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Encouraging savings in debtor economies can help balance their current accounts while raising wages globally.

RWP 24-02, February 2024

We highlight the welfare effect of policies that balance global current accounts when households face uninsurable income risk

and borrowing constraints. Subsidizing savings in debtor economies reduces current account imbalances and raises the welfare
of almost all citizens by increasing world capital, raising wages, and improving insurance for low-wealth households. The same
balancing of current accounts is achieved by taxing savings in lender economies; however, this policy hurts most households by
reducing global capital. These results suggest that balancing global imbalances may be a positive byproduct of raising

investment rates, especially in debtor countries.
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