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I. NATIONAL SAVINGS IN PERSPECTIVE
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Table 2

International Comparison of Savings Rates

Period Net National Savings

United States OECD Europe Japan

1955—1959 9.8 NA 21.5

1960—1969 10.5 17.3 17.0

1970—1979 8.0 15.1 25.5

1980—1981 5.0 11.0 21.3

Source: Kotlikoff (1984)
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II. PUBLIC POLICY AND NATIONAL SAVINGS
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Table 3

Savings, Investment and Current Accounts

(1963—1981)

Savings/GDP Investment/GD? Current Account/GDP

Japan 34.9 34.5 0.5

Switzerland 29.7 28.0 1.7

Austria 27.5 28.2 — 0.7

Norway 26.9 29.9 — 3.0

Portugal 25.7 27.7 — 2.0
Netherlands 24.9 24.5 0.5

Germany 24.9 24.5 0.5

Iceland 24.9 28.2 — 3.3
Finland 24.6 26.5 — 1.9
Greece 24.3 26.7 — 2.4
France 24.1 24.6 — 0.5
Australia 23.8 25.9 — 2.1
New Zealand 22.8 25.5 — 2.7

Italy 22.6 22.0 0.6

Spain 22.6 23.6 — 1.0
Sweden 22.5 23.1 — 0.6
Canada 22.3 23.4 — 1.1

Belgium 22.3 22.5 — 0.2
Denmark 20.7 23.5 — 2.8
Ireland 20.7 25.1 — 4.4
United States 19.4 19.2 0.2

United Kingdom 18.7 18.9 — 0.2

Turkey 17.3 19.5 — 2.2

Source: Caprio and Howard (1984)
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Table 4

The Effects of Federal Deficits on the Composition of CNP

Deficit Concept Standard Standard Inflation Inflation

Adjusted Adjusted

Cyclical Variable GNP Growth Capacity GNP Growth Capacity
Utilization Utilization

Net Private Savings .204 .233 .440 .464

(.108) (.126) (.099) (.098)

State and Local Saving .058 .051 .062 .018

(.030) (.040) (.025) (.031)

Net Foreign Investment .270 .684 .256 .236

(.661) (.749) (.175) (.112)

Net Investment — .624 — .602 — .380 — .423
(.086) (.117) (.074) (.086)

Net Non—Residential
Investment — .235 — .129 — .172 — .099

(.067) (.049) (.061) (.031)

Note: Estimates refer to b. in (4). Numbers in parentheses are standard errors.

Except where noted estimates refer to the sample period 1949—82. All equations
were estimated with correction for first order autocorrelation.



suggest a significantly greater effect of budget deficits on net foreign

investment.

Finally, the estimates suggest that each dollar of Federal deficits

crowds out about 40 cents of net invest

table is somewhat greater than this but

foreign capital inflows which have only
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Movements in the budget deficit may not be exogenous.

the composition of output may

omitted. An alternative approach to estimating the effect of changes in

Federal saving on the composition of national output is through simulation

of a large econometric model. To this end, Table 5 reports the results of

some recent DRI simulations of the effects of a deficit reform package. The

deficit reform package which DRI considered reduced the Federal deficit as a

share of BNP by 3.5 percent over the 1986—1989 period through a balanced

combination of tax increases and spending cuts. DRI also estimated the

effects of its package on the components of SNP.

The results in Table 5 tend to corroborate the estimates just

presented. About one—third of the effects of deficit reduction is offset by

decreases in private saving. A little less than a third is offset by

increased state and local surpluses and reduced net foreign investment.

Just over a third of deficit reductions flow into increased net investment,

with about two—thirds of this total devoted to residential investment. This
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Table 5

DRI Econometric Model Estimates of the Effect of a Reduced

Deficit on the Composition GNP

Baseline Reduced Difference Share

Federal Deficit 5.9 2.4 3.5 100

Net Private Saving 7.0 5.8 1.2 34

State and Local Saving 1.5 1.2 .3 9

Net Foreign Investment 2.0 1.3 .7 20

Net Investment 4.6 5.9 1.3 37

Source: DRI Review, November 1983 and author's calculation. All figures are
percentages of GNP.



with abott two—thirds of this total devoted to residential investment. This

means that each dcllar of deficit reduction leads to about a fifteen cent

increase in net plant and equipment investment. It is encouraging that

these large econometric model estimate; are so close to those obtained from

reduced forms. While each methodology has its problems for an exercise of

this sort, the error; should be relatively independent.

On balance, these empirical Exercises confirm the hypotheses sketched

at the beginning of this section. In:reases in national saving are likely

to have a variety of effects. In part, exogenous increases will be offset

by the effects of lower interest rates, in part net foreign investment will

decline, and residential and nonresidential investment will increase. As a

very rough approximation, these four responses will occur to about an equal

extent. The conclusion is that increases in national saving are a relatively

ineffective way of stimulating business investment. This conclusion would be

reinforced if Keynesian effects of increased saving! on aggregate demand

were considered, or if more weight were given to the current episode of

strong investment performance in the face of large budget deficits. The

next section considers the implication; of these results for policy.
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On balance, it seems likely that the current risk adjusted social
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investment in the United States. While there are strong economic arguaents
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