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NORTH-HOLLAND

The Public-Private Savings Mirror and Causality
Relations Among Private Savings, Investment,
and (twin) Deficits: A Full Modeling Approach

Marga Peeters, Econometric Research and Special Studies
Department, De Nederlandsche Bank, Amsterdam

Relations between national public and private savings, domestic investment, and the
current account are analyzed with the Global Econometric Model (National Institute,
London). Simulation results obtained with this full modeling approach for the US. Japan.
Germany, and the UK are compared with estimation results from the partial modeling
approaches adopted in the literature. The results from the two approaches are rather
different. The simulation results indicate that private savings largely offset public savings
(and vice versa) in the short run. In contrast with findings in partial models, a smaller
effect of aggregate savings on investment is found and government deficits tend to increase
current account imbalances. © 1999 Society for Policy Modeling. Published by Elsevier
Science Inc.

1. INTRODUCTION

In a closed economy fiscal and monetary policy have a full
effect on private consumption and private investment. In an open
economy the effectiveness of these policies depends upon the
degree of capital mobility. In order to investigate the effectiveness
of government policies many studies have drawn attention to
international capital mobility in recent decades.
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