
258 | Chapter 10 The Great Recession: A First Look

The Global Saving Glut
In March 2005, before he chaired the Federal Reserve, Ben Bernanke gave a speech 
entitled “The Global Saving Glut and the U.S. Current Account Deficit.” With 
the benefit of hindsight, we can now look at this speech and see one of the main 
causes of the sharp rise in asset prices. The genesis of the current financial turmoil 
has its source, at least to some extent, in financial crises that occurred a decade ago.

In this speech, Governor Bernanke noted that financial crises in the 1990s 
prompted an important shift in the macroeconomics of a number of developing 
countries, especially in Asia. Prior to the crises many of these countries had mod-
est trade and current account deficits. Essentially, they were investing more than 
they were saving, and this investment was financed by borrowing from the rest 
of the world. For rapidly growing countries, this approach has some merit: they 
will be richer in the future, so it makes sense to borrow now in order to maintain 
consumption while investing to build new highways and equip new factories.

For a variety of reasons (discussed in more detail in Chapter 20), these coun-
tries experienced a series of financial crises in the 1990s—Mexico in 1994, Asia 
in 1997–1998, Russia in 1998, Brazil in 1999, and Argentina in 2002. The result 
was a sharp decline in lending from the rest of the world, steep falls in the value 
of their currencies and stock markets, and significant recessions. After the crises, 
these countries increased their saving substantially and curtailed their foreign bor-
rowing, instead becoming large lenders to the rest of the world—especially to the 
United States. While developing countries on net borrowed $88 billion in 1996 

A Bursting Bubble in U.S. Housing Prices?
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FIGURE 10.1After rising sharply in 
the years up to 2006, 
housing prices fell 
dramatically.

Source: Robert Shiller, www.econ.yale.edu/~shiller/data/Fig2-1.xls.
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