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Current Accounts and Demographics: 
The Road Ahead 

� Demographics are a major determinant of long-term current account trends. 

� Countries with a high proportion of ‘prime savers’ (those aged between 35 
and 69) are more likely to run current account surpluses. 

� We show how demographic shifts have influenced global current account 
trends in the past 30 years, and what they imply for the next 20 years and 
beyond. 

� We have seen some rebalancing from the extremes in 2008 but the process is 
not yet complete. 

� Demographic shifts point to a cleaner split between emerging markets 
(mostly in surplus) and developed markets (mostly in deficit) in the future than 
is evident in the current, more complicated picture. 

� Emerging markets (EM) could continue to lend to developed markets (DM) on 
average.  

� Demographic forces may help keep global real rates low. 

� The development of EM capital markets may be important in offsetting 
demographic pressures for capital flows from the EM to the DM world. 
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Over the past few years, global capital and current account imbalances have 
played a major role in a number of important macro debates. The perception of 
unsustainable imbalances between the US and the rest of the world; the unusual 
flow of capital from the emerging (EM) to the developed world (DM); and the 
so-called ‘global savings glut’ and its impact on real interest rates have all been 
key forces that may have played a role in the recent global recession. 

We have focused on the longer-term drivers of shifts in the world economy, 
particularly in our work on the BRICs and the N-11. Demographic trends are a 
key component of that work. As we show here, demographic shifts also play an 
important role in determining long-term trends in global current account 
balances and the flow of global capital. An economy’s current account is 
literally equal to its ‘net’ saving (total savings minus total investment). So a 
tendency to save more across an economy will translate into pressure for 
current account surpluses and a flow of capital to other countries. Because 
people’s savings behaviour is generally different at different points in their life, 
the relative age structure of an economy plays a significant role in explaining 
their borrowing and lending to the rest of the world.  

Using a model that links demographics, growth and current accounts, we 
illustrate here how demographic shifts have driven global current account 
trends in the last 30 years, and what they imply about current imbalances. We 
then look at how the influence of demographics over the next 20 years and 
beyond may affect current account positions. Importantly, it is the portion of a 
population of ‘prime saving’ age (on our estimates, roughly 35-69 years old) 
that matters most, and not the size of the working age population, as is 
commonly discussed in policy debates. That group is still growing globally, 
even in the developed world, and will likely rise in most of the EM world, 
including China, for at least two decades. Interestingly, the common intuition 
that China is demographically more like a developed market than a typical 
emerging market is only true with respect to working age population. In terms 
of ‘prime saving’ dynamics, China is more like an EM than a DM economy. 

Our results confirm that the recent situation involved what look like ‘excessive’ 
current account surpluses in some of the oil producers, and in parts of Northern 
Europe and China, with ‘excessive’ deficits in some of the well-known 
offenders, such as the US, Greece and Spain. Those imbalances have narrowed 
substantially in the past two years but are still visible to a degree. However, 
demographic trends have also been influencing what is an ‘appropriate’ 
balance, and will likely continue to influence changes in the future. In 
particular, demographics have generally reinforced a shift towards greater 
surpluses in some large EM countries and deficits in some DM economies, 
even if today’s reality is poorly captured by a simple EM/DM split (see box on 
page 5). And although that dynamic has overshot, demographic projections 
suggest that pressure for capital to flow from EM to DM—far from being an 
anomaly—may be more persistent than people realise and may become more 
uniform over time.  

The rise in ‘prime age’ savers globally may also have played an important role 
in the story of the ‘savings glut’, putting downward pressure on global real 
interest rates. Here too, the demographic underpinnings of that story could 
intensify in the next 10-15 years. Perennial worries about the impact on asset 
markets of dis-saving by US (and other OECD) retirees also need to be seen in 
this global context, both because current account shifts may provide a safety 
valve and because global pressures are likely to move in the other direction. As 
with our work in many of these areas, the global picture looks quite different to 
the (usually better-known) US or OECD story, given that the importance of 
non-OECD economies continues to increase. 

Current Accounts and Demographics: The Road Ahead 

Demographic shifts play an 
important role in determining 
long-term trends in global 
current account balances and 
the flow of global capital 

Demographics have generally 
reinforced a shift towards 
greater surpluses in some 
large EM countries and 
deficits in some DM 

Pressure for capital to flow 
from EM to DM may become 
more uniform over time 



August 12, 2010 Issue No: 202 4 

Global Economics Paper Goldman Sachs Global Economics, Commodities and Strategy Research 

Demographics and Current Accounts: Key Results 
We start by highlighting five key aspects of the topic before explaining in more 
detail the underlying model and the outlook that it generates: 

A. The impact of demographics on current accounts and capital flows 
� Demographics are a major determinant of long-term trends in current 

account balances. Despite the popular notion that current accounts are 
determined by relative growth prospects, demographics seem to play at least 
as large a role.  

� The evidence suggests that those economies with a large proportion of 
‘prime savers’—a range we identify as aged between 35 and 69—are more 
likely to run current account surpluses. 

� These shifts in the group of ‘prime savers’ are not identical to the more 
commonly followed story of shifts in the working age population. Most 
striking is that China—whose working age population is widely known to be 
ageing faster than those of most EM markets—is much less distinctive in 
terms of ‘prime savers’ and looks more like a typical EM than a DM. 

B. A demographic perspective on current imbalances  
� Prior to the global crisis in 2008, the world’s current accounts appear to have 

drifted a long way from their long-term demographic anchors. Conventional 
wisdom—that the US, the Southern Europeans and several EM economies 
had deficits that were too large, while China, Japan, several Northern 
European economies and the oil producers were running excessive 
surpluses—looks fair relative to what slow-moving demographic and growth 
trends would say was ‘appropriate’. 

� We have seen significant progress in reducing these ‘imbalances’ and are 
closer to the underlying ‘equilibrium’ predicted by our model. But these 
shifts take the world only partly back to the levels that underlying 
demographics suggest. 

� Although there are excessive surpluses and deficits within both the EM and 
DM universes, EM surpluses on average have looked too large. That said, 
demographic pressures have driven larger surpluses in EM economies and 
validate the notion that they should be running surpluses now. What looks 
odd about the world is not that EM countries have lent to the developed 
world on average, but the scale of that lending. 

39.5

40.0

40.5

41.0

41.5

42.0

42.5

43.0

43.5

44.0

44.5

45.0

30

32

34

36

38

40

42

44

46

48

2000 2010 2020 2030 2040 2050

% Total 
Population

Number of Prime Savers 
in Developed Countries Will Peak

before Emerging Markets

DM

EM

World (rhs)

Source: US Census Bureau, GS Global ECS Research Calculations.Source: US Census Bureau, GS Global ECS Research Calculations.

% Total 
Population

Prime Saving Population (%, 
Share of Population Aged 35-69)

-40

-30

-20

-10

0

10

20

30

40

0-
4 

 

5-
9 

 

10
-1

4 
 

15
-1

9 
 

20
-2

4 
 

25
-2

9 
 

30
-3

4 
 

35
-3

9 
 

40
-4

4 
 

45
-4

9 
 

50
-5

4 
 

55
-5

9 
 

60
-6

4 
 

65
-6

9 
 

69
+

Coefficients*
Demographic Profile of Net Saving

Age Distribution 
Coefficients*

Age profile

*The age-distribution coefficients represent the change in current account 
associated with a unit change in the corresponding log population age 
shares. Source: GS Global ECS Research.

CA Deficit

CA Surplus
PRIME SAVERS

Economies with a large 
proportion of ‘prime 
savers’ (aged 35-69) are more 
likely to run current account 
surpluses 

The world’s current accounts 
appear to have drifted a long 
way from their long-term 
demographic anchors 



August 12, 2010 Issue No: 202 5 

Global Economics Paper Goldman Sachs Global Economics, Commodities and Strategy Research 

Throughout the presentation of our results, we refer to 
some of the key trends in the Emerging Market (EM) 
and Developing Market (DM) groups on aggregate. In 
part, this is out of convenience—it is too difficult to talk 
coherently about changes across a very large range of 
countries. Partly this is because, as we show, the 
underlying changes on the demographic front and their 
implications for categories are quite different across 
these two broad categories. We also take this approach 
because some of the important puzzles of global capital 
flows have historically been framed in this way in the 
broad debate. It is true, for instance, that there has been a 
pronounced shift from EM countries borrowing on 
average from DM countries to a situation in which they 
lend. And the improvement in current accounts across 
the EM universe since the late 1990s has been relatively 
broad-based, even for those that have remained in deficit. 
It is also true that this is more of a ‘puzzle’ to 
conventional economics than the imbalances within the 
DM or EM worlds.  

Still, the risk of using broad groupings is that they 
obscure important differences that cut across them. That 
is certainly the case in the discussion of the current 
situation of global borrowing and lending. While EM 
countries are lending to DM countries on average, the 
pattern of global capital flows is not best described in 
this way. As our research on the topic often 
acknowledges and the chart below shows, it is better to 

think of a group of surplus countries that includes 
German, Japan, Switzerland and the Nordic economies 
in the developed world, alongside large parts of Asia 
including China and the oil producers. And these are 
balanced by the US, Spain, Greece and the UK, 
alongside India, parts of Eastern Europe and Latin 
America in the EM world. In many cases, surplus and 
deficit countries have persistently been in deficit or in 
surplus.  

As a result, while we refer to the EM and DM groupings, 
it is important to focus too—and our model does—on the 
broad differences across them. Although we caution 
against classifying the current situation into these 
buckets too neatly, one key reason why we think it is still 
important to reference them is that the demographic story 
we tell here is more uniform within the DM and EM 
groups (see Appendix I). And this serves to push them 
away from the current, more complicated mix and 
towards a more uniform split over time. In fact, as we 
show later (see page 14), based on the results of our 
model, demographic profiles suggest that all of the 
BRICs and N-11 (bar the most developed, Korea), 
including those that have been systematically in deficit, 
could potentially be in surplus in 30 years’ time, whereas 
all of the largest developed markets, including those in 
surplus today, could potentially be in deficit. As a result, 
the characterisation of ‘EM’ lending to ‘DM’ may 
become increasingly apt, even if it is not so today. 

Why the World is More Complex Than an EM/DM Split 
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C. Demographic pressures on current accounts 
� Demographics hint at fresh current account shifts in the next 20 years. 

Demographic trends push towards larger surpluses across a broad group of 
EM countries (including China) and larger DM deficits (including the US), 
because the proportion of EM ‘prime savers’ rises more and peaks later than 
for DM. 

� Because the world is starting from a point where several large EM 
economies are running ‘excessive’ surpluses and several large DM 
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countries’ deficits are ‘excessive’, those shifts need to be balanced against a 
tendency for the world to move further back to the underlying equilibrium. If 
both developments occur, this could blunt the demographic pressures 
between DM and EM groups. 

� These forces potentially show the biggest shifts within DM and EM groups, 
with big declines in the major surplus groups (the oil producers, China, 
Japan, Germany) matched by narrower deficits in India, Brazil, Turkey, 
Greece and Spain. With the exception of China and the oil producers, most 
EM economies could potentially see improving current account positions.  

� These shifts could push towards a cleaner split between EM (mostly in 
surplus) and DM (mostly in deficit) than is the case in the current, more 
complex picture. In particular, demographic pressures could see the largest 
DM surplus countries (Japan and Germany) move into deficit and the largest 
EM deficit countries (Brazil, India and Turkey) move into surplus. 

D. Demographics and the ‘savings glut’ 
� Demographic forces may have played an important role in the ‘savings glut’ 

and may have contributed to falling global real interest rates over the last 20 
years, as the proportion of ‘prime savers’ globally has risen over that period.  
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� The global pool of ‘prime savers’ is expected to keep rising, and peak in 20 
years. As a result, the ex ante tendency will be for more, rather than less, net 
saving globally, and the ‘savings glut’ (and lower real rates) may become a 
more persistent feature of the world than many think. 

E. Implications of the shifts ahead 
� Even after recent progress, currencies and demand profiles may need to 

move further to support further rebalancing across the major economies. 

� The likely ongoing flow of capital from EM and the demographic 
component of the ‘savings glut’ story suggest that real rates may stay lower 
for longer globally than generally expected, and may even fall further. 

� While local markets in DM could see more pressure (and DM real interest 
rates rise relative to EM rates), increased EM savings could remain an 
important part of funding DM dis-saving as the population ages, mitigating 
long-standing worries about the impact on asset markets of ageing 
populations in developed markets. 

� Demographic pressures for capital flows make it even more critical to improve 
financial/regulatory infrastructure to handle large cross-border flows.  

� The development of EM capital markets—a consistent theme in our 
research—may be important in offsetting the underlying demographic 
pressures for continued capital flows from the EM to the DM world. 

Why Demographics Affect Savings and Current Accounts 
Current account imbalances and capital flows are at the heart of many of the big 
macro issues of today. Was there a ‘savings glut’ globally, as a result of a high-
saving group of economies driving down global real rates or contributing to the 
credit bubble? Has the US been borrowing too much or China too little? Is the 
current pattern according to which EM economies lend to developed economies 
either sustainable or appropriate? Will the ageing population and dis-saving by 
‘baby boomers’ push asset markets lower, as some have feared? 

To answer these questions, we need a view on the long-term drivers of current 
accounts and capital flows. Demographics and long-term growth can, to a 
significant degree, provide such a view. Our own work on the BRICs, the N-11 
and the Expanding Middle Class has been driven to a large extent by 
demographic trends. But we have focused largely on growth and income 
developments and not, until now, on likely shifts in global capital flows. 
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Economists have long understood that demographic trends influence savings 
and investment behaviour. The most famous insight into that linkage comes 
from the so-called ‘Life-Cycle Hypothesis’ of consumer spending, which posits 
that savings pattern are different at different points in a person’s life. Early on 
in life, when incomes are low, people are more likely to borrow and invest (in 
themselves or their children). They then move through a period of ‘prime 
savings’ towards middle age to accumulate assets, and then to gradual dis-
saving as those assets are spent in retirement.1 

The life-cycle theory provides some clues as to how the demographic structure 
of an economy (i.e., how many young people, how many of ‘prime saving’ age, 
how many elderly) may influence the general desire to save or invest across an 
entire economy. By definition, the current account—and the flipside of it, the 
capital flows that finance it—is the difference between an economy’s savings 
and investment. When economies are closed to trade and capital flows, savings 
and investment must be equal and interest rates move to bring them into 
balance. And that is true for the world as a whole, which is a closed unit. But in 
practice, the vast majority of the world’s economies are relatively open and 
current account imbalances and capital flows are sizeable. So it makes sense 
that those economies that have younger populations or have fewer ‘prime 
savers’ could on average borrow from those who have more. And, as a result, it 
is also plausible that relative demographic profiles can have important effects in 
determining savings and investment outcomes across countries, and hence the 
current accounts and capital flows between them.  

There is now a host of evidence that strongly suggests that they do. This basic 
insight has been shown to be important in a wide number of studies (the box 
above discusses a few interesting ones in more detail), which have looked at the 
way in which demographic shifts help to explain changes in growth, savings 
rates and global current account patterns.  

1. A long history of macro research has also looked into how the passage of generations affects investment, savings and growth (including the so-
called overlapping generation models). 

The life-cycle hypothesis of savings (LCH), originally 
proposed by Fisher (1930), Harrod (1948) and 
Modigliani & Brumberg (1954), is based on the saving 
decisions of consumers over their lifespan. LCH posits 
that individuals tend to save while they work to finance 
consumption after retirement. Consequently, the saving 
pattern of individuals over their lifetime is hump-shaped, 
with individuals saving more during their working years 
and dis-saving after retirement.  

One of the products of the empirical work on the life-
cycle hypothesis was the observation that with savings 
and investment schedules both likely to depend on age 
structure, the current account balance (which is the 
difference between an economy’s savings and 
investment) may also shift along with demographics in 
particular ways. Investment demand is closely related to 
the share of young people in an economy, through its 

connection with labour force growth, whereas savings 
supply should be related to the share of mature adults, 
through its connection with retirement needs (Blanchard 
and Fischer (1988) and Higgins and Williamson (1996)). 
This implies that, for a financially open economy, a shift 
in the population age distribution towards younger 
cohorts should produce current account deficits as the 
increase in investment demand outweighs the fall in 
savings. Similarly, as the age distribution shifts towards 
the older working population, there would be a current 
account shift to a surplus as the rise in savings becomes 
more pronounced.  

A range of studies (we would note Higgins (1998), in 
particular, and Lane and Milesi-Ferreti (2001)) have 
explored that notion, and have produced projections on 
that basis, as we do here. 

Life-Cycle Savings and Links between Demographics and Capital Flows 

Evidence suggests that 
demographic profiles can 
have important effects in 
determining savings and 
investment outcomes across 
countries, and hence the 
current accounts and capital 
flows between them 
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A Demographic Model of Current Accounts 
Our goal here—as with our earlier work on the BRICs and beyond—is to set 
out a framework for thinking about long-term trends in global current account 
balances. Like all of our long-term projections, this exercise is fraught with 
uncertainty and the results should not be interpreted as forecasts. That said, 
they do provide a consistent means to examine the key issues and some insight 
into how they may evolve. 

Our starting point is to come up with a straightforward economic model of 
current accounts across the major economies over the last 30 years. Appendix II 
describes the model in more detail but, in the wake of earlier studies (in 
particular Higgins (1998)), we attempt to explain current accounts (as a 
percentage of GDP) as a function of: 

� Demographics—to capture the forces we have already discussed. 

� GDP growth per capita—to capture the common notion that high-growth 
countries are more likely to attract more capital (and run current account 
deficits) than lower-growth countries. 

� The relative price of investment goods, which has been shown to influence 
real investment levels and potentially, through that channel, current 
accounts. 

� A variable to capture oil price exposure for the major oil exporters, where 
oil prices are the major determinant of current account swings and therefore 
need to be adjusted for. 

The model generally does a good job of explaining the broad shifts in current 
accounts across the 44 countries we look at over the last 30 years. It also 
validates the importance of each of these variables. As expected, higher GDP 
growth per capita tends to push countries towards running current account 
deficits. But the influence of demographics is particularly striking.  

The formulation that we have used allows us to map the impact of having 
people at particular age groups on the current account position. As the chart 
above shows, it strongly supports the basic insight from the life-cycle theory. 
Up to the age of 35, the population appears to be a drag on the current account 
position—in other words, people invest more than they save, on average. 
Between ages 35 and 69, people on average appear to save more than they 
invest. These are the so-called ‘prime savers’, and having more of them in the 
population would tend to improve the current account position. Above 69, the 
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population again tends to become a drag on the current account, spending more 
than they earn. The relative proportions of these groups (and as a summary 
measure, the proportion of ‘prime savers’) across different countries are 
essentially what then drives predictions for net savings—and capital flows—in 
different economies. 

The relevance of the ‘prime saving’ group is important because much of the 
common discussion of demographic issues focuses instead on the ‘working age 
population’ (usually defined as ages 15-64) or the related notion of the 
‘dependency ratio’ (this group relative to the rest). As Appendix I shows in 
more detail, the two concepts are different and that difference matters in some 
places. Most of all, the common intuition that China is demographically more 
like a developed market than a typical EM market is only true with respect to 
working age population (where its working age share peaks in 2011, around the 
same time as developed economies such as the US, UK and New Zealand, and 
earlier than key EM markets such as India, Indonesia, Brazil, Mexico, South 
Africa and Turkey). It is much less clear in terms of its ‘prime saving’ 
population (which peaks in 2032 compared with an EM peak in the same year 
and a DM peak in 2016). 

A Perspective on Current Imbalances 
The model we have described essentially maps out a slow-moving ‘underlying’ 
current account, which shifts in these longer-term factors (growth trends and 
demographics) would normally predict. It does not, of course, take into account 
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the large cyclical swings that we commonly observe, nor is it strictly an 
‘equilibrium’ current account given that there is no real assessment of 
sustainability embedded here. But it provides a good benchmark against which 
to assess the potential pressures from the shifting growth and demographic 
profiles across countries. 

Since the model’s predictions are clues as to where the current account ‘should’ 
be, they provide a useful benchmark to assess recent imbalances. How do 
actual current accounts compare to the model’s prediction of the ‘underlying’ 
equilibrium? The charts show those differences for 2008 (before the crisis 
began in earnest) and for 2009 (the last actual year of current accounts), as well 
as our forecasts for this year, since there have been significant shifts in current 
account positions and there are likely to be further shifts ahead. These confirm 
that coming into the crisis in 2008, a number of economies were a long way 
from their estimated underlying position. In particular, the surpluses in many 
oil producers, China, Malaysia, Norway, Sweden and Germany were ‘larger’ 
than the model predictions, balanced by ‘larger’ deficits in Greece, Spain, 
Portugal and several important EM economies (Turkey and South Africa), as 
well as in the US, of course. Those results match the general view that the 
world has been too unbalanced and the broad groupings (China/Asian/European 
surplus economies versus US, European deficit countries and some emerging 
markets) are also largely in line with our overall views of where the problem 
areas have been.2 

These imbalances have corrected somewhat over the last two years and the 
model shows this too. In particular, the declines in surpluses in the oil 
producers and China, alongside narrower deficits in the US, Spain and Turkey, 
are all notable features of the landscape. But in many cases, these adjustments 
serve only partially to correct the gap. In the US, for instance, underlying 
demographic and growth trends point to a current account balance in 2009 at  
-1.4% of GDP (actual, -2.9% in 2009); in China, a surplus of 1.3% of GDP 
(actual, 5.8% in 2009); in Japan, a surplus of 0.5% (actual, 2.8% in 2009); in 
Germany, a surplus of 0.1% (actual, 4.8% in 2009); and in Spain, a balance of  
-1.5% of GDP (actual, -5.1% in 2009). So, while we have made progress 
towards equilibrium, there may still be work to do. 

Although the recent mix of deficit and surplus countries is much more 
complicated than an EM surplus versus a DM deficit, one of the big shifts of 
the last decade has been the move towards an average EM surplus and a DM 
deficit, after a long period when the DM world on net lent to EM economies. 
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2.  In looking at these, we would downplay the results for the oil producers, where our predictions are less refined. A detailed model of their balances 
would pay much more attention to the individual energy situations in each and their precise exposures. We aim here simply to strip out the main 
impact of oil prices in a way that allows us to include them in the broader estimation.  

Current account imbalances 
have corrected somewhat over 
the past two years... 

...but these adjustments serve 
only partially to correct the 
gap 

One of the big shifts of the last 
decade has been the move 
towards an average EM 
surplus and a DM deficit 
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Despite big differences within each group, our model does suggest that on 
average both the EM current account surplus and the corresponding DM deficit 
have both been ‘too large’, after a period in the early 1990s when EM deficits 
looked ‘excessive’. On average between 1998 and 2008, our model suggests 
that the EM surplus was around 2.5% of GDP ‘too big’, while the DM deficit 
was around 1.0% too large over the same period. Like the country rebalancing 
that we have seen, those ‘excesses’ have fallen but not yet disappeared. 

But while the sharp shift towards EM surpluses has led to puzzlement over why 
capital is flowing ‘uphill’ from poorer to richer economies (the common 
intuition is that returns are higher in ‘capital-poor’ EM and so capital should 
flow towards them), the model predicts that EM economies on average should 
be running surpluses, albeit smaller ones, and has predicted this for several 
years. So, even accounting for differential growth performance as we do here, 
allowing for demographics (and oil prices), it may not be inappropriate for DM 
economies to borrow from emerging markets. What is more, the model shows 
that those forces have tended to push EM towards surplus and DM towards 
deficit since 1990. The EM ‘underlying’ surplus has risen by nearly 2% of GDP 
over that period, with the BRICs and other oil producers as part of that story, 
while the underlying balance in the G7 and other developed markets is 
predicted to have deteriorated by close to 1% of GDP. This model suggests that 
it is not the direction of change that is inappropriate but the magnitude. As we 
shall see shortly, this challenge to the conventional wisdom about EM/DM 
balances may intensify in the future. 
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The pressure mirrors the demographic shifts in the two areas. As the chart 
shows, the share of DM ‘prime savers’ rose faster than the share of EM ‘prime 
savers’ between 1950 and 1990, the period of DM surpluses. But over the last 
20 years it has begun to reverse and the process has accelerated. Relative to the 
stability of the 1950-1990 period, the sharp shifts in the relative proportion of 
those of ‘prime saving’ age in EM is dramatic. Something has clearly changed. 

Looking Ahead: Towards a More Uniform EM/DM Split 
How is this story likely to change with time? To assess this, we use the model 
to look at the underlying shifts in current accounts globally out to 2050, 
matching our forecasts for GDP growth and income that we have published in 
our BRICs-related research. We use our existing long-term paths for GDP 
growth and the demographic projections from the US Census Bureau that 
underpin them (see Appendix I for more details).3 Again we stress that these 
are not forecasts but a framework for describing key long-term trends under 
reasonable assumptions that can act as a baseline for what may actually happen. 
There are a host of country-specific and other developments that cannot be 
captured by this kind of exercise, as we describe below. 

As the Appendix describes in detail, this exercise is the balance of two (often 
opposing) forces. The first is the influence of the changing demographic 
and growth profiles on the ‘underlying equilibrium’ that the model 
estimates. As the charts show, the pure impact of those demographic and 
growth shifts is to improve EM current accounts further (for another 25 years or 
so), in particular in the BRICs and N-11, and to worsen them in oil-producing 
countries and developed countries, particularly the US, France and Japan. 
Those shifts are closely related to the projected shifts in our ‘prime saving’ 
groups for each economy or region. The share of ‘prime savers’ peaks much 
earlier in DM (around 2016) than in EM (around 2032), and while China peaks 
earlier than some in EM, it still looks much more like the other EM economies 
on this particular measure than like a developed market.  

However, current accounts in many places are starting a long way from the 
‘underlying equilibrium’—the model’s prediction for where current accounts 
should be given a country’s demographic and growth trends—as we described 
in the previous section. So, the second force is the gradual convergence back 
to that underlying equilibrium over time. Consistent with the results of the 
previous section, this convergence pressure tends to lower the current account 
surplus for countries that currently have excessive surpluses (notably oil 
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3. For oil prices, we use a simple projection pattern over the long term from our Commodity Research team (we have no official forecasts for this 
kind of time horizon, for obvious reasons). 

Changing demographic and 
growth profiles likely to 
improve EM current accounts 
further (for another 25 years 
or so), in particular in the 
BRICs and N-11... 

...and worsen them in oil-
producing countries and DM, 
particularly the US, France 
and Japan 
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Our baseline outlook suggests that the current account 
deficit in the DM group will continue to decline till 2050 
and at a faster pace after 2025. The surplus in EM is 
likely to decline but remain firmly positive till 2025. But 
the shifts within the larger EM and DM groups are more 
striking than the shifts between them. The main impact 
is to make the split between major EM and DM 
economies more uniform over time than it is now, with 
large EM economies almost all in surplus and the large 
DM economies in deficit. We summarise below some of 
the main shifts in major markets: 

BRICs: China and Russia’s falling surpluses are offset 
by rises in India and Brazil, with both markets moving 
into surplus over time (and all four of the BRICs in 
surplus by around 2020). The current account surplus is 
likely to peak earliest in China but remain positive, 
while India’s should continue to grow until 2050. The 
shift in India is particularly dramatic, as its demographic 
dividend boosts net saving over time. 

N-11: The oil-producer surplus declines will be balanced 
by other non-oil producing EM, especially the N-11. 
Within the N-11, Korea is projected to peak earliest and 
(uniquely) fall into negative territory by the late 2030s. 
Egypt’s current account is projected to rise; Indonesia’s 
(and Vietnam’s to some extent) are projected to have a 
flattish profile. As an aggregate, N-11’s current account 
surplus is projected to rise until 2037, and then gradually 
decline but remain in positive territory. 

G-7: The underlying current account positions of all G-7 
countries are projected to deteriorate over time, but at a 
varying pace and with a varying profile. Germany, Japan 
and Canada are projected to move from surplus to 
deficit. Current accounts in Canada, France, the UK and 
the US are shown stabilising in negative territory by late 
2030, while Japan and Italy will likely face pressure for 
further declines given more challenging demographics. 

Current Account Pressures in the Major Markets 
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producers, China, Malaysia and Norway). On the flipside, the current account 
balance of those with ‘excessive’ deficits (Greece, Spain, Portugal and the US) 
should see pressure to improve.4 Because the EM surplus is on average ‘too 
large’ currently, these same forces work to offset the demographic pressure 
towards even larger EM surpluses. This means that the outlook we describe 
here—particularly in the initial stages—is driven by a combination of two 
forces, which in places counteract one another. 

4. The pace of convergence in our projections is derived from the actual convergence speed in the past that the model predicts.  
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That outlook involves potentially large shifts in global current account 
positions. In thinking about these shifts, we focus on the 2009-2025 period, 
which is more immediately interesting. But we also look at the developments 
from 2025-2050, by which time any impact from current imbalances will have 
receded, and so the outlook here is almost completely driven by the 
demographic and growth shifts that underpin our model. The box on the 
previous page describes some of the key developments in the major markets, 
but the most obvious are: 

� Potentially significant declines in surpluses between 2009 and 2025 from 
many of the major surplus groups (the major oil producers, China, Japan, 
Germany, Sweden), matched by significant improvements in the current 
account positions of many of the higher-deficit developed market 
economies, such as Greece, Spain, Portugal and, more modestly, the US. 
However, the basic pattern of surplus and deficit countries may not reverse 
completely over this period, although the surpluses and deficits may shrink. 

� The model (with all the obvious caveats) shows the US deficit at -3.2% of 
GDP by 2025; China’s surplus declining to 3.3%, roughly where it was 
before the structural break higher in 2005; and Germany and Japan entering 
deficit territory. South and South-East Asia, whose demographics are 
favourable, also see significant pressure for stronger current accounts. 

� Changes in the EM and DM aggregate positions are modest (-1.1ppt for DM 

-15

-10

-5

0

5

10

15
Vi

et
na

m
G

re
ec

e
Tu

rk
ey

Sp
ai

n
B

ra
zi

l
S

ou
th

 A
fr

ic
a

Ita
ly

In
di

a
C

an
ad

a
R

us
si

a
B

R
IC

s
U

SA
U

ni
te

d 
K

in
gd

om
M

ex
ic

o
In

do
ne

si
a

E
ur

oz
on

e
N

-1
1

E
M

D
M G
7

N
ew

 Z
ea

la
nd O

il
D

ev
el

op
in

g 
A

si
a

C
hi

na
Ja

pa
n

S
w

ed
en

N
or

w
ay

%GDP Large Shifts in Current Accounts Likely in 
Both EM and DM by 2025

2025 (Baseline) Minus 2009 (Actual)

Source: IMF, GS Global ECS Research

-6

-4

-2

0

2

4

6

S
ou

th
 A

fr
ic

a O
il

N
or

w
ay

In
di

a
M

ex
ic

o
R

us
si

a
N

-1
1

In
do

ne
si

a
D

ev
el

op
in

g 
A

si
a

V
ie

tn
am EM

B
ra

zi
l

Tu
rk

ey
S

w
ed

en
N

ew
 Z

ea
la

nd
B

RI
C

s
C

an
ad

a
U

SA
U

ni
te

d 
Ki

ng
do

m
C

hi
na G
7

D
M

E
ur

oz
on

e
Ja

pa
n

G
re

ec
e

Ita
ly

S
pa

in

%GDP More Uniform DM and EM Pressures
From 2025 Onwards

2050 (Baseline) Minus 2025 (Baseline)

Source: GS Global ECS Research

-5

-4

-4

-3

-3

-2

-2

-1

-1

0

1

1

32

34

36

38

40

42

44

46

1980 1987 1994 2001 2008 2015 2022 2029 2036 2043 2050

%GDP% Total 
Population

USA Prime Saving Population
Versus Current Account

USA Prime Saving Population (%, 
Share of Population Aged 35-69)

USA Current Account (Model 
Prediction, RHS)

Source: US Census Bureau, GS Global ECS Research Calculations

-4

-2

0

2

4

6

8

10

20

25

30

35

40

45

50

55

1980 1987 1994 2001 2008 2015 2022 2029 2036 2043 2050

%GDP% Total 
Population

China Prime Saving Population
versus Current Account

China Prime Saving Population (%, 
Share of Population Aged 35-69)

China Current Account (Model 
Prediction, RHS)

Source: US Census Bureau, GS Global ECS Research Calculations

The outlook is for potentially 
large shifts in global current 
account positions 



August 12, 2010 Issue No: 202 16 

Global Economics Paper Goldman Sachs Global Economics, Commodities and Strategy Research 

and -0.9ppt for EM), and the same is true for the BRICs as a bloc. This means 
that the model does not predict any significant shift in the picture of EM 
economies sending capital to the developed world, and by 2025 it still shows 
EM as a group potentially running a surplus and DM a deficit. (It may seem 
counterintuitive that the current accounts of both DM and EM can deteriorate 
as a percentage of GDP but EM GDP is rising much more rapidly.) 

� What does change is that the picture within the EM and DM blocs becomes 
more uniform. In particular, the fact that Germany, Japan and Canada may 
move into deficit, but that Brazil and India could join Russia and China in 
surplus as their ‘prime savings’ groups expand, means that the exercise 
envisages a world where all of the large EM countries move into surplus and 
all of the large DM economies into deficit over time, unlike today. 

A Demographic View of the ‘Savings Glut’ 
The flow of capital from EM to DM economies—which we have shown here 
may continue—is closely identified with the notion of the ‘savings glut’, a 
widely debated issue ever since then-Fed Governor Ben Bernanke coined the 
phrase in a speech on global imbalances in 2005. As we mentioned earlier, the 
global current account balance has to be zero. If there is a tendency for the 
world’s economies on average to want to save more than they invest (i.e., run a 
global current account surplus), in principle this should be resolved by a fall in 
global real interest rates. The rise in desired global savings about which Fed 
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Chairman Bernanke speculated is not directly observable, so the prima facie 
evidence given was the surge in EM current accounts alongside lower real 
interest rates, which might point to increased savings supply from that source. 
Explanations for why exactly the desire to accumulate savings may have surged 
vary (Bernanke pointed to the scars of financial crises and rising commodity 
scares). And there has been an extensive debate about whether the theory is 
correct and if it will prove fleeting or persistent. 

The framework for global capital flows and current accounts set out here 
provides an interesting perspective on this issue. Our main exercise imposes the 
constraint that the global current account must add up to zero, as any sensible 
prediction must. But if we relax that constraint and aggregate the individual 
country predictions, we can get a sense of how the shifts in demographics and 
growth may be influencing the ex ante balance between global savings and 
investment. Looking at the predicted global excess savings (or global ‘current 
account surplus’) from this unconstrained model shows that since the mid-
1980s, demographic and growth shifts globally have steadily and significantly 
pushed in the direction of higher excess savings over that period. The predicted 
ex ante global current account balance has risen from -1.7% of GDP in 1980 to 
+2.1% in 2009, accelerating between 1988 and 2009. The demographic 
counterpart to that shift is easily identified. The proportion of ‘prime savers’—
and we are talking about net savings here—globally (again weighted by GDP) 

We mentioned above that our models cast some light on 
how demographics may influence global real interest 
over time. At a simple level, as we describe in the main 
text, the ‘global’ real interest rate can be thought of as 
the rate that makes desired global savings and desired 
global investment equal. All else equal, if demographic 
or other forces push for an increase in desired savings 
relative to desired investment, global real interest rates 
should fall and vice versa.  

It is important to think about what the ‘global’ real 
interest rate means, however. If all goods can be traded 
and capital accounts are open, then (long-term) real 
interest rates should be equal everywhere. But, in 
practice, even with relatively open capital accounts, 
many goods cannot be traded across countries. And it is 
easy to show that this means that real interest rates in 
each country need not be equal. In those circumstances, a 
simple framework would define a country’s real interest 
rate as a weighted average of the global real interest rate 
(for the ‘traded goods’ sector) and a locally determined 
one (for the ‘non-traded goods sector’). Our Bond 
Sudoku models of G10 bond yields have some of this 
flavour, using both local and global influences as 
determinants of yields. 

In the context of the demographic approach here, the 
global component of real interest rates (real rates in 
terms of ‘tradable goods’) would be determined by the 
global demographic profile. But those economies where 
net saving is predicted to fall (and current account 
deficits to rise) would tend to see higher real rates and 
stronger real exchange rates than otherwise, with the 
reverse true in those where net saving is predicted to rise. 
On our outlook, the demographics point to upward 

pressure on DM real rates relative to EM, in the context 
of downward pressure on overall global real rates. 

In addition to the implications for interest rates, a 
number of studies in recent years have worried about the 
notion that dis-saving by retiring workers in DM will 
push real rates higher and asset prices lower. This 
‘demographic’ fear has been expressed periodically with 
respect to equities and housing markets in the US most 
particularly. Mankiw and Weil (1989) made a well-
known prediction that the decline in the ‘baby boomer’ 
generation and their dis-saving would put downward 
pressure on US housing markets. And similar predictions 
have been made about downward pressure on equities as 
the ‘baby boomers’ hit retirement age.  

There are many reasons why those fears are overstated 
(the Jackson Hole Symposium by the Kansas Fed in 
2004 saw this issue widely discussed). But the logic 
described above with respect to global interest rates also 
applies here. While the demographic profile of the US 
and some other developed markets may push towards 
lower net savings—and so conceivably to asset 
liquidation—the global perspective shows that this 
concern needs to be offset partially against the prospect 
of increased global (principally EM) net saving, which 
could potentially provide capital inflows to balance that 
dynamic. Those markets that are more ‘local’ (non-
traded) would in theory be more vulnerable to that 
dynamic than those that are globally traded, but the 
overall picture would certainly be more benign than a 
purely local view would suggest, and more of the 
adjustment would occur through capital flows than 
through asset prices. 

Global Versus Local Drivers of Real Interest Rates and Asset Prices 
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has risen over that period. This coincides with the significant decline in global 
real interest rates that we have seen since the mid-1980s and suggests that 
demographics may have played a role. While there is no easy way to prove that 
this linkage exists, economic logic supports it.5 

These pressures appear to be intensifying rather than reversing, if we run the 
model forward on this basis. This exercise predicts a further 1.1% of GDP 
(from 2009 to 2050) increase in the ex ante global current account surplus, 
smaller than that seen over the last 25 years but still large, before a modest 
reversal. This means that a purely demographic model of global real interest 
rates would predict further downward pressure as desired savings globally rise 
further relative to investment.6 Both in the past and in the future, these shifts 
appear to result largely from an increase in desired savings in the EM world.  

As a recent Global Economics Paper 185 by Ben Broadbent and Kevin Daly 
showed, the simple story of a ‘savings glut’ does not explain all of the major 
features of the recent global landscape. They argue that the increase in global 
savings alongside increased returns on capital is probably also due to the 
integration of large high-savings emerging market economies into the global 
economy. That story is highly plausible and is a reminder that the persistent 
demographic pressures that we identify are likely to be only part of the story. 
But their paper also highlights that the composition of the rise in global savings 
(skewed towards central banks in EM with conservative portfolio preferences) 
may also have acted to raise the global equity risk premium. Our projections 
suggest that this too could be persistent.  

While the rise in ‘prime savers’ globally suggests that demographics may 
continue to put downward pressure on global real interest rates, differences 
across the various country groups could lead to persistent differences in relative 
interest rate trends. As the box on the previous page describes, theory would 
predict that those whose current account positions are forecast to deteriorate 
(largely in the DM world) could see upward pressure on real interest rates 
relative to those who see an improvement (mostly in EM). So, while 
demographic forces may work to keep real interest rates low across the world, 
our projections imply that, on average, this downward pressure may be larger in 
EM. But these same dynamics also imply that the periodic worries that the 
wave of retiring (and dis-saving) ‘baby boomers’ in the developed world will 
hurt asset prices (bonds and equities) need to be offset against the prospect of a 
continued (and perhaps increasingly) strong desire for saving (and capital flow) 
from the EM world and globally.  

Offsets to These Pressures: Sustainability, Capital Markets 
As we have said in our BRICs-related work, there are many reasons why the 
outlook we describe here might not be borne out. In the case of current 
accounts evolution, two issues are particularly important, both of which may 
mitigate the underlying demographic pressures.  

The first is that the pressure we describe may lead to foreign financing needs 
that prove excessive, particularly in some DM economies. Nothing in our 
projections addresses the aggregate ‘rationality’ or sustainability of the paths 
that we project. They are simply the outcome of what the demographic and 
growth projections would ‘normally’ lead to. So they are best seen as guides to 
the underlying pressures than as a true forecast of what may occur. In that 
sense, they are reminiscent of the global energy demand forecasts that we made 

5.  Interestingly, Matthew Higgins’s 1998 paper analysed current account and demographic links in a similar framework to the one we use here. He 
conducted some simple projections that showed exactly this effect. The paper argued, correctly it turns out, that global real interest rates could 
come under downward pressure. 

6. Because we predict ‘net saving’ here, i.e., savings less investment, the demographic pressures do not necessarily imply that actual savings rates (or 
the clearing levels of savings) will have to be higher too, as some other explanations require. Demographics influence both investment and savings 
profiles, and it is possible demographic shifts reduce both desired investment and desired savings but reduce the latter by more. 

The rise in ‘prime savers’ 
globally suggests that 
demographics may continue to 
put downward pressure on 
global real interest rates 

But differences across the 
various country groups could 
lead to persistent differences 
in relative interest rate trends 
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in our earlier BRICs research, which were designed to show where pressure 
points would emerge but not necessarily whether those pressures could actually 
be satisfied. 

One simple way to see this is to look at what our exercise for the evolution of 
current accounts would imply for the net foreign asset (liability) positions of 
the relevant countries. Given that the demographic pressures in many cases 
push for further current account deterioration in the developed markets, foreign 
liabilities in those that are already significant debtors would be set to 
deteriorate further under these forecasts. The most obvious examples are 
Australia, New Zealand, Spain, Greece and Portugal. 

The pace of deterioration is not dramatic relative to their current situation. And 
if these economies can earn returns that are sufficiently higher than the cost 
they pay to borrow, then in principle this borrowing may prove more 
sustainable and appropriate than it looks. Much of the hand-wringing about US 
foreign liabilities over the last 15 years, for instance, has not yet been borne 
out, and similar exercises for many of these economies conducted in the past 
would have overstated their problems now. And it may simply be that the 
surplus countries come to own larger portions of the capital stock of the deficit 
countries over time. But even with those caveats, the profiles here suggest that 
some developed countries that already have large foreign liabilities may 
ultimately need to run smaller deficits than currently predicted (presumably 
through some combination of exchange rate depreciation and demand restraint). 

The second issue is the prospect of financial market deepening in the big EM 
economies. There is now a wide body of work suggesting that underdeveloped 
local financial markets in the EM are part of the reason why savings are larger 
than they ‘should’ be, and why current account surpluses (capital outflows) are 
also surprisingly large. Caballero et al (2008), for instance, rationalised the 
sustained rise in US current account deficits, the decline in real rates and the 
rise in the US assets in global portfolios as a rational response to differing 
capacities to generate financial assets from real investments. Under this theory, 
the EM crises at the end of the 1990s and their subsequent rapid growth 
prompted them to search for sound and liquid financial instruments, which the 
US markets were positioned to provide but their own markets were not. And of 
course the US ‘exorbitant privilege’ from its position as a reserve currency may 
also help in this regard. Others have found supporting evidence for that 
dynamic.7  

Our own research has focused over an extended period on the challenges of 
building capital markets in the BRICs economies and the deepening in capital 
markets in the developed world. In 2005, we showed how the development of 
the BRICs might lead to a sharp rise in the equity capitalisation of the BRICs 
and broader EM world, a process that is already underway and that may act to 
mitigate some of the inherent weaknesses in local market development (see 
Global Economics Paper 118). Since then, Francesco Garzarelli, Sandra 
Lawson and others have focused on what is arguably a larger challenge, the 
development of local debt markets, particularly in China and India—but with 

7. See Gourinchas and Rey (2005), Cooper (2007).  

Likely Net Foreign Asset Profile (%GDP)
Australia Spain New Zealand Greece Portugal

2008 -47 -77 -72 -71 -92

2015 -61 -84 -79 -95 -110

2020 -71 -77 -86 -98 -114

2025 -80 -69 -90 -99 -117
Net Foreign Asset Position (%GDP) using identity NFA(t) = (1-g)*NFA(t-1) + CA 
w here g = assumed nominal GDP grow th.  Source: IFS, National Sources, GS Global ECS Research 
Calculations

Some developed countries that 
already have large foreign 
liabilities may ultimately need 
to run smaller deficits than 
currently predicted  
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8. Through the country dummies in the panel. 

applicability beyond (see Global Economics Paper 149 and 161). Their work 
highlights the potential for significant expansion in debt markets if continued 
progress on supporting reforms can be made (in 2008, we predicted that India’s 
non-public debt market could grow sixfold by 2016). More recently, but in a 
similar vein, Christopher Eoyang and team have highlighted the enormous 
potential for growth in Shanghai as a financial centre, and the prospect of much 
deeper and more liquid markets there (see Global Economics Paper 198). 
Broader financial liberalisation, which might change access to credit in EM 
markets, could also be an important development in changing aggregate 
savings.  

If further progress is made on these issues of local capital market development, 
it might plausibly act to reduce savings in some of the large EM markets, and 
reduce the pressure for capital outflows and current account surpluses that stem 
from higher savings rates. It is also a reminder that non-demographic forces are 
hugely important to the overall path of savings, as Helen Qiao described in 
detail in Global Economics Paper 191. It is important to remember that in any 
given country, a host of changes not captured by our models may be in 
operation. And in China—with the transitions in social security provision and 
the SOE system since 1990s—these forces may be larger than in many other 
major economies.  

Because our models allow for convergence towards ‘underlying’ balances in 
some of the large EM countries and because they account for any ‘persistent‘ 
effects for any given country8, some of these issues are probably partially 
captured. And none of this alters the fact that relative demographic profiles 
across EM push towards larger not smaller surpluses. But there is much that the 
models leave out. Significant progress in capital deepening in the BRICs and 
beyond might act to offset that tendency and reduce the size of global current 
account balances. The development of domestic bond and broader capital 
markets is an important goal in its own right in terms of the efficiency of local 
capital allocation. But it could also be a useful safety valve in limiting the 
challenges of managing even larger global capital flows.  

Implications for Markets and Policy 
Returning to the issues that we raised at the outset, we would highlight three 
major implications of this demographic perspective on capital flows and current 
accounts. 

� First, there is strong confirmation that recent imbalances were overshoots of 
the slow-moving underlying determinants of global capital flows. While we 
are making progress to reducing them (in particular in the US), it is still only 
partial progress towards what the underlying equilibrium should be. This 
means that further adjustments in global demand and currency patterns may 
still be needed, as with the encouraging shifts in China recently. 

� Second, while those near-term adjustments on average argue for lower EM 
surpluses and lower DM deficits, underlying demographic and growth 
dynamics push towards a situation where the EM world continues to export 
savings to the richer economies. We find this even after explicitly allowing 
for the differences in growth rates across the groups. While those pressures 
may ultimately push some developed countries towards unsustainable paths, 
they also caution against assuming that what is going on currently is an 
anomaly waiting to be corrected. 

� Third, at a global level, demographic pressures seem to push towards 
continued increases in desired savings relative to desired investment. That 
force may already have been more important in pushing real interest rates 
down globally over the last 10-15 years than is often acknowledged. But it 

The development of domestic 
bond and broader capital 
markets could be a useful 
safety valve in limiting the 
challenges of managing even 
larger global capital flows 
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may still have further to run and real rates may stay low for longer than 
many expect. Those who worry either that current developed market current 
account deficits will need to be brought to an end or entirely reversed or that 
the ageing of developed markets may put upward pressure on their interest 
rates and downward pressure on their asset markets may prove to be 
underestimating the safety valve from global demographic forces.  

Taking these forces together, it seems likely that significant net flows of capital 
across borders—including from the EM to the DM world—are likely to remain 
a feature of the landscape and may be set to grow further. This means that 
developing the infrastructure, policy tools and regulatory settings to be able to 
cope with them is likely to remain an urgent task. As with our work on the 
BRICs and the Expanding Middle Class, we are struck again by how a global 
perspective is needed to understand what have often been examined as local 
issues. In particular, looking at the story of savings, investment and capital 
flows from the perspective of the large developed markets may end up being 
misleading in a world where the global picture is increasingly different. 

In terms of policy choices, the lessons are a little muddier. The fact that cross-
border capital flows are likely to remain significant and that demographic shifts 
may push for them to increase rather than decrease in places means that work to 
improve global financial regulation and the monitoring of cross-border capital 
is likely to become even more important. The lessons of the recent crisis 
suggest particular urgency in ensuring that developed market financial sectors 
can cope with substantial capital inflows without misallocating resources. But 
they also imply that a deepening of capital markets in the EM world may 
reduce some of the excessive pressure to ‘export’ savings.  

In terms of policies to address the pressures of ‘ageing’, the debate in terms of 
social security and healthcare often focuses on raising retirement ages to reduce 
dependency rates and alleviate fiscal pressures. The impact of those kinds of 
shifts on net savings is a little less transparent, since the shift to private savings 
patterns at different points in the life cycle in response to a higher retirement 
age are less obvious than the impact on incomes, retirement payments and tax 
receipts. However, the fact that demographic pressures seem to be pushing 
most DM economies towards larger current account deficits over time—and 
perhaps unsustainably large ones—is arguably indicative that these countries 
may not be saving enough. Extending working lives relative to the time spent in 
retirement (where savings are necessarily negative) is likely to help to address 
that issue too and may also serve to offset the tendency towards larger DM 
current account deficits than we outline here. We are likely to see further steps 
in that direction, in particular, in those parts of Europe which are beginning to 
address the issue as a part of their fiscal sustainability. If that happens, it would 
arguably raise the upper bound on the ‘prime saving’ age and so the 
consequence could again be to reduce the dependence on EM savings flows. 

 

Ongoing large cross-border 
capital flows mean work to 
improve global financial 
regulation may become even 
more important 

Extending working lives might 
offset some of the pressure 
towards larger DM deficits 
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Appendix I: Demographic Trends and the ‘Prime Saving’  
Population 
Since early 2000, economists have highlighted and widely discussed the major 
shifts in demographic trends and their implications (the IMF’s 2004 World 
Economic outlook and the Fed’s Jackson Hole Conference in 2004 are good 
examples).  

Our own research has also focused on demographic trends (see Global 
Economics Paper 132; Global Economics Weekly 09/24) and has shown how 
demographic shifts play an important role in determining the long-term drivers 
of the world economy (demographics play an important role in all of the BRICs 
and related research as key ingredients of our projections). 

The combined effects of increased life expectancy and lower fertility will result 
in slower population growth and will significantly change the population age 
structure as the number of young people as a share of total population falls and 
the proportion of the elderly rises. The focus on shifting dependency ratios—
and on the resulting fiscal burdens—has generated a heated debate in the 
developed markets. 

As our model shows here, what matters more in the context of global capital 
flows is the (related) notion of those in the ‘prime saving’ age group. While 
definitions vary as to when that age occurs, our models suggest that positive net 
saving is mostly explained by the portion of the population between the ages of 
35 and 69 (the IMF defines it as a somewhat narrower band, from 40 to 65). 
The variation in this group—at a simple level—plays a major role in our 
results, so it is helpful to lay out the main dynamics of how that group evolves.  

The share of the global population falling within that bracket is increasing 
rapidly and is set to reach a 50-year high by around 2026, then stay at relatively 
high levels for some time after. However, variation underpins this global 
theme. Broadly speaking, the share of ‘prime savers’ is likely to peak earlier in 
developed countries than in emerging markets (around 2016 for DM as a whole 
compared with 2032 for EM).  

Even within the broad groups of DM and EM economies, there will be 
important differences, as highlighted at the Jackson Hole proceedings in 2004. 
Among developed countries, Japan, Korea and some European economies will 
experience more rapid population ageing than the US. And, among developing 
countries, China will experience population ageing sooner than India and many 
other Asian countries. Although the focus on China’s advanced ‘ageing’ profile 
relative to other EMs has received a great deal of attention, on our definitions 
its ‘prime saving’ population still looks much more like a typical EM than a 
typical DM economy. In our sample, the earliest peak in ‘prime savers’ comes 
in Germany (already peaked in 2006) and Austria (2009), while the latest 
comes in a bunch of emerging economies, namely India, Indonesia, South 
Africa, Nigeria, Malaysia, Philippines, Bangladesh, Egypt, Saudi, UAE and 
Oman, where the proportion of the population at ‘prime age’ continues to grow 
until 2050. 

Running behind these shifts—and our description of the outlook—is not just 
the varying shifts in the ‘prime-saving’ population in EM and DM, but also the 
trends in economic size identified in our BRICs research and elaborated on 
globally in our work on the ‘Expanding Middle Class’, which also suggest that 
the weight of the two blocs in the global economy changes sharply over time. 
This is why it is possible both for the EM surplus as a share of GDP and the 
DM deficit as a share of GDP to deteriorate at the same time (since EM’s share 
of GDP is rising, the same proportional surplus would be able to fund a larger 
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DM proportional deficit). As background, our BRICs projections imply a shift 
in EM GDP from 33% of global GDP in 2010 to 71% in 2050. 

It is also important to bear in mind that the shifts in the ‘prime age’ population 
are different from the shifts in the share of the working age population (15-64 
is the common definition) in terms of timing and impact, although the two are 
clearly related. Those pictures are much better known and important in defining 
fiscal burdens and other significant policy issues. But as the table below shows, 
the profile in terms of the peaks in those areas is quite different to the peaks in 
the ‘prime-saving’ groups that drive our results here. Since it is common to 
estimate current account balances on working age population shares (as in the 
IMF’s 2004 World Economic Outlook study), these distinctions are potentially 
important and a finer gradation of demographic impacts—as we use here—an 
advantage. 
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Year of 
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in Prime Age 

(35-69)

Year of 
Peak in 
Working 

Age (15-64)
Argentina 2045 2032 Mexico 2041 2021
Australia 2014 2009 Netherlands 2012 1989
Austria 2009 2004 New Zealand 2037 2011
Bangladesh 2050 2033 Nigeria 2050 2050
Belgium 2015 1987 Norway 2012 2009
Brazil 2037 2018 Oman 2050 2050
Canada 2015 2008 Pakistan 2050 2041
China 2032 2011 Philippines 2050 2037
Denmark 2011 1992 Portugal 2024 2000
Egypt 2050 2030 Qatar 2020 2004
France 2016 1987 Russia 2025 2011
Germany 2006 1986 Saudi 2050 2043
Greece 2022 1998 South Africa 2050 2044
Hong Kong 2019 2011 Spain 2022 2004
India 2050 2027 Sweden 2010 2007
Indonesia 2050 2023 Switzerland 2013 1989
Iran 2032 2011 Thailand 2031 2013
Italy 2016 1991 Turkey 2035 2018
Japan 2016 1992 UAE 2050 2010
Korea 2023 2015 United Kingdom 2012 2009
Kuwait 2004 2004 USA 2016 2007
Malaysia 2050 2018 Vietnam 2032 2020
Source: US Census Bureau

Peak in Prime Age Versus Working Age (% Total Population)
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A. The basic model 
Our approach to modelling current account balances as a function of 
demographics is closely related to that followed by Higgins (1998) but also has 
a lot in common with a frequently-cited study by Lane and Milesi-Ferreti. The 
underlying assumption is that for all of the countries in the sample, capital 
accounts are open enough for macro fundamentals to drive current accounts, 
which seems reasonable for the countries we consider here. 

We model current accounts using a fixed-effect panel framework comprising of 
44 countries and data from 1980, with both time and country effects. The fixed 
panel framework helps us to strip out country-specific factors such as cultural 
norms, rates of time preference, institutional issues. Also, we use 5-year 
averages during estimation to minimise the risk of capturing cyclical shifts that 
may potentially bias the coefficients. 

The current account is a function of a set of demographic variables (DEM1, 
DEM2 and DEM3), income per capita growth (INC), relative price of 
investment goods (RPI) and an oil variable (Oil). 

CAit = Bi,0 + B1DEM1i,t + B2DEM2i,t + B3DEM3i,t + B4INCi,t + B5RPIi,t+ B6Oili,t  

The motivation and detail of the main variables is as follows: 

1) Demographic variables: Demographic variables are constructed using a 
low-order polynomial to represent 15 population age shares: 0-4, 5-9, ….., 65+. 
This approach was first discussed by Fair and Dominguez (1991). The three 
demographic variables are complicated geometric averages of the population 
age shares. This helps to eliminate the problem of multicollinearity that makes 
it difficult to isolate the contribution of any particular segment in traditional 
equations and allows for a richer structure of age effects similar to those 
predicted by the life-cycle model (we provide details below).  

2) INC and RPI: We control for income per capita growth so that we do not 
spuriously attribute current account positions to demographics that are in fact 
driven by growth effects. The relative price of investment goods is included to 
control for its possible effects on savings supply or investment goods, 
something that has been found to be important in some cross-country work on 
investment and savings. These variables are sourced from the Penn World 
Tables.  

3) Oil: Of course, oil revenue matters for the oil-producing countries. We 
capture this impact by taking a cross between a dummy variable that identifies 
the oil-producing countries and their export share of GDP. In other words, we 
take account of export revenues for oil-producing countries. Oil price shifts 
also have an impact on oil importers. The common exposure will be picked up 
by the time dummies in our regression, but exposures vary across countries too. 
However, that variation is much smaller than for producers (and less persistent) 
and we omit it here. 

B. Capturing the demographic profile 
As mentioned above, our demographic variable looks at the impact of 15 
different population segments on current account positions. In other words, the 
regression specification can be thought of along the lines of: 
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txwith     the vector of explanatory variables and  the shares of the 
population of n groups (15 in this case). 

Following Higgins (1998), we constrain the coefficients of the population 
shares to lie on a third degree polynomial. We do this because the high degree 
of correlation between the population shares would induce the problem of 
multicollinearity. In this case, the variance of the OLS estimates will be large, 
making it difficult to identify the effect of any particular group (as the 
correlation between the independent variables converges to 1, variance of the 
OLS estimates will converge to  ). 

Constraining  to lie on a third degree polynomial implies: 

, 

because the population shares sum to unity and are thus collinear with the 
intercept term, and  

 

which implies that  

 

Once we estimate  and we impose the condition (2) 

 

Substituting in equation (1), we have 
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3 and  2 ,1 βββ

n1 ...αα

W i t h  from (3) 

 

From here, we derive the form of the three demographic variables, which 
allows us basically to capture the same information contained in                , but 
in a parsimonious form. 

 

For each country, we construct the variables accordingly. The regression 
effectively then is run to find simply the three parameters,  

In simple terms, this reconfiguration imposes the restriction that the impact of 
age on current accounts across the different age groups follows a cubic ‘shape’. 
Our estimations show a current account-age distribution profile that is fairly 
intuitive and in line with the common literature.  

C. Projecting current accounts 
To run the model forward, we take the parameters estimated in the model and 
use them alongside predictions of the key variables. We use the US Census 
Bureau demographic projections. We use our GDP growth per capita outlook 
from our own prior research on the evolution of the global economy (last 
updated in Global Economics Paper 170, “The Expanding Middle”) and keep 
flat RPI to project the current account balance up to 2050. We rely on a forward 
view of oil prices from our Commodity Research team. These are indicative 
only, since in practice projecting oil prices over such long periods is an even 
more uncertain exercise than much of the rest of what we assume. 
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In running the model into the future, two further issues need to be addressed. 
The first is how to treat the fact that, as of the current period, many current 
accounts are a long way from the model’s ‘underlying balances’. We assume 
that those deviations will decay over time, estimating the speed of that 
convergence from past history (the model we use shows that errors do tend to 
decay). That convergence is largely complete in the first two decades of the 
outlook. But it does mean that our baseline view of how current accounts may 
evolve—particularly in the initial stages—is driven by a mix of two forces:  

� The convergence to the ‘underlying’ position: Those economies whose 
current account positions are higher (further into surplus) than the model’s 
estimate as of 2009 will see a tendency from this force to see current 
accounts deteriorate, while those whose current accounts are lower will see 
the opposite tendency. 

� The way in which the demographic and growth shifts are changing the 
model estimate of the ‘underlying’ balance itself. Those shifts in 
underlying balance are driven primarily by shifts in demographics and 
growth profiles. 

The two drivers of our models work in the opposite direction. Demographic 
pressures push in the direction of even larger EM surpluses, but this is offset 
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by the fact that the EM surplus already looks ‘too high’. To the extent that 
those current overshoots do not correct, there would actually be underlying 
pressure for EM surpluses to grow. Those underlying forces also point in 
general to higher surpluses in the BRICs (including China) and the N-11, and to 
somewhat larger deficits in the US. So again it is the moderation of already 
excessive imbalances that overwhelms that natural pressure. The convergence 
factor, however, slowly erodes with time so that, looking out to the later period 
(2025-2050), there are some changes in those patterns. At this point, only 
demographic and growth shifts are driving the model’s projections. 

Since the two forces pull in somewhat different directions, the assumption of 
convergence to the underlying balance is important. The model’s history 
supports that convergence, but if it did not occur, then only the shift in model 
estimates would be relevant. Those would push more forcefully for increases in 
EM surpluses and DM deficits, as the main text describes. 

The second issue is that the projected global current account shifts have to be 
internally consistent. In sample, the time effects in the panel effectively make 
that adjustment in each period. Out of sample, we have to impose the constraint 
that the global current account balance adds up to zero (roughly true in the 
actual historical data!). In practice, we do that by rebalancing our initial 
forecasts with proportional adjustments to savings and investment estimates in 
each economy, having made the initial predictions. This is equivalent to 
assuming that the sensitivity to the shifts in real interest rates globally that 
would be needed to bring about global balance is roughly even across countries. 
That is a strong assumption, but probably the easiest to defend. As the main 
text describes, we also look at the unconstrained model predictions as an 
indication of where ex ante net savings pressures globally are heading. 
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Portfolio Strategy Research
Asia-Pacific Portfolio Strategy Research Sharon Bell* 44(20)7552-1341 Non-Energy
Timothy Moe~ 852()2978-1328 Christian Mueller-Glissmann* 44(20)7774-1714 Damien Courvalin* 44(20)7051-4092
Christopher Eoyang~ 81(3)6437-9888 Gerald Moser# 44(20)7774-5725 Joshua Crumb* 44(20)7774-2535
Helen Zhu~ 852()2978-0048 Anders Nielsen# 44(20)7552-3000 Tiger Chen^ 852()2978-2957
Kinger Lau* 852()2978-1224 Matthieu Walterspiler^ 44(20)7552-3403
Ben Bei# 852()2978-1220 Commodity Strategy
Jeen Kim# 82(2)3788-1726 Allison Nathan~ 1(212)357-7504
Caesar Maasry# 852()2978-7213 David Greely~ 1(212)902-2850
Richard Tang^ 852()2978-0722

Administration
Linda Britten* 44(20)7774-1165
Paul O'Connell* 44(20)7774-1107
Loretta Sunnucks* 44(20)7774-3223

~MD  *VP/ED  #Associate  ^Research Assistant/Analyst
Email: firstname.surname@gs.com

Goldman Sachs Global Economics, Commodities and Strategy Research
Jim O'Neill~ - Global Head   44(20)7774-2699

Americas

US Economics Research



August 12, 2010 Issue No: 202 31 

Global Economics Paper Goldman Sachs Global Economics, Commodities and Strategy Research 

Recent Global Economics Papers 
Paper No. Title Date Author

201 India’s Rising Labour Force 27-Jul-10 Tushar Poddar

200 No Rush for the Exit 30-Jun-10 Jan Hatzius, Ed McKelvey, Alec Phillips, 
Sven Jari Stehn and Andrew  Tilton

199 An Even More Global GLI (Global Leading Indicator) 29-Jun-10 Anna Stupnytska, Alex Kelston
and Dominic Wilson

198 Shanghai in 2020: Asia’s Financial Centre 21-Jun-10 Christopher Eoyang, Jason Lui and Sunil 
Koul

197 Baby Boom and Ageing, Property Boom and Bust: Why Korea Will Not 
Follow  Japan’s 1990s Experiences

11-Jun-10 Goohoon Kw on, Chiw oong Lee and Yuriko 
Tanaka

196 Global Reserve Currencies and the SDR 26-May-10 Michael Buchanan and Jim O'Neill

195 Limiting the Fall-Out from Fiscal Adjustment 14-Apr-10 Ben Broadbent and Kevin Daly

194 Commodity Prices and Volatility: Old Answ ers to New  Questions 30-Mar-10 Jeffrey Currie, Allison Nathan, David Greely 
and Damien Courvalin

193  Introducing Our 2009 GES: Grow th Conditions Get a 'Stress Test' 16-Dec-09 Dominic Wilson, Anna Stupnytska and Alex 
Kelston

192 The Long-Term Outlook for the BRICs and N-11 Post Crisis 04-Dec-09 Jim O'Neill and Anna Stupnytska

191 China's Saving Rate and Its Long-term Outlook 16-Oct-09 Helen (Hong) Qiao and Yu Song

190 Deflating Inflation Fears 29-Sep-09 Andrew  Tilton

189 Re-balancing the Euro-zone: No easy task 24-Sep-09 Dirk Schumacher

188 A United Korea? Reassessing North Korea Risks (Part 1) 21-Sep-09 Goohoon Kw on

187 India CAN Afford Its Massive Infrastructure Needs 16-Sep-09 Tushar Poddar

186 The Way Forw ard for Europe Post-Crisis 28-Jul-09 Erik F. Nielsen

185 The Savings Glut, the Return on Capital and the Rise in Risk Aversion 27-May-09 Kevin Daly and Ben Broadbent

184 Italy: The Reality is Better Than You Think 02-Apr-09 Natacha Valla

183 Forecasting Gold as a Commodity 25-Mar-09 David Greely and Jeffrey Currie

182 Finding 'Fair Value' in Global Equities: Part II - Forecasting Returns 23-Mar-09 Peter Oppenheimer, Anders Nielsen, Kevin 
Daly

181 Some Advice for the G20 20-Mar-09 Jim O'Neill

180 The Outlook for the Dollar in the Next Decade 17-Feb-09 Jim O'Neill

179 Finding 'Fair Value' in Global Equities: Part 1 06-Feb-09 Jim O'Neill, Peter Oppenheimer, Kathy 
Matsui, Tim Moe, David Kostin, Dominic 
Wilson, Jessica Binder, Anders Nielsen

178 Help Wanted! A Spender of Last Resort 22-Jan-09 Edw ard F. McKelvey, Jan Hatzius and Alec 
Phillips

177 Home Prices and Credit Losses: Projections and Policy Options 13-Jan-09 Jan Hatzius and Michael A. Marschoun

176 Time to Formalise the ECB's Financial Stability Mandate 23-Oct-08 Natacha Valla and Javier Perez de 
Azpillaga



Goldman Sachs Research personnel may be contacted by electronic mail through the Internet at firstname.lastname@gs.com 

GOLDMAN SACHS GLOBAL RESEARCH CENTRES 
 
New York 
Goldman Sachs & Co. 
200 West Street, 4th Floor 
New York, New York 10282, USA 
Tel: +1 212 855 0346 
 
Washington 
Goldman Sachs & Co. 
101 Constitution Ave, NW 
Suite 1000 East 
Washington, DC 20001 
Tel: +1 202 637 3700 
 
London 
Goldman Sachs International 
Peterborough Court 
133 Fleet Street 
London, EC4A 2BB, England 
Tel: +44 (0)20 7774 1000 
 
Frankfurt 
Goldman Sachs & Co. oHG 
MesseTurm 
D-60308 Frankfurt am Main, 
Germany 
Tel: +49 (0)69 7532 1000 
 
Moscow 
Goldman Sachs OOO 
14th floor, Ducat III 
6, Gasheka Street 
Moscow 125047 
Russian Federation 
Tel: +7-495-645-4000 
 
Paris 
Goldman Sachs Inc et Cie 
2, rue de Thann 
75017 Paris, France 
Tel: +33 (0)1 4212 1341 
 
Hong Kong 
Goldman Sachs (Asia) L.L.C. 
Cheung Kong Center, 
68th Floor 
2 Queen’s Road Central 
Hong Kong 
Tel: +852 2978 1000 
 
Tokyo 
Goldman Sachs Japan Co, Ltd. 
Roppongi Hills Mori Tower 
47th Floor, 10-1, Roppongi 6-chome 
Minato-ku, Tokyo 106-6147, Japan 
Tel: +81 (0)3 6437 9960 
 
Singapore 
Goldman Sachs (Singapore) Pte. 
1 Raffles Link, #07-01 South Lobby, 
Singapore 039393 
Tel: +65 6889 1000 
 
South Africa 
Goldman Sachs International 
13th Floor, The Forum 
2 Maude Street 
Sandton 2196 
South Africa 
Tel: 27-11-303-2700 

We, Dominic Wilson and Swarnali Ahmed, hereby certify that all of the views 
expressed in this report accurately reflect personal views, which have not been 
influenced by considerations of the firm’s business or client relationships. 
 
Global product; distributing entities 
The Global Investment Research Division of Goldman Sachs produces and distributes research products 
for clients of Goldman Sachs,and pursuant to certain contractual arrangements, on a global basis. Analysts 
based in Goldman Sachs offices around the world produce equity research on industries and companies, 
and research on macroeconomics, currencies, commodities and portfolio strategy. This research is 
disseminated in Australia by Goldman Sachs & Partners Australia Pty Ltd (ABN 21 006 797 897) on 
behalf of Goldman Sachs; in Canada by Goldman Sachs &Co. regarding Canadian equities and by 
Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by 
Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic 
of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs & Partners 
New Zealand Limited on behalf of Goldman Sachs; in Russia by OOO Goldman Sachs; in Singapore by 
Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America 
by Goldman Sachs &Co. Goldman Sachs International has approved this research in connection with its 
distribution in the United Kingdom and European Union. 
European Union: Goldman Sachs International, authorized and regulated by the Financial Services 
Authority, has approved this research in connection with its distribution in the European Union and United 
Kingdom; Goldman Sachs & Co. oHG, regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht, 
may also distribute research in Germany. 
General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is 
based on current public information that we consider reliable, but we do not represent it is accurate or 
complete, and it should not be relied on as such. We seek to update our research as appropriate, but various 
regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, 
the large majority of reports are published at irregular intervals as appropriate in the analyst's judgment.  
Goldman Sachs conducts a global full-service, integrated investment banking, investment management, 
and brokerage business. We have investment banking and other business relationships with a substantial 
percentage of the companies covered by our Global Investment Research Division. SIPC: Goldman, Sachs 
& Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).  
Our salespeople, traders, and other professionals may provide oral or written market commentary or 
trading strategies to our clients and our proprietary trading desks that reflect opinions that are contrary to 
the opinions expressed in this research. Our asset management area, our proprietary trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or 
views expressed in this research.  
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from 
time to time have long or short positions in, act as principal in, and buy or sell, the securities or derivatives, 
if any, referred to in this research.  
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction 
where such an offer or solicitation would be illegal. It does not constitute a personal recommendation or 
take into account the particular investment objectives, financial situations, or needs of individual clients. 
Clients should consider whether any advice or recommendation in this research is suitable for their 
particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and 
value of investments referred to in this research and the income from them may fluctuate. Past performance 
is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived 
from, certain investments.  
Certain transactions, including those involving futures, options, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. Investors should review current options disclosure 
documents which are available from Goldman Sachs sales representatives or at http://www.theocc.com/
publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for 
multiple purchase and sales of options such as spreads. Supporting documentation will be supplied upon 
request.  
All research reports are disseminated and available to all clients simultaneously through electronic 
publication to our internal client websites. Not all research content is redistributed to our clients or 
available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our research 
by third party aggregators. For all research available on a particular stock, please contact your sales 
representative or go to www.360.gs.com. 
Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research 
Compliance, 200 West Street, New York, NY 10282.  
No part of this material may be (i) copied, photocopied or duplicated in any form by any means or 
(ii) redistributed without the prior written consent of The Goldman Sachs Group, Inc.  
© Copyright 2010, The Goldman Sachs Group, Inc. All Rights Reserved. 


