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A salient characteristic of the economic impact of COVID-19 - both the initial shock and the CONTACTS

evolving recovery - has been the extraordinary extent of the unevenness. We have documented
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One dimension has been sectoral. Due to social distancing and mobility constraints, the economic 55 Water Street, New York, NY
fallout from the pandemic has been an outsized negative effect on firms and workers in a small 12124381710
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number of sectors: food and beverage, entertainment, and travel and tourism. Economies that
struggled to contain the pandemic and that relied more heavily on those sectors for growth were

hit harder.

this from both a macro and credit angle in our mostrecent Credit Conditions round. '
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Another dimension has been uneven governmental response reflecting available fiscal space.
Many advanced economics and some emerging markets had more scope to borrow that previously
thought, which help to cushion the immediate blow from the pandemic and to lay a bridge to the S&P Global
recovery. Rating

The latest dimension has been the speed of vaccine rollouts. While economies in the Asia Pacific
region generally have done a better job containing the spread of the virus relative to the West, the
script has flipped as we move into the vaccination phase of the crisis. Now, the US (and the UK)
are the major economies leading the way, with fast vaccination leading to rising confidence and
the unlocking of spending as social distancing restrictions are relaxed relatively quickly. First
quarter US data showing 6.4% annualized growth and another negative contribution from net
exports underscores this view. ?

In this blog we focus on aless covered dimension of unevenness: widening current account
imbalances. While the recovery from COVID-19 was always more consumption heavy in the US and
manufacturing and export led in Asia (with Europe somewhere in between), the rollout of
vaccinations will amplify this pattern. This can be seen from the national account identities.

Saving (S) - Investment (1) = Exports (X) — Imports(M) = Current Account Balance (CA)

While the global current account is always zero by definition (we earthlings don’t trade with
anyone else so X-M =0), the pattern of current accounts can move across economies. That is
exactly what is happening now. At present, a faster recovery and unwinding of pent-up savings in
the US will result in faster growth and risings imports, pushing the current account balance lower.
The effects in much of the rest of the world will push current accounts higher, as must be true

from the identity.
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Is this relative US outperformance a problem? Global current account imbalances do not

necessary portent acrisis, but they need to be monitored. Here are our takeaways:

Global current account imbalances will widen also long as the present macro configuration
persists. That is, a demand/consumption driven US recovery fueled by accelerating
vaccinations and a manufacturing/ supply led recovery in Asiaand parts of Europe with
lagged vaccinations is the current configuration. On current trends, this will get worse
before it gets better.

Higher bilateral tariffs do not resolve trade and current account deficits. Remember these?
The US-China trade war tariffs — which from the US side were designed to reduce the
widening trade (and current account) deficit -are still in place. What happened? °Unless
the tariffs alter the overall savings and investment behavior of an economy, they are not
driving the current account dynamics. Instead, they just redirect trade flows within the
envelope of existing savings and investment.

Current account deficits need to be financed. This is the mostcritical issue in our view.
While there is not a one-to-one financing mapping from surplus to deficit countries (we
have more sympathy with the BIS view than the Bernanke view), “those countries
depending on external financing will now need to compete with the US. This is particularly
relevant for those emerging markets that do not issue debt in their own currency,
although these needs may be mitigated by the global recovery.

We continue to have orderly global reflation on the back of abalanced recovery as our baseline
macro-credit scenario. But, as noted inour latest Credit Conditions rounds, disorder can stem
from an imbalanced recovery, including having the US get too far ahead of the rest of the world.
We have already seen some market volatility. And several emerging market central banks raising
rates in order to protect their balance of payments including their ability to access global capital
markets. Continually imbalanced growth —and current accounts - will raise the risk of macro-

credit disorder.

This product does not constitute a rating action.
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TOur latest credit conditions documents can be found here:

https://www.spglobal.com/ratings/en/research-insights/topics/global-credit-conditions.

2For details from the Bureau of Economic Analysis, see:
https://www.bea.gov/sites/default/files/2021-04/gdp1g21_adv.pdf.

8 For anice breakdown by the Council on Foreign Relations, see: https://www.cfr.org/blog /tariffs-

and-trade-balance-how-trum p-validated-his-
critics?utm_source=twtw&utm_medium=email&utm_campaign=TWTW%20202 1April23&utm_c
ontent=Final&utm_term=TWTW% 20and% 20All%20Staff% 20as% 200f %207-9- 20.

“The idea here is that gross financing flows are the relevant metric rather than current account
balances, which represent net flows. See https://www.bis.org/publ/work525. pdf.

Copyright © 2021 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output
therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means,
or stored in a database or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLCor its
affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the
accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions
(negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or
maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITEDTO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
APARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they
are expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability
of any security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should
not be relied on and is not a substitute forthe skill, judgment and experience of the user, its management, employees, advisors
and/or clients when making investment and other business decisions. S&P does notact as a fiduciary or aninvestment advisor
except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perfom
an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-related
publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including,
but not limited to, the publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another
jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any
time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension
of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of
their respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business
units. S&P has established policies and procedures to maintain the confidentiality of certain nonpublic information received in
connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from
obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on
its Web sites, www.standardandpoors.com (free of charge), and www.spcapitaliq.com (subscription) and may be distributed through
other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is available
at www.standardandpoors.com/usratingsfees.

Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations
Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be distributed to any person in
Australia other than a wholesale client (as defined in Chapter 7 ofthe Corporations Act).

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

spglobal.com/ratingsdirect

April 29, 2021

3


http://www.spglobal.com/ratingsdirect
https://www.spglobal.com/ratings/en/research-insights/topics/global-credit-conditions
https://www.bea.gov/sites/default/files/2021-04/gdp1q21_adv.pdf
https://www.cfr.org/blog/tariffs-and-trade-balance-how-trump-validated-his-critics?utm_source=twtw&utm_medium=email&utm_campaign=TWTW%202021April23&utm_content=Final&utm_term=TWTW%20and%20All%20Staff%20as%20of%207-9-20
https://www.cfr.org/blog/tariffs-and-trade-balance-how-trump-validated-his-critics?utm_source=twtw&utm_medium=email&utm_campaign=TWTW%202021April23&utm_content=Final&utm_term=TWTW%20and%20All%20Staff%20as%20of%207-9-20
https://www.cfr.org/blog/tariffs-and-trade-balance-how-trump-validated-his-critics?utm_source=twtw&utm_medium=email&utm_campaign=TWTW%202021April23&utm_content=Final&utm_term=TWTW%20and%20All%20Staff%20as%20of%207-9-20
https://www.cfr.org/blog/tariffs-and-trade-balance-how-trump-validated-his-critics?utm_source=twtw&utm_medium=email&utm_campaign=TWTW%202021April23&utm_content=Final&utm_term=TWTW%20and%20All%20Staff%20as%20of%207-9-20
https://www.bis.org/publ/work525.pdf

