted beyond the euro-crisis period and for Italy continued to rise. The figure in the
annex-—the equivalent of Figure 2a at the country/group level —confirms that the increases
in excess savings reflect large declines in investment in Southern and Eastern Europe
between 2008 and 2012. In other words, the GFC stopped a credit-fuelled corporate and
household investment boom in Southern and Eastern Europe, which did not return after
the end of the 2009-2012 crisis period®.

Second, the interpretation we give to the rising EU current account during the 2010s
in the discussion of Figure 2 — lower public net borrowing without a corresponding
reduction in net lending of the private sector — applies to all countries and groups in
Figure 4, with two major exceptions: France and Germany. Like the other countries/
groups, France reduced net public borrowing during the 2010s as fiscal consolidation
gradually reduced government deficits. However, unlike for other groups, this was fully
offset by lower household net savings, leaving the current account roughly unchanged.

Germany is different because its fiscal consolidation was already over by around 2012,

6  Ahearne et al (2008) argued that housing bubbles in Ireland and Spain before 2008 led to unsustainably high
residential investment. Several eastern European EU countries also experienced unsustainable housing
booms in the pre-2008 period.
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and there was no further reduction in the 2010s in public sector net borrowing.

Third, there are some interesting differences in household and corporate net balances

across the country groups in the post-crisis period:

In the Southern and Eastern groups, household net lending remained small as a
share of GDP. In the Southern group, it flipped from a deficit to a surplus position af-
ter the crisis, while in the Eastern group, it remained in deficit. This means that in the
south and east, household savings are largely matched by household investment, ie
housing purchases.

In both France and Germany, household net balances are much higher than corpo-
rate net balances.

There is a striking difference in the composition of net balances across the two main
EU 'net-savings engines’: Germany and the Nordics plus Netherlands group. While
public deficits have generally been low in both groups, household net balances
have greatly exceeded corporate balances in Germany, while the opposite is true in
Denmark and the Netherlands. High corporate net savings in these countries reflect
retained earnings of multinationals and the presence of large, funded pension sys-
tems. While pension contributions are recorded as household savings, the retained
earnings of the investments that they generate are recorded as financial corporate

savings (Danmarks Nationalbank, 2024; European Commission, 2025b).

To summarise, the increase in the EU current account from its roughly balanced

position just prior to the GFC to its current surplus of about 3 percent of GDP can be

interpreted as reflecting the combination of:

The end of a lending-fuelled private investment boom in the south and east of the
(current) EU by 2009.

Persistent current account surpluses in Germany (since the mid-2000s) and in
the Netherlands, Denmark and Sweden’. From 2006 onward, the sum of these
surpluses has continuously exceeded 2 percent of EU GDP. Importantly, however,

the composition of the surpluses differs significantly across the surplus countries.

There is an extensive literature from both policy organisations (the IMF and the

European Commission) and academia on the causes of these persistent surpluses. For

Germany, this literature emphasises high household savings in the face of demographic

decline, the labour market reforms of the mid-2000s, disincentives to investment,

including skills shortages, bureaucracy and firing costs and a lack of effective financial

intermediation connecting savings and investment (lvanova, 2013; Kollman et al, 2015;

Klug et al, 2022; European Commission, 2025b).

7

These are the only EU countries with current accounts in surplus every year since 2002. Austria was in
surplus in every year except for 2022, but the size of its surplus has shrunk significantly (to around 2 percent
of GDP).

Working Paper | Issue n°07/26 | April 2026



Figure 4: Net lending (+)/borrowing (-) balances by EU countries or country groups (% of EU GDP)
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For the Nordics plus Netherlands, private pension funds promote both high household
savings (which increase the current account) and high investment by creating supportive
financing conditions (which would tend to reduce the current account). However, since
some of the high savings generated by pension funds flow abroad, the net effect is an
increase in the current account. Additional factors increasing the surplus include some
of the same investment disincentives for the Netherlands as Germany, the presence

of very large multinational companies in the Netherlands and Denmark, tax systems
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promoting high household and SME savings in the Netherlands, and substantial primary
income from foreign assets in Denmark and Sweden (Euwals, 2000; Chetty et al, 2014;
Garcia-Bernardo et al, 2017; Koomen and Wicht, 2022; Caloia et al, 2023; Danmarks
Nationalbank, 2024; European Commission, 2025c, 2025d).

Importantly, attempts to quantify some of these stories — for example, in the
regression-based framework of the IMF's External Balance Assessment (see below)
- typically do not manage to fully account for the large surpluses, in the sense that
large residuals remain for some countries. This implies that persistent surpluses in EU
countries such as Germany or the Netherlands cannot be fully rationalised by observable
economic fundamentals, and may instead reflect unobservable structural characteristics
that depress investment and/or consumption and hence cause welfare losses. We return

to this view in section 3.

2.2 The EU net international investment position

The net international investment position (NIIP) is the year-end value of net financial
asset holdings. Abstracting from net errors and omissions, it reflects cumulative current
account balances, capital account balances (reflecting capital transfers, such as debt
forgiveness) and valuation effects. Figure 5a shows that the value of the European
Union’s NIIP diverged from the cumulative current (plus capital) account until about 2013,
reflecting adverse valuation changes (shown by the growing blue area between the NIIP
and cumulative CA+KA lines on the left). Large negative valuation movements, particularly
in 2006-2007 and 2012-2013, were correlated with an appreciation of the euro relative
to the US dollar. Since then, however, the NIIP has roughly tracked the cumulative current
account, the valuation gap has narrowed slightly and the NIIP position has moved from its
trough of about -20 percent of EU GDP in 2009 to a surplus of about 15 percent.

Figure 5b decomposes the EU NIIP (black line) into gross foreign asset and liability
positions. Total EU gross positions are large, at about three to four times its GDP. The
value of foreign assets and liabilities could fluctuate with prices (for example, equity
prices) and exchange rates relative to the euro, potentially exposing the NIIP to swings
resulting from different valuation changes in foreign assets and liabilities. Portfolio equity
assets are about 50 percent of EU GDP, while portfolio debt and other assets are about
170 percent, exposing the EU to financial distress elsewhere in the world. Equity-type
investments, including both foreign direct investment and portfolio equity investment,
accounted for 58 percent of the EU's external assets in 2024, slightly below the US share
of 65 percent, but well above Japan's 42 percent and the United Kingdom’s 31 percent
(not shown in Figure 5)2. That said, since 2020, most of the new foreign investment flows

originating from the EU have gone into debt and other investments.

8 These shares were calculated by the authors based on IMF International Investment Position (lIP) data on
external positions.
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Figure 5: Decomposing the EU NIIP (% of EU GDP)
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3 Is the EU external surplus too high?

External surpluses are ‘normal’ in that they can be expected to occur as a result of
intertemporal consumption smoothing, differences in factor endowments, demographic
change or for other widely applicable reasons. Persistently high surpluses, however, are
often viewed as a problem, for two reasons.

The first is that persistent external imbalances create crisis risks (Eichengreen, 2026;
Weder di Mauro and Zettelmeyer, 2026). Imbalances can suddenly unwind. The longer
they have been in place, the larger the ensuing dislocation (since this may relate to the
accumulated stock imbalances rather than just flow imbalances). Because imbalances
are a general equilibrium phenomenon, persistent surpluses must be taken as seriously
as persistent deficits. Persistent capital outflows may create problems if they are poorly
invested and if they foster dependency in the deficit countries.

To get a handle on this problem, the EU in 2011 created the macroeconomic
imbalances procedure (MIP), a surveillance tool that spotlights high-surplus and high-
deficit countries. This involves a ‘scoreboard’ for screening potential imbalances
(including current account imbalances in both directions)®, an annual ‘Alert Mechanism
Report’ to identify countries requiring additional attention (eg European Commission,
2025d) and 'In-Depth Reviews' (IDRs) of those countries’.

The second reason is that persistent surpluses reflect a problem in the surplus

9  See European Commission, ‘Scoreboard’, https://feconomy-finance.ec.europa.eu/economic-governance-
framework/macroeconomic-imbalance-procedure/scoreboard_en, for a detailed description of the MIP
scoreboard.

10 For example, European Commission (2025a) for Germany; European Commission (2025b) for the
Netherlands; and European Commission (2025c¢) for Sweden.
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country. An external surplus means a country is consuming less than it produces. This
makes no sense unless the savings are drawn down at some point. Excess savings that
go beyond what fundamentals and desirable policies would predict are inefficient.

In the remainder of this section, we investigate whether the EU current account

surplus falls into either category.

3.1 Persistent surpluses as a cause of stability problems

While the EU is a significant contributor to the global account imbalance, accounting
for about 25 percent of the surplus countries’ current account balance in 2024 (Figure
1), a persistent EU current account surplus of around 2.5 percent of EU GDP could not,
by itself, be the cause of a problem elsewhere in the world. EU GDP is currently about
18 percent of world GDP when evaluated at market exchange rates (about 14 percent
at purchasing power parities). Hence, its surplus can be absorbed by a current account
deficit of at most 0.55 percent (2.5*18/82) of GDP in the rest of the world. Unless specific
countries run much higher deficits for their own reasons, this is not going to cause a
crisis™.

However, the combined 2024 surplus of the four persistent EU surplus countries —
Denmark, Germany, the Netherlands and Sweden —is almost ten times greater as a share
of the GDP of the rest of the European Union, at 4 percent. Not surprisingly, the European
Commission has repeatedly noted ‘imbalances' in all the persistent surplus countries and
submitted them to IDRs. The Commission currently classifies Germany, the Netherlands
and Sweden as having an 'imbalance’ (category 2 in a classification that comprises 'no
imbalances’ (1), imbalances’ (2), ‘excessive imbalances’ (3) and ‘excessive imbalances
requiring corrective action’ (4)).

This raises the question of whether capital exports by the four chronic surplus
countries might be creating a stability problem for the rest of the EU, as they did in the
run-up to the euro crisis. The European Commission does not seem to think so, as it
stops short of classifying these imbalances as excessive (European Commission, 2025a).
Without going into the details of the Commission’s reasoning, there are two arguments
that would support this conclusion.

Most obviously, countries with large current account deficits largely disappeared
from the EU after the euro crisis. Some reappeared after the COVID-19 pandemic: the
2022-2024 average current account deficit was over 8 percent in Cyprus, Greece and
Romania. While these are very high, all three countries are also large recipients of EU
grant funding, which raises secondary income in the balance of payments’?, and Greece

and Cyprus are running primary budget surpluses’s.

11 Given that China's surplus is expected to be roughly the same as the EU’s (as a share of world GDP), the same
conclusion applies to China. Indeed, concerns about China's external surplus are motivated primarily by the
size and trajectory of its surplus in goods trade, which (according to customs data) grew from about $640
billion in 2021 to $1.2 trillion in 2025 (a rise from about 3.5 percent of GDP to over 6 percent of GDP). See
Jean (2026) and Weder di Mauro and Zettelmeyer (2026).

12 Greece receives net payments of about 2 percent of GDP from the regular seven-year EU budget, compared
with about 1.6 percent for Romania and 0.7 percent for Cyprus. In addition, average annual inflows from the
NextGenerationEU post-pandemic recovery instrument over 2021-2026 amount to about 2 percent of GDP
for Greece, 1 percent for Romania and 0.5 percent for Cyprus.

13 In contrast, Romania's very large budget deficit is a source of concern (Darvas et al, 2025).

Working Paper | Issue n°07/26 | April 2026

12



Moreimportantly, but consistent with the firstargument, the net financial flows from the
four large creditor countries to other EU countries are likely small. We say likely because
there is, unfortunately, no full decomposition of the current accounts of EU countries into
their intra- and extra-EU components. However, there are such decompositions for three
out of the four constituent lines of the current account: goods trade, services trade and
secondary income. Only primary income, which accounts for about three-fifths of the

aggregate current account surplus of the four countries, is missing (Figure 6d).

Figure 6: Intra/extra EU components of current account of creditor countries, 2024 (% of
GDP of remaining EU countries)
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Source: Bruegel based on Eurostat (online data code: bop_c6_a). Note: the intra/extra-EU decomposition is not
available for primary income, nevertheless we included it on the last panel to indicate what share of the current
account cannot be decomposed.

Figure 6 shows this data for the four largest surplus countries. For Germany, less than
4 percent of the aggregate surplus across the three accounts in 2024 corresponds to
intra-EU flows (for 2015-2019 it was less than 20 percent, on average). Across all four
countries, the sum of trade, services and secondary income directed to EU countries in
2024 amounted to 57 percent of the total surplus, or 1.2 percent of the GDP of the rest
of the EU.
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3.2 Persistent surpluses as a symptom of problems
In addition to creating problems for other countries (and even if they do not), large and
persistent surpluses could reflect a problem in the surplus countries themselves. This

could be the case for two reasons:

« Surpluses reflect inappropriate macroeconomic policies, particularly over-tight
fiscal policy.

o Surpluses might exceed what would be predicted based on measurable fundamen-
tals and policies. This implies that there are unobservable factors that drive a wedge
between saving and domestic investment. Removing such obstacles would either
raise investment and growth without reducing consumption, or reduce savings while

maintaining investment, hence increasing consumption and welfare.

The IMF's External Balance Assessment (EBA), published annually in its External
Sector Report for the largest 30 economies representing about 90 percent of global
GDP, attempts to identify problems of both types™. It does so by regressing the current
account on structural fundamentals (demographics, institutions, exhaustible natural
resource reserves) and policy variables (fiscal policy, health spending, FX intervention,
the credit gap) in a panel dataset comprising 52 advanced and emerging economies.
The regression results are used to generate fitted values for each country — the ‘EBA
norm'’. Importantly, for the policy variables, the EBA norms are not calculated using the
actual policy values, but those that IMF staff view as desirable. The difference between
the actual current accounts and the EBA norms can hence be decomposed into the
contribution of the difference between actual and desirable policies on the one hand,
and an unexplained portion on the other.

The IMF estimates an EBA norm of 1.4 percent of GDP for the euro area, 1.6 percent
for Sweden, 3.5 percent for Germany, 3.8 percent for the Netherlands and 5.9 percent for
Denmark, compared to cyclically adjusted current account balances of 2.9 percent, 7.1
percent, 5.5 percent, 10.1 percent and 11.5 percent of GDP, respectively's Hence, the
'EBA gap’ between the actual currentaccountand the normis estimated to be 1.5 percent
for the euro area, and between 2 percent (Germany) and 6.3 percent (Netherlands) for the
main EU surplus countries.

In the MIP context, the European Commission uses a broadly similar methodology to
the IMF, except that current account norms are computed only based on non-cyclical
fundamentals, that is, ignoring policy variables (Coutinho et al, 2018, 2022). This implies
that the gap between the actual current account and the norm reflects the difference
between the sample average of policy and actual policy, rather than between desirable
policy and actual policy. While the Commission does not publish an estimate for the euro-
area or EU current account norm - as the MIP is applied only at the level of member states

— Coutinho et al (2022) produced such an estimate for 2018 based on the Commission

14 See IMF (2025) for the latest report at time of writing, and Allen et al (2023) for the underlying methodology.

15 EBA norm estimates for Denmark are taken from the IMF's 2025 Article IV report. Importantly, the IMF
suggests that the EBA norm of 5.9 percent might be an underestimate, as the ongoing transition to the fully
funded retirement system could explain about 2.5 percent of GDP of the gap.
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methodology. They concluded that about half of the euro area's current account - 1.75
out of 3.6 percentage points — reflects fundamentals. The gap is hence 1.9 percent, in
line with IMF estimates. For individual countries, November 2025 European Commission
estimates pointed to very large positive gaps for Denmark (15 percentage points of GDP
above its norm), the Netherlands (8 percentage points), Sweden (5 percentage points)
and Germany (about 4 percentage points) (European Commission, 2025e).

The next question is whether these gaps should be interpreted as reflecting excessive
savings or insufficient investment. Neither the EBA methodology nor that of the European
Commission provides an answer, as these methodologies do not establish 'norms’ for
savings and investment separately, only for the current account. In practice, the IMF and
Commission resolve this by recommending policies that they see as likely to raise growth
and lower the current account in surplus countries.

Apart from recommending lower public savings in countries with fiscal surpluses,
these policies focus on raising investment rather than lowering savings. For the euro area
as a whole, the IMF recommends measures that “lift investment and private domestic
demand, compensating for the needed higher public saving in some countries” (IMF,
2025). At the level of individual surplus countries, the IMF emphasises both insufficient
public investment and barriers to private investment (including licensing and permitting,
lack of equity funding for Germany and infrastructure and electricity grid-related
bottlenecks in the Netherlands), and tight fiscal policy in Denmark and Sweden. The
Commission's IDRs for Germany and the Netherlands similarly identify weak investment
as the main concern’®.

The IMF and Commission emphasis on raising investment aligns with the
recommendations of the 2024 Draghi Report for the Commission on competitiveness
(Draghi, 2024), which highlighted substantial investment gaps for Europe. It also aligns
with the fact that both savings and investment in the EU (as well as Germany) are
somewhat lower than in OECD countries on average (Figure 7). Figure 7 also shows that
investment in the EU is in line with investment in the United States — about 22 percent
of GDP. What differs is savings — 26 percent of GDP in the EU versus just 17 percent
in the US — and the composition of investment. The US allocates a much larger share
to information and communication technology, which accounts for about 13 percent of
total US investment — more than double the EU’'s 6 percent. By contrast, the EU devotes
a substantially larger share (around 32 percent) to real-estate investment, compared to

about 27 percent in the US, reflecting a stronger European focus on lower-tech assets.

16 The Commission makes recommendations that would lower the external surplus only for Germany and
the Netherlands. Strangely, no in-depth review was prepared for Denmark, while the Swedish review does
not mention external imbalances, despite the Commission forecast that Sweden's current account would
remain close to 7 percent of GDP in 2025-2026.
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Figure 7: Investment and savings ratios in OECD countries and China, average 2022-2024 (%

of GDP)
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Source: Bruegel based on World Bank Development Indicators. Note: orange dots denote OECD EU members
and blue dots non-EU countries. EU average is denoted by a pink square.

4 Will the European Union's external
surplus persist?

The IMF's October 2025 baseline projections foresee only a modest reduction in the
EU's current account surplus, from 3.2 percent of GDP in 2024 to 2.6 percent in 2030. In
November 2025, the European Commission projected a somewhat steeper decline in the
short run, to 2.3 percent in 2027, reflecting a significant decline in the German surplus
driven by slowing exports and expansionary fiscal policy. But the German government
has also announced a sharp fiscal consolidation from 2027 onward, raising the question
of whether the EU current account will rebound and become stuck in the 2.5 percent to
3 percent range over the longer term. The OECD’s December 2025 projection for 22 EU
countries foresees a decline in the 3.5 percent surplus in 2024 to 2.8 percent in 2025-
2027, whichis close to the IMF's projection™.

The remainder of this section examines some of the medium and longer-run
determinants of the EU current account based on currently announced policies. We look
at (1) the investment climate and growth expectations; (2) fiscal policy; (3) demographic

change; and (4) global general equilibrium effects.

17 Bulgaria, Croatia, Cyprus, Malta and Romania are not members of the OECD.
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4.1 Sentiment and growth expectations

Weak confidence and subdued growth expectations in the EU could increase
precautionary savings and depress investment. A deterioration in the growth outlook,
implying slower growth in personal incomes or even expectations of a future decline in
real incomes, would likely increase household savings through consumption-smoothing.
Business investment could similarly weaken, if firms expect slowing economic activity
and reduced consumer purchasing power in the years ahead.

However, some opinion surveys and growth projections do not support a pessimistic
view of the EU economy, at least relative to the US and China. The OECD’s Consumer
Confidence Index, which reflects households' expectations about consumption and
savings over the next 12 months, records values below 100 for all three major economies,
but indicates the least-negative sentiment in the EU (Figure 8a). While values below 100
signalincreased saving intentions that could, in principle, raise currentaccount surpluses,
the EU, US and China account together for a large share of the global economy, implying
that their current account balances cannot all increase simultaneously (see section 4.4
on global spillovers and general equilibrium effects). Among these three economies,
EU consumers appear to be the least pessimistic. Moreover, during 2014-2019, the EU
consumer confidence index exceeded 100, indicating a greater propensity to consume
and a lower tendency to save. However, the EU continued to record a current account
surplus of around 3 percent of GDP.

The twelve-month forward-looking confidence index, shown in panel a of Figure 8,
may be sensitive to short-term business cycle fluctuations, whereas saving behaviour
is likely to depend more on longer-term expectations. One way of capturing the latter is
survey respondent views about the financial prospects of their children (Figure 8, panel
b). In most surveyed advanced economies, respondents tend to be rather pessimistic,
including in the US, where 74 percent expect their children to face aworse financial future.
Compared to the US, respondents in France and Italy are even more pessimistic, while
those in Spain and Greece exhibit similar levels of pessimism. By contrast, in three major
EU surplus countries — Germany, the Netherlands and Sweden - respondents are less
pessimistic than their US counterparts. The population-weighted average of the share of
pessimistic expectations across the nine EU countries for which data are available is 67
percent, which is also below the US figure, and also below the values for the UK, Australia
and Japan. Therefore, if pessimistic expectations about the financial future of the next
generation influence saving behaviour, they would be expected to raise the US savings
rate by more than that of the EU.

Finally, five-year-ahead per-capita growth forecasts from both the OECD (Figure 8c)
and the IMF do not fit easily into the pessimistic narrative for the EU. At an average of 1.4
percent per year, the OECD projects only slightly lower potential growth for the EU from
2025 to 2030 than for the US (1.62 percent). Furthermore, these projections are higher
than the EU's average growth rate over 2003-2024 (1.26 percent), suggesting a modest
acceleration. IMF projections for actual per-capita growth from 2025 to 2030 pointin the
same direction: EU growth is expected to rise slightly from 1.26 percent per year from

2003 to 2024, to 1.33 percent, remaining only modestly below the US projection of 1.55
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percent’.
Overall, these survey results and economic projections suggest that sentiment and
growth expectations are unlikely to be key drivers of the EU's external surplus away from

the current baseline scenario.

Figure 8: Consumer confidence and growth outlook
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Source: Bruegel based on OECD Consumer Confidence Index database (Panel a), Pew Research Centre,

Spring 2024 Global Attitudes Survey (Panel b), OECD Economic Outlook (Panel c). Note: the OECD Consumer
Confidence Index (CCl) is a standardised indicator of households' expectations for future consumption and
saving, based on survey responses about financial conditions, the general economic outlook, unemployment
and saving capacity. Values above 100 indicate optimism and a greater propensity to consume over the next 12
months, while values below 100 signal pessimism and a higher tendency to save. ‘'EU9’ in panel b refers to the
population-weighted average of the nine EU countries for which this indicator is available.

4.2 Fiscal policy

Fiscal policy changes, if not fully offset by private sector behaviour (eg higher private
savings in anticipation of future taxes following a fiscal expansion), can alter a country’s
saving-investment balance and, in turn, its current account balance. As noted in section
2, tight EU fiscal policy likely contributed to the rise of the EU's current account surplus
after the euro-area crisis.

Looking ahead, most EU members have announced sizeable fiscal adjustments,
measured in terms of the structural primary balance'®, in their medium-term fiscal plans
(Figure 9, dark blue bars), including particularly large adjustments between 2026 and
2028. The latter is partly driven by Germany, which, after two years of expansionary fiscal

policy, has vowed to sharply reduce its nominal expenditure growth in 2027 and 2028

18 Source: Bruegel based on the IMF October 2025 World Economic Outlook database.

19 While the measurement of the structural primary balance is subject to estimation error, changes in it can be
interpreted as changes in the fiscal policy stance. For example, an increase in the structural primary balance
implies fiscal consolidation. In contrast, net public expenditure growth, the operational indicator of the EU
fiscal framework since 2024, cannot be directly interpreted in terms of the fiscal stance.
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(Federal Ministry of Finance of Germany, 2025). If implemented, this consolidation would
increase the EU's current account surplus.

However, whetherand to what extentthe consolidationisimplementedis questionable.
Both the Commission and IMF question the credibility of EU fiscal adjustment plans and
expect a broadly unchanged structural primary balance for the EU (Figure 9, orange and
light blue bars). With respect to Germany, Zettelmeyer et al (2025) concluded that when
replacing the overly optimistic growth and inflation assumptions of the German fiscal
plan with the joint forecast of German research institutes, Germany's structural primary
balance and overall budget balance would be lower in 2031 than it was in 20242, Since
compliance with EU fiscal rules is measured only in terms of net expenditure growth,
adherence to its approved path will be assessed as being compliant with the EU fiscal
framework, irrespective of how the budget deficit evolves.

Another reason to doubt that the announced consolidation paths will be implemented
is the June 2025 increase in the NATO core defence spending target from 2 percent
to 3.5 percent of GDP. With few exceptions — Poland, which planned a large expansion
in military spending even before the increase in the NATO target, and Germany, which
announced its medium-term plan in July 2025 - the medium-term fiscal plans of EU

countries have not yet incorporated commitments on much higher defences spending.

Figure 9: EU structural primary balance (% of EU GDP)
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Source: Bruegel based on national medium-term fiscal structural plans, AMECO November 2025, IMF WEO Oc-
tober 2025 and Zettelmeyer et al (2025) for the adjusted German structural primary balance, which is calculated
based on the nominal GDP growth projections of Joint Forecast German Research Institutes (September 2025).
Note: NEC = national escape clause flexibility for defence spending.

Taken together, these projections and considerations suggest that fiscal policy is
unlikely to fuel a rise in the EU's current account balance over the next five to seven
years. It also suggests that the projected decline in Germany's current account balance

over the next two years will partly dissipate. Even if Germany does not deliver the fiscal

20 The purple bars in Figure 9 adjust the average EU structural primary balance to account for the German
macroeconomic outlook as quantified by Zettelmeyer et al (2025). Values in purple still do not reflect the
impact of additional defence spending permitted under the national escape clause, nor do they incorporate
corrections to the overly optimistic macroeconomic assumptions of countries other than Germany.
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adjustment it has promised the European Commission in terms of its structural primary
balance, and even if it does not slow expenditure to the full extent that it has announced,
it is unlikely to continue its current expansionary fiscal policy stance beyond 2027.
Furthermore, Germany might well tighten fiscal policy further in its next medium-
term plan, due in 2029. If the joint forecast of the German research institutes proves
accurate (Zettelmeyer et al, 2025) and nominal GDP growth falls significantly short of
the assumptions underpinning the current fiscal plan — implying that both the structural
primary deficit and the overall budget deficit are substantially larger than projected
by Germany's fiscal plan — the new plan from 2029 would require additional fiscal
consolidation. Given Germany's economic size within the EU, such developments could

lead to a further increase in the EU current account surplus.

4.3 Demographics

The EU population is expected to decline slightly from 453 million at the end of 2025, to
452 million by 2035 and 448 million by 2050 (excluding potential future enlargements).
Meanwhile, the old-age to working-age ratio is projected to rise sharply across all EU
countries in the coming decades (European Commission, 2024)2,

These demographic changes will have profound effects on labour, financial and goods
markets (Bérsch-Supan et al, 2019; Darvas et al, 2025; Pinkus and Kirkegaard, 2025). In
most EU countries, public expenditure is expected to increase because of the higher
costs for pensions, long-term care and healthcare (Pinkus and Ruer, 2025). The literature
has also found that an increasing old-age-to-working-age ratio has a significant negative
effect on savings (Pascual-Saez et al, 2020) and may lead to declines in labour supply and
productivity (Gardd et al, 2025). Pascual-Saez et al (2020), meanwhile, found that when
controlling for the old-age-to-working-age ratio, raising longevity increases savings.

According to the life-cycle hypothesis (Modigliani and Brumberg, 1954), individuals
seek to smooth consumption over their lifetime, resulting in an inverted U-shaped
pattern of savings: savings gradually increase during working life, while after retirement,
pensioners draw down these savings to maintain a stable consumption pattern.
Population ageing in Europe may therefore lead to a decline in the savings rate, reducing
the bloc's current account surplus. However, this effect is directly applicable only to
defined-contribution pension systems, which in the EU exist only in the Netherlands,
Denmark and Sweden. Consistently, Borsch-Supan et al (2003) documented drastic
dissaving among the 75-year-old cohort in the Netherlands, a slight reduction in the
saving rate for the 75-year-old cohort relative to the 40-year-old cohort in Germany, and
virtually unchanged saving rates across age groups over 40 in France and Italy.

In pay-as-you go systems, the link between ageing populations, savings and the
current account is less clear, depending on how the state reacts to the rising cost of
pensions in the face of a rising old-age-to-working-age ratio. If the reaction is to debt-

fund the pension system (as the German government has increasingly done), the public

21 The old-age-to-working-age ratio is the ratio of the old-age population (aged 65 and above) to the working-
age population (20-64 years old). This ratio gives an idea of the relative shift between potential retirees and
potential workers, and thus of how an ageing population will alter the balance between beneficiaries and
contributors.
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net balance and the current account surplus will decline. If retirement ages are raised and
labour market opportunities for older workers promoted, the current account surplus
may similarly decline, this time via a reduction in the household net balance. But if the
generosity of pension benefits is reduced, or taxes are raised to finance pension system
deficits, the current account surplus might increase, as reduced pension generosity
would incentivise greater private savings, while higher taxes could slow economic
growth and boost precautionary savings. Evenin such a case, the current account should
eventually fall, as private savings are drawn down at some point. But this point may still
be far away.

Evidence so far does not suggest widespread dissaving at older ages. Figure 10
shows positive savings rates even for the cohort aged 75 and above, only slightly below
the peak savings rate observed among those aged 55-64. Using the European Central
Bank's Household Finance and Consumption Survey (HFCS) dataset, Gardé et al (2025)
similarly found that older cohorts continue to save, albeit at lower rates than prime-age
workers. One interpretation is that in defined-benefit systems, pensioners continue to
save in anticipation of the potential costs of long-term care?2 Dissaving occurs much
later and often takes place after inter vivos transfers or unintentional bequests (if
pensioners die of sudden illness), which reduces the next generation’'s savings needs.
Similarly, Auclert et al (2021) argued that population ageing is not expected to cause a
large breakdown in aggregate savings through dissaving by the elderly.

Overall, these arguments and the existing evidence suggest that the demographic
transition is unlikely to reduce the EU's current account surplus in the short term, with a

reduction possibly occurring only in the medium to long run (Dao and Jones, 2018).

Figure 10: Median saving rate by age of the household reference person (% of disposable

income)
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Source: Bruegel based on Eurostat (online data code: icw_sr_01).

4.4 Global spillovers

So far, we have implicitly treated the EU as a small open economy for which external

22 We thank Axel Bérsch-Supan for pointing this out to us.
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balances are determined solely by domestic factors. However, this is not the case, since
the EU accounted for about 18 percent of the global economy in 2025, and since the
mid-2010s has been a major contributor to global imbalances.

In 2025, the combined surpluses of the EU and China (including Hong Kong and
Macao) were practically equal to the US deficit (Figure 1), while the rest of the world was
broadly balanced?. Assuming that the surplus of the rest of the world and the missing
deficit remain unchanged, the balances of the EU, US and China should add up to zero.
Therefore, the EU, US and China should be viewed as large open economies whose
domestically driven adjustments must offset each other.

The chaptersin Rey et al (2026) analysing the US and China suggest persistent current
accountimbalances, largely in line with the IMF projections reported in Figure 1, while risk
scenarios could point to both larger and smaller imbalances.

Balakrishnan (2026) argues that China's surplus could rise because of weaker
domestic demand, further renminbi depreciation or continued manufacturing-led
rebalancing. Balakrishnan (2026) notes that the US deficit could widen with looser fiscal
policy and an Al-driven investment boom. However, there are also scenarios in which
Chinese and US imbalances might narrow: for example, a sharp correction in US asset
prices, a recession or stress related to the US NIIP and debt-heavy external liabilities.
Such developments would have global repercussions and dampen worldwide growth.
Milesi-Ferretti (2026) corroborates the risk of such a downside scenario, citing elevated
asset prices and growing concerns about the sustainability of US public debt.

Jean (2026) argues that both US and Chinese imbalances are rooted in deep domestic
distortions and are therefore likely to remain persistent — a prediction corroborated
by Ma and Wei (2026) for China. The US current account deficit reflects structural
macroeconomic forces, such as chronically low national savings, rather than trade policy.
Past tariffs failed to reduce the deficit, making renewed tariff hikes unlikely to deliver
meaningful adjustment. China's current account surplus is driven by excess savings,
especially arising from a high male-to-female sex ratio and financial underdevelopment
limiting access to credit for private firms?*. Weak consumption, reinforced by industrial
policies and constrained exchange-rate flexibility, also contribute to China's surplus. Ma
and Wei (2026) conclude that the Chinese surplus is likely to persist for another decade,
as demographic and financial constraints remain in place. However, once demographic
transition progresses and financial markets deepen, the surplus could decline sharply
and a delayed but rapid adjustment is likely in the longer term.

Overall, baseline projections indicate only slight reductions in the EU and Chinese
current account surpluses and the US deficit, while alternative scenarios could lead to
both larger and smaller imbalances in the US and China, at least over the next decade.
Consequently, there is no clear indication of the direction in which global spillovers might

influence the EU's balance over the next five to ten years.

23 This means that the sum of reported surpluses and deficits of other countries matched the global reporting
discrepancy (the deviation of the sum of all countries’ balances from zero).

24 According to Ma and Wei (2026), an increase in the sex ratio intensifies competition in the marriage market,
prompting men'’s parents to raise their saving rates, while concerns such as erosion of bargaining power and
house price spillover do not result in offsetting savings rate reductions among families with daughters.
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5 Conclusion

With the sole exception of 2022, the year of the energy price shock, the EU current
account has been consistently in the 2.5 percent to 3 percent of GDP range since 2013.
This Working Paper set out to investigate whether the surplus is likely to persist, whether
this is a problem and what, if anything, should be done about it.

Based on current expectations of growth, fiscal policy, demographic change and
imbalances elsewhere in the world, we see the EU current account as continuing in
the current range for at least a decade, with at least two caveats. First, if the growth
expectations of EU households and firms deteriorate sharply, savings might rise and
investment might decline, raising the EU's surplus. We did not find evidence of such
a break in growth expectations in the data, but this does not rule it out for the future.
Second, a large and sustained increase in migration could increase the working-age
population, change its skill mix, lower the old-age-to-working-age ratio, raise remittances
and possibly change trade patterns. Most of these effects go in the direction of reducing
the current account surplus. But the size and possibly even the direction of the effect
depends on the structure of migration — for instance, whether migration reduces skill
mismatches or exacerbates them, and whether it provides net fiscal benefits and reduces
pressures on social safety nets, or increases them.

Our second main conclusion is that neither the EU current account in the aggregate,
nor the individual current accounts of the four persistent EU surplus countries —Germany,
the Netherlands, Denmark, and Sweden - threaten financial stability, either globally or
within the EU%. However, the EU surplus may well reflect a problem: underinvestment
or oversaving, or both, and hence lower growth and/or consumption relative to a
counterfactual world with lower private and public net balances.

Based on this diagnosis, a standard view - reflected in policy advice by the European
Commission and the IMF, for example —is that the best thing the EU can do for both itself
and the world is to implement policies that raise investment and growth. The policies
recommended in the Draghi Report (Draghi, 2024) aim to drastically raise both public and
private investment and to improve the intermediation from EU savings to EU investment.
Such policies would also reduce the EU current account surplus.

By and large, we subscribe to this view, but with two caveats.

First, policy prescriptions on raising investment and growth are slightly less
obvious than they might seem at first. While there is considerable overlap between
the recommendations of various reports — for example, Draghi (2024), Letta (2024) and
Demertzis et al (2024) - there are also disagreements and blind spots. One source of
disagreement is the extent to which public policy in the EU should embrace industrial
policy, and in what form. More broadly, the EU is struggling with the balance between
embracing structural change (even if it means losing or relocating significant parts

of Europe’s energy-intensive industry) or leaning against it (McWilliams et al, 2025;

25 Neither does China's current account, which is about the same size. Indeed, concerns about China seem to
be motivated primarily by its very large surplus in goods trade, rather than its current account surplus.
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Zettelmeyer, 2025). Another point of disagreement — or perhaps uncertainty - is the
extent to which better intermediation of EU savings through deeper and more unified
capital markets per se can increase growth, or whether the binding constraints on EU
investment have to do with labour and product-market characteristics, rather than
availability of finance?.

The second caveat is that not all investment-inducing reforms can be expected
to reduce the saving-investment balance. Of the four countries with the EU's largest
external surpluses, two — Denmark and Sweden —also boast the highest investment rates
and the fastest productivity growth. Hence, reforms that make the EU more like Denmark
or Sweden are unlikely to reduce the current account. Investment-raising reforms that
operate through the availability of financing — for instance, a move to fully-funded pension
systems — also impact the volume of savings, possibly disproportionately. The impact of
such reforms on the current account may depend on whether they are financed through
higher public savings or higher government debt.

Having stated these caveats, it is easy to write down a list of reforms that would both

be good for growth and reduce the current account through higher investment:

1. Reforms that reduce single-market barriers, particularly in the services sector (Dom
and Poitiers, 2025).

2. AnEU-wide ‘Regime O’ for the incorporation of young, innovative firms, helping such
firms to expand faster across the entire EU (Scott Morton and Veugelers, 2025).

3. Supervisory integration, for example via a ‘decentralised European Securities and
Markets Authority’ model, driving the integration of capital markets (Véron, 2025).

4. Product and labour-market reforms that improve the business environment and
incentives to invest (Pfeiffer et al, 2024). For example, labour-market reforms that
reduce the costs of entrepreneurial failure while maintaining high protection for
individual workers could make it easier for startups to gain scale (Aghion et al, 2016;
Coatanlem and Coste, 2024)7".

5. Areform of the fiscal rules that strengthens public investment (Darvas et al, 2025;
Pench, 2025).

6. Policy efforts to attract more FDI to Europe, including from China.

In addition, reforms that raise the labour-market participation of older workers could
reduce savings, while also raising output and bolstering fiscal sustainability (IMF, 2024).

To conclude, the EU's current account surplus does not pose an imminent threat to
international financial stability, but it does expose structural weaknesses. The urgency
of addressing these weaknesses has increased in part because external imbalances

are increasingly a source of geopolitical friction, and in part because costs are involved

26 Ravi Balakrishnan and Mahmood Pradhan ‘Europe’s Elusive Savings and Investment Union', F&D Magazine,
June 2025, International Monetary Fund, https://www.imf.org/en/publications/fandd/issues/2025/06/
europes-elusive-savings-and-investment-union-ravi-balakrishnan.

27 See also Philippe Aghion and Aymann Mhammedi, ‘The Keys to Inclusive Growth', Project Syndicate, 25
November 2021, www.project-syndicate.org/commentary/inclusive-growth-competition-policy-and-
flexicurity-by-philippe-aghion-and-aymann-mhammedi-2021-11.
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in delaying reform, in a situation in which the EU's traditional industrial strengths are

increasingly challenged.

]
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Annex: savings and investment by EU

countries or country groups (% of
country or country group GDP)
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