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Main Factors
• The Deficient U.S. Savings View

– The decline in savings rates in the United States has played an 
important role in the emergence of global and U.S. imbalances

• The New Economy View
– Favorable productivity trends have made the U.S. a more 

appealing place to invest, attracting foreign savings

• The Global Savings Glut View
– Global savings glut is a factor in the global imbalance insofar as it 

supports capital flows to and investment in the United States

• The Sino-American Co-Dependency View
– The Sino-American co-dependency view emphasize show Asian 

countries, owing to a combination of heightened risk aversion 
following the 1997–8 crisis and their continued commitment to 
export-led growth, are happy with a situation where export 
demand is disproportionately important relative to domestic 
demand,



The Deficient U.S. Savings View

Roubini and Setser (2004)observe that a decline in 

public saving like that which occurred in the U.S. 

since 2001, a period which has seen a swing in the 

fiscal balance from +2.5 percent of GDP to -3.5 

percent of GDP, will lead to a matching decline in 

national saving and a matching deterioration in the 

country’s current account balance, other things 

equal.



The Deficient U.S. Savings View

• But econometric studies of the impact of budget 
deficits on current account deficits find evidence of 
only a relatively weak correlation between these 
variables even after controlling for these other factors

• One such argument is that globalization and 
deregulation have enhanced price flexibility, 
moderating the pressure on central banks to inflate in 
response to shocks, subduing inflation expectations and 
reducing the level of interest rates consistent with any 
level of savings



The New Economy View

Cooper (2004), Clarida (2005), and Backus and 

Lambert (2005) argues that the U.S. deficit reflects 

the attractions of investing in the United States and 

the consequent capital inflows that finance the 

country’s current account deficit.



The New Economy View

• Timmer et al. (2003) suggest at most a 1/2 percent

economy-wide productivity differential between the 

U.S. and Europe between 1995 and 2001, which was 

too small to plausibly drive a 6-per-cent-of-GDP swing 

in the U.S. current account balance.

• Purchases of U.S. assets by foreign central banks are 

still only a small fraction — according to recent data, 

about 25 percent — of total foreign purchases of U.S



The New Economy View

• Mussa (2004) states that for a current account 
deficit of 7 percent, to produce an external 
debt/GDP ratio below 100 percent in the steady 
state — which is still a much higher ratio than ever 
seen for a large, mature industrial economy —
growth in the United States would have to accelerate 
to 5 percent (assuming a 2 percent annual inflation 
rate). 

• Nominal growth would have to accelerate to an 
implausible (or inflationary) 12 percent for a deficit 
of 7 percent to be consistent with an external 
debt/GDP ratio of 50 percent.





The Global Savings Glut View

• Bernanke (2005) and Hubbard (2005), a combination of 
demographics, rapid growth, high oil prices, and 
financial development have encouraged saving outside 
the United States.

• In Asia excluding Japan, low dependency ratios are 
boosting savings as predicted by the life cycle model. 

• In China, the limited availability of consumer goods and 
the underdevelopment of financial intermediation lead 
to high rates of forced saving. 

• In petroleum-exporting countries in the Middle East 
and elsewhere, high oil prices are similarly fueling high 
savings rates



The Global Savings Glut View

• In the euro area, net household savings rates have 
fallen from 14 percent in the early 1990s to less 
than 10 percent today. 

• In Japan, net household savings rates have fallen to 
5 percent, again from about 14 percent in the early 
1990s.

• Net household savings in Anglo-Saxon countries 
other than the United States (the UK, Canada, 
Australia, and New Zealand) have been running at 
similarly low rates.







Regression Result
• There is a tendency for countries with higher growth rates to save more, 

as if some time must pass before consumption demands catch up to 

higher incomes.

• The importance of the lagged dependent variable also points in the 

direction of slow adjustment. 

• In addition, as emerging markets mature and their growth rates converge 

with those of the advanced countries, there will be a tendency toward 

convergence of savings rates. 

• The tendency for countries with deeper financial markets, as measured 

by the ratio of domestic credit to GDP, to save less may be taken as 

support for the belief that financial development will further boost 

consumption spending in emerging markets.

• Finally, the elderly dependency ratio has a negative effect on saving, as 

predicted by the life cycle model.

• Again the implication is that savings rates in Asia may come down with 

the ageing of populations.



Regression Result

• There is a strong negative coefficient for investment 

by Asian countries in the post-1997 period, which is 

simply the counterpart of their rapid reserve 

accumulation (given the absence of a savings 

effect).



The Sino-American Co-Dependency View

• Since Asian countries, and China in particular, see 

export demand as the engine of economic growth, 

they maintain an undervalued exchange rate 

against the dollar in order to stimulate exports. 

• The result is persistent current account surpluses 

for Asia and, given the overvaluation of the dollar, 

deficits for the United States. 

• The U.S., for its part, is equally happy with this state 

of affairs, since it is able to live beyond its means.


