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The current debate on the monetary policy stance of the ECB, the consequences of 
Quantitative Easing and the low interest rates supposedly resulting thereof ignores the 
economic and monetary policy repercussions of a fundamental change in underlying 
structural forces: over the last decades, the economics of scarcity that had been 
dominating human history has in large parts of the world been superimposed by ele-
ments of an affluent society, not only with regard to aggregate demand, but also to 
financing: in the EU, in China and Japan, an apparently lasting excess supply of finan-
cial capital has emerged as a consequence of mass saving and falling credit de-
mand. It is not the policy of Quantitative Easing, but market mechanisms that drive 
the demise of interest (Tichy, 2019A). Neither the general public nor the political au-
thorities are fully aware of this new constellation of sustained excess saving: private 
savers are stunned by the lack of return on their deposits, deplore their "expropriation"1 
and worry about the implications for their private retirement provisions. Policymakers, 
for their part, disregard the problems inherent in mass saving or even exacerbate 
them in many instances.  

Below, we illustrate the relation between saving and demand for financing in historical 
perspective, showing two periods where financial saving rose disproportionately: the 
second half of the 19th century and the period from 1955 until today. The scanty 

                                                           
1  Hence, the magazine Fokus (2011, (23)) wrote under the heading "the quiet expropriation": "For the reduction 
of their debt, countries loot the accounts of private savers. The perfidious methods cost German investors 
billions and billions each year". Die Welt (17 July 2018) quantified: "Interest losses of German savers rise to a 
new record . . . zero-interest has become reality for a long time . . . this means that every German has lost on 
average 205 euro in the first half year. A turnaround is hardly in sight." 

Low interest rates are the 
consequences of excess sav-

ing. 
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historical evidence suggests that the need for financing in the first period broadly kept 
up with the growing supply of financial resources, whereas in the latter half of the 
second period an increasing surplus of savings developed. The results are global eco-
nomic imbalances, problems of financial intermediation and the effectiveness of 
monetary policy ("zero bound"), and the danger of a (saving-induced) persistent de-
ficiency in aggregate demand. 

 

Figure 1: Long-term nominal interest rates in historical perspective 

 

Source: Own compilation based on Jordà et al. (2017), Butschek (1999) and OeNB. 

1. The traditional model of scarcity of financing funds 
Due to the scarcity of financial resources dominating for centuries, the science of 
economic history sets its focus on the financing of investment. It examines, to what 
extent industrialisation and economic growth was constrained by a shortage of cap-
ital (Bergier, 1973, p. 412). It neglects the issue of where the financial resources came 
from, the savers and their motives, as well as discrepancies between saving and in-
vestment plans and their adjustment in different periods of history. For scholars of eco-
nomic theory, the mainstream in any case, the issue of investment financing was of 
minor interest. They assumed that the interest rate regulates supply and demand of 
financial resources, always steering them towards equilibrium: hence, any deviation 
would at best be a transitory problem. While this perception matched, even though 
for other reasons, the conditions prevailing in the first half of the 19th century, it has 
shaped academic thinking until today  wrongly so, since sustained imbalances 
emerged early, as a result of low interest elasticity of both investment and saving be-
haviour. Not only did the interest rate prove to be just one of several factors governing 
(financial) saving and investment financing; indeed, the interest rate itself is deter-
mined not only by actual saving/investment mismatches, but by still other factors, no-
tably risk assessment and inflation expectations in a given situation. Over time, the 
interest rate has been subject to major fluctuations2.  

                                                           
2  Our data try, wherever possible, to capture the "typical" interest rates in each case; the country series suggest 
that this has largely been achieved. For theoretical as well as empirical considerations, nominal interest rates 
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2. S ≡ I in the first half of the 19th century 
In the 18th and the first half of the 19th century, the era of the "Classical" Political 
Economy, the term "accumulation" stood for both, investment and saving; institutional 
settings were such that saving and investment plans were de facto identical. The main 
reason was the almost complete self-financing of investment. Commercial enterprises 
were often founded by landowners or merchants from their private wealth, with in-
vestment being financed out of profits. Apart from the fact that debt was deemed to 
be "dishonourable" (Butschek, 2011, p. 91), the early industrialists did not want to see 
their freedom of action constrained by creditors or participants (Gille, 1973, p. 257), 
nor were there lenders of capital who would have accepted the risk of financing an 
industrial enterprise. With unclear legal relationships and under-developed financial 
reporting and accounting standards prevailing at the time, not only confidence was 
lacking  the bourgeoisie, bankers and industrialists kept rather aloof from each other 
(Bergier, 1973, p. 414) , but also the possibilities of hedging against financial risks. Se-
curity-generating institutions in judiciary and accounting did not exist; the "institutional 
revolution" (Butschek, 2011, p. 74) took place only after the industrial revolution. Like-
wise, the banking system, notably in England, was not geared towards company fi-
nancing3. "Self-financing was the rule at the start of industrialisation" (Bergier, 1973, 
p. 413). However, there was no general lack of resources for financing investment, 
neither in England nor in Germany (Borchardt, 1961) or Austria. "Capital prospered in 
the 1840s and industrial profits grew" (Piketty, 2017, p. 8); besides, capital intensity of 
production was still low (Minichton, 1973, p. 84). In continental Europe, banks  and 
also the State  played a somewhat bigger role for investment financing than in Eng-
land, but here also banks' main business was to provide financing for the State and 
the nobility (März  Socher, 1973, p. 330, Rudolph, 1976, p. 68)4. The investment banks 
mobilised small private assets (Gerschenkron, 1951) and often transformed them into 
sometimes even long-term industry credits; nevertheless, they also acted mainly as 
mediators, due to the small base of equity and deposits (Gille, 1973, p. 266). Pioneers 
like Bosch or Krupp had to finance the establishment of their factories largely via loans 
from relatives, and investment out of profits (Engelmann, 1970, p. 73f, Pierenkämper, 
1990, p. 91, Hertz-Eichenrode, 2004, p. 48f). 

Infrastructure like canals, sewage systems or railways were financed in England by 
nobility and gentry via shares (Gille, 1973, p. 258), but here again uncertainty was ini-
tially high, as legal regulation of stock company financing came relatively late: in 
Prussia in 1843, in England only in 18825. By that time, a well-to-do upper middle class 
had already developed (Minichton, 1973, p. 176) that was able to meet the swiftly 
rising capital need for the build-up of infrastructure; in Austria, capital was also mobi-
lised from the discharge of land property (Butschek, 2011, p. 129). The decline of in-
terest rates (Figure 1) and the frequent large over-subscription of share issues (by 
98 percent! at the Credit-Anstalt according to März, 1968, p. 39) were clear signs of 
the growing demand for financial investments. 

                                                           
have been preferred to real ones: rates would have to be deflated not with current CPI values, as usually 
done, but rather with savers' price expectations for their saving targets. Yet, the latter are difficult to determine, 
for the past even more than for the present. Besides, a comparison of nominal with "real" government bond 
yields shows a quite similar pattern: both increased by some 5 percentage points between 1970 and 1990 and 
declined thereafter by the same amount to slightly below zero percent. 
3  Self-financing dominated in England also because banks were rather small and under-capitalised (Gille, 
1973, p. 257). 
4  The granting of credit was not always entirely voluntary and often linked with other business (Eigner et al., 
1991, p. 912, p. 917). 
5  Following the South Sea Bubble, the Bubble Act of 1720 restricted the establishment of public limited com-
panies until 1862. 

 

With self-financing dominat-
ing, the volume of saving 

equalled that of investment. 

The "institutional revolution" in 
the financial system lagged 

behind the industrial 
revolution.  
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3. S ≠ I due to prosperity-driven monetary capital formation 
During the 19th century, the income situation of wider population groups had im-
proved such that beyond the setting aside of reserves the idea of precautionary sav-
ing came up and made its way (Wilke, 2016). At the same time, more capital was 
needed for the build-up of infrastructure (railway, urban public amenities etc.) and 
industrial investment. External financing gained importance such that individual sav-
ing plans could deviate from the financing plans of private investors and the State. 
This also gave rise to two financial innovations that were at the origin of the subse-
quently dominating problem of financial intermediation: 

The first innovation was 1855 the creation of the Crédit Mobilier in France, an instru-
ment for financing industrial and infrastructure investment. Other countries soon fol-
lowed the example, like Austria with the foundation of the "k.k. privilegierten Öster-
reichischen Credit-Anstalt für Handel und Gewerbe" (Credit institution for Trade and 
Commerce)6. Although the new institution was endowed with a strong capital base 
and the establishment and investment in industrial and transport companies was part 
of its statutory mandate, it mainly acted as mediator in its early stages. While it also 
granted "interest-bearing advance payments", part of its direct financing operations 
resulted from failed securities issues and from price management (März, 1968, p. 41ff, 
Eigner  Wagner  Weigel, 1991, p. 964). More relevant for our analysis than its contri-
bution to industry financing is its raising of funds: the original capital was mainly sub-
scribed by the financial elite and was heavily over-subscribed (März, 1968, p. 39). The 
Credit-Anstalt fulfilled its task of collecting smaller and larger funds via securities issues 
on the one hand, and a rapidly expanding deposit business on the other; unfortu-
nately, there is no information on the composition of depositors. The Bank never used 
its statutory option of own issues (März, 1968, p. 44). 

The second financial innovation were the Savings Banks, which were founded in large 
numbers in the early decades of the 19th century, inspired by forerunners in the latter 
part of the 18th century (Fritz, 1972, p. 37); cooperative banks followed towards the 
middle of the 19th century. In the second half of the century, probably one-tenth of 
all workers were in a position to accumulate savings (Schulz, 1981). The later decades 
saw a substantial rise in general purchasing power (Piketty, 2017, p. 7), and deposits 
with credit institutions increased accordingly. "Money acquired civil rights . . . pursuit 
of money became a legitimate goal of bourgeois ambition, and possession of it an 
acknowledged standard of success" Erste österreichische Spar-Casse, 1969, p. 61). As 
shown in Figure 2, this trend may have started during the 1860s in Austria; for 1880, 
total bank deposits may be estimated at about half of the (rapidly growing) GDP7, for 
1910 already at 110 percent. In addition, there were sizeable purchases of railway 
and government bonds as well as shares, which however cannot be quantified for 
lack of information.  

Research into the sociological profile of depositors seems to be generally lacking, but 
one may assume a rather high degree of concentration in the distribution. The Savings 
Banks were not created to satisfy any kind of demand for investment, but for social 
policy considerations (März  Socher, 1973, p. 335): "in order to allow the factory 
worker, the craftsman, the day labourer, the servant, the farmer or any other industri-
ous and thrifty person" to accumulate reserves8. The first Savings Bank in Austria was 
founded in 1819 in Vienna, and such banks remained for a long time "a child of the 

                                                           
6  The "Niederösterreichische Escompte-Gesellschaft" (Escompte Society of Lower Austria) and the "Banca 
Commerciale Triestina" (Commercial Bank of Trieste), which were established around the same time, confined 
their business to short-term financing (Rudolph, 1976, p. 69). 
7  Although data are unavailable for earlier years, one may guess from the Figure that the upward trend had 
set in already before the middle of the century. The reported values are estimates to the extent that the ag-
gregates sometimes followed different definitions in different periods.  
8  ". . . with the aim of providing the factory worker, the craftsman, the day labourer, the servant, the farmer or 
any other industrious and thrifty person with the means to set aside from time to time from their arduous work 
a small fund in order to gain it in later days for a better provision, dowry, aid in case of sickness, old age, or to 
achieve any other commendable purpose" (foundation charter of Erste Österreichische Spar-Casse  First Aus-
trian Savings Bank).  

 

With rising prosperity, pre-
cautionary saving came up 

over the 19th century, 

Two financial innovations 
were at the outset of the 

later dominating intermedia-
tion problem: the Crédit Mo-
bilier and the Savings Banks. 

Founded as social initiative 
for the classes of low income 

and wealth, the Savings 
Banks became "financial in-

stitutions of humanitarian 
mission" for the entire popu-

lation.  
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city" (Fritz, 1972, p. 56): in 1860, 55 percent of Austrian savings funds were held in Vi-
enna where social discrepancies were particularly high, and still 34 percent in 1890 
(Scheriau  Gallhuber, 1969, p. 89ff). As a social initiative, the activity of the Savings 
Banks was initially confined to the "less well-off classes", with statutory interest following 
a regressive schedule (i.e. declining for higher deposits)9. The success in social terms 
was mirrored by a rapid increase in the number of accounts to a total 664,000 in 1872; 
the average balance was broadly stable at 200 gulden from the 1830s to the early 
1870s (Scheriau  Gallhuber, 1969, p. 103ff), which was broadly equivalent to a lock-
smith-subworker's half annual salary (Fritz, 1972, p. 61)10. The limitation of the Savings 
Banks to business with low-savers was increasingly contested by the "wealthier circles" 
that were excluded from this safe investment (Erste österreichische Spar-Casse, 1969, 
p. 61). After a long and heated debate, the limitation was abolished in 1872 by the 
Mustervertrag (standard charter) that established the Savings Banks as "monetary in-
stitutions of humanitarian mission" where people of all social classes could hold ac-
counts subject to the same terms and conditions. As a consequence, not only the 
average deposit balance doubled (to 510 gulden by 1890), but also the number of 
accounts (1890: 1.230,000; Scheriau  Gallhuber, 1969, p. 103ff). 

 

Figure 2: Deposits in Austria 

 

Source: Butschek (1999), Rudolph (1976, S. 84), Tichy (1977A), WIFO database. 
 

As illustrated in Figure 2, the momentum of monetary capital formation shifted in the 
last quarter of the 19th century from the Savings Banks and co-operative societies 
towards commercial banks11. Main reason was the growing prosperity, in particular 
the emergence of a broad middle class that was ready and able to provide for old 
age. It was the era of the bourgeois "rentier" (man of private means), of the "Hausherr 
und Seidenfabrikant" (landlord and silk factory owner), according to a popular 
Viennese song12. The steep rise in deposits shown in Figure 2 even underestimates the 
scope of saving activity since, due to lack of data, the rapidly-growing investments in 

                                                           
9  First Austrian Savings Bank stipulated a minimum deposit of 50 kreuzer and a maximum of 100 gulden (guilder) 
(Erste österreichische Spar-Casse, 1969, p. 61). 
10  Savers apparently transferred existing reserves towards the safe Savings Banks. A decomposition by depos-
itors is not available for Austria. With Sparkasse Trier (Treves Savings Bank), day labourers and servants held one-
quarter of savings booklets in 1885, "persons without rank or occupation" two-fifths.  
11  Meanwhile, the Savings Banks had spread so widely that the dynamics of new foundations necessarily 
slowed (Fritz, 1972, p. 382) 
12  Although a large majority of the population was already able to build reserves at the time, mass saving 
became quantitatively important only from the 1970s onwards. 
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shares and bonds are not included. This lack is not without problems, since the wealth-
ier classes began, from the middle of the century, to invest into higher-risk projects; a 
run in equities set in that soon degenerated into a bubble: hence, between 1868 and 
1872, 176 banks and numerous insurance companies were founded in Austria, of 
which no more than one out of four survived the stock market crash of 1873 (Erste 
österreichische Spar-Casse, 1969, p. 75f). The number of public limited companies in 
Austria-Hungary almost doubled between 1871 (earlier data are not available) and 
1873, from 482 to 703, but fell back to 438 until 1880 after the bubble had burst 
(Butschek, 1999, table 6.1.6). The crash of 1873 may have tarnished the image of the 
corporate share in Austria in a lasting way, as it is often claimed, but it had no major 
effect on the growth of monetary capital formation. This is confirmed not only by the 
unabated increase in deposits (Figure 2), but also by the soaring expansion of banks' 
and Saving Banks' balance sheets; both jumped four-and-a–half times between 1881 
and 1900 (while the overall price level eased by 7 percent), and from 1900 to 1930 
(with prices mounting by 23 percent) by three-and-a-half times (banks) and twice for 
the Saving Banks (Erste österreichische Spar-Casse, 1969, p. 111 for the latter). In ad-
dition, the number of quotations listed with the Vienna Stock Exchange rose strongly 
between 1873 and 1913: from 137 to 301 for bonds, from 47 to 2018 for Pfandbriefe, 
and even the number of listed industrial shares climbed from 82 to 176. However, 
many bank and transportation values disappeared from the stock exchange list 
(Butschek, 1999, table 1.6.4).  

With the strong increase in monetary capital accumulation, initially driven by the 
wealthier class, the identity of saving and investment plans that formerly had been 
forced by the high degree of self-financing, was no longer to be taken for granted. 
The fall in interest rates (Figure 1) suggests the emergence of excess savings. An im-
portant part of savings no longer translated directly into investment, but first went to 
the financial institutions which had to transform them into credits for the financing of 
investment (intermediation). This gave rise to problems of instability, overextension as 
well as maturity and risk transformation. Higher instability manifested itself notably in 
the stock market crash of 1873. The other problems did not yet strike for the time being: 
transformation still did not play the same role as today; the well-off savers preferred 
longer maturities due to higher expected returns, invested more in securities13, and 
the rapid build-up of infrastructure was often financed directly (self-financing, shares 
or bonds). Nor did the danger of excessive indebtedness related to external financing 
yet become acute, because war and inflation destroyed debt and financial assets 
still before debt could become excessive.  

4. S ≈ I in the recovery period of the "Golden Age" 
The first period shaped by excess saving and rising intermediation ended in Austria 
(like in Germany) with the extinction of monetary assets and debt burdens by the two 
World Wars, the Great Depression and the implicit inflation spells. In 1949, Austria's GDP 
was no higher in real terms than in 1912. With the normalisation of economic condi-
tions, a speedy recovery of growth set in from the middle of the 1950s, accompanied 
by a second wave of rapid monetary capital formation. Its scope is strikingly similar to 
the first one, as illustrated in Figure 2: deposits mounted, monetary wealth of private 
households climbed from 5 percent of GDP in 1952 to 81 percent in 1990 (Seidel, 2017, 
p. 557). Nevertheless, there are also significant differences: first, the post-war period 
was characterised by high interest rates (Figure 1); second, monetary capital accu-
mulation was for rather long time driven by short-term savings out of small and middle 
incomes, and third, intermediation played a relatively larger role due to the lack of 
long-term investment options (Seidel, 2017, p. 215ff). In this respect, an interesting in-
terplay can be observed: the strong expansion of liquid mass savings would not have 
been possible, had the banks not pressed ahead with maturity transformation, since 
only in doing so they could use the short-term funds for financing long-term invest-
ment. 

                                                           
13  As antiques, such papers may nowadays earn again high prices. 

The stock market crash of 
1873 had no impact on mon-

etary capital formation. 
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of saving and investment 
plans. 

A second phase of mass sav-
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Fourth, the increase in mass saving changed the composition of monetary capital 
accumulation (Seidel, 2017, section 6.2). Tichy (1977A, 1977B) identifies three phases: 
after the quasi-complete extinction of financial assets (just as private debt), the 1950s 
saw a gradual reconstitution first of sight deposits, followed by term and savings de-
posits. This "replenishment" phase gave way to a differentiation phase in the 1960s, 
caused by growth differences between the established clientele of different financial 
institutions. The broad-based welfare gains boosted the deposits with Saving Banks 
and credit co-operatives at an above-average pace, which created a dual problem: 
banks were short of funds for financing the rising credit demand from industry, and 
the Savings Banks were lacking investment options for their fast-growing deposit 
stocks. Accordingly, the third phase in the 1970s was characterised by marketing strat-
egies of expansion into new business areas, namely into those of competitors. The 
Savings Banks encroached on the commercial credit business, the banks into the 
mass deposit segment. Rather than focussing on their traditional sector-specific busi-
ness areas and customer groups, all credit institutions strived for becoming universal 
banks, documenting this also with their corporate name14. Hence, an intense preda-
tory competition set in, leading to a rapid increase in balance sheet totals (1970-1980 
+430 percent) and the number of branch offices15. Profitability became more and 
more critical (Tichy, 1983, p. 331): the equity ratio fell until the end of the 1970s to 
2½ percent (Tichy, 1983, p. 42)16, exposing the banking system to crisis. The Banking 
Act (Kreditwesengesetz) of 1979 set limits by requiring banks to provide for a substan-
tially higher equity ratio (the regulation was tightened further by the 1986 amend-
ment), while at the same time liberalising the credit market. The measures put a brake 
on the expansion of balance sheet totals (1980-1990 "only" +220 percent), and the 
equity ratio headed up gradually towards the stipulated 4½ percent.  

To what extent investment and financing plans in that period were actually higher 
than saving plans is not easy to clarify. Since Austria's current account was regularly 
in deficit, one may infer ex post that aggregate saving was rather too low. Credit 
policy was on the whole restrictive, capital market transactions were confined to gov-
ernment financing, and financial as well as goods markets were only tentatively liber-
alised. The relation between financing and monetary saving may have largely been 
determined by policy decisions like credit restrictions (see in this context also Seidel, 
2017, p. 194ff and p. 234).  

5. S > I as a consequence of mass saving 
Towards the end of the 20th century, excess saving tended to prevail not only in Aus-
tria. After Japan, where this has a long tradition, monetary capital accumulation has 
come to exceed financing demand in China since 1996, in the EU like in Austria since 
2000, and in Germany since 200217; correspondingly, the USA have registered sizeable 
saving deficits from the early 1980s. Since the financial market crisis of 2008, even the 
corporate sector has on aggregate shown a financing surplus18, granting credit and 
acquiring shares and other financial stakes19. Until 2010, the respective monetary sur-
pluses were absorbed by the government sector, but less and less or no longer there-
after. As illustrated by Figure 3, the turnaround in Austria was driven by the lower cor-
porate financing requirement rather than by the saving of private households. 

                                                           
14  Thus, the Raiffeisenkassen turned into Raiffeisenbanks, or the Zentralsparkasse der Gemeinde Wien became 
the Zentralsparkasse und Kommerzialbank Wien. 
15  The number of branch offices rose from 2,653 in 1956 to 4,556 in 2000, but declined thereafter to 3,639 by 
2018.  
16  A similar trend could be observed in Germany, whereas equity ratios where approximately twice as high in 
Switzerland, the UK and the USA. 
17  Already during the 1980s, Germany had featured substantial excess saving. 
18  Koo (2011) calls the tendency of declining corporate financial balances "balance sheet recession" and 
considers it a consequence of the financial market crisis, like in Japan. In Austria and Germany, the same trend 
has nevertheless been observed already since 2000 (Tichy, 2019B). 
19  To a large extent, this may mirror foreign financial investment (i.e. financial stakes in foreign subsidiaries as 
part of the holding balance). 
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Accordingly, the current account surplus, i.e. financing deficit of the external sector, 
widened significantly. Since the financial market crisis, this polarisation has moderated 
somewhat in Austria, as excess saving of households has narrowed markedly; yet, the 
remaining surplus is no longer absorbed by the public sector like before 2010. In Ger-
many, however, the polarisation has further exacerbated: household monetary cap-
ital formation continued to rise, while both the corporate and the government sector 
reduced their respective debt, the former even massively, driving the current account 
surplus to new highs (Tichy, 2019B, p. 72). The widespread excess savings20 squeezed 
financial asset yields worldwide (on average for the countries covered by 
Jorda  Schularick  Taylor, 2017): from 13 percent in 1981 to 4 percent at the outset 
of the financial market crisis – and further from 1¾ percent at the beginning of Quan-
titative Easing in 2014 to below 1 percent most recently. In Austria, they fell from 
10 percent (1981) to 4 percent (2008), 1¼ percent (2014) and lately ¾ percent, being 
thus negative in "real" terms. 

 

Figure 3: Monetary capital formation 

 

Q: Eurostat Sector accounts. Financial balance = revenue – expenditure = change in assets – change in 
liabilities. 
  

Contrary to the proposition widely held in political quarters and the media that the 
ECB policy were responsible for the low interest rates, it now becomes clear that they 
are largely the consequence of excessive saving in leading economies21. This is con-
firmed by investigations into the effects of Quantitative Easing. Theoretical analyses 
actually deny any impact of policy on interest rates, assuming that market partici-
pants would use arbitrage opportunities to full extent (see e.g. Cúrdia – Woodford, 
2011). Empirical studies, despite rather different methods applied, nevertheless iden-
tify moderate interest rate declines as a consequence of Quantitative Easing: for the 
USA about ½ percentage point (50 basis points, with a range from 13 to 107 basis 
points; Chen  Cúrdia  Ferrero, 2011), for the EU likewise 50 basis points for govern-
ment bonds and still less for other bonds (De Santis, 2016). In countries more severely 
hit by the financial market crisis, the interest-rate-depressing effect of Quantitative 
Easing proved more significant (in Italy and Spain 70 basis points each), whereas in 
France (30 basis points) and Germany (20 basis points) the impact was minimal. More-
over, the effect faded markedly over time (Urbschat – Watzka, 2017). Hence, not the 

                                                           
20  The problem manifests itself in the entire euro area and in the aggregate of the industrialised countries 
(Lukasz  Summers, 2019, p. 25). 
21  In the USA, the low interest rates facilitate the financing of substantial saving shortages, thereby providing 
relief for government households. 
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policy of Quantitative Easing has probably been decisive for the interest rate decline, 
but rather have, the other way round, the low interest rates blunted the traditional 
instruments of monetary policy ("zero bound") and compelled the authorities to use 
alternative instruments (Chen  Cúrdia  Ferrero, 2011). Only few studies are available 
on the impact of Quantitative Easing on the real sector: the ECB (De Santis, 2016) and 
Demiralp  Eisenschmidt  Vlassopoulos (2017) identify an increase in bank lending 
and a fall in interest cost; Boeckx – Dossche – Peersman (2017) and Breuss (2017) esti-
mate the induced increase in euro area GDP at 1 and 0.6 percentage points respec-
tively, while Chen  Cúrdia  Ferrero (2011) find for the USA a raise in the growth rate 
by ½ percentage point. 

Over time, the present period of buoyant monetary capital accumulation has come 
to be akin to the earlier one insofar as the prevalence of mass savers has been ac-
companied by a gradual return of the "rentier" (man of private means) ("development 
of financial capitalism": Seidel, 2017, p. 223): the income distribution became more 
unequal and large financial wealth enjoyed above-average gains. The richest 1 per-
cent of Austrian households by now own almost one-fourth of monetary assets, and 
private wealth of the top decile is higher than the one owned by the other 90 percent 
(Fessler  Lindner  Schürz, 2019)22. In parallel, deposits lose importance vis-à-vis other 
types of investment (Figure 2). On the other hand, the present period differs from the 
earlier one in excessive "financialisation" and a growing aversion against debt. Finan-
cialisation, i.e. the increasing influence of financial markets on the real economy and 
the shift "from managerial capitalism to investor capitalism" (Styhre, 2016) manifests 
itself not only in the composition of corporate executive boards where financial ex-
perts increasingly dominate, and in the alignment of operational management to-
wards shareholder value, but also in the swift expansion of financial transactions on 
the part of manufacturing enterprises. In this respect, rather than observing a "savings 
glut", one should diagnose an "investment drought", that is to say of real investment23. 
The purported high level of gross corporate indebtedness, to many observers a matter 
of concern, derives only in (a minor) part from the financing of real investment, but to 
an important degree from buybacks of shares and (speculative) financial investments 
(Tichy, 2019B)24. 

The extent of financilisation becomes even clearer when looking at the financial in-
dustry that has turned away from credit business proper with clients from the real 
economy towards complex financial constructions and inter-bank transactions25. 
Dore (2008, p. 1097) refers to "increasingly leveraged and increasingly incomprehen-
sible intermediation between savers and those in the real economy who need credit 
and insurance". This is partly the result of the growing importance of purely financial 
arbitration and speculative motives among financial transactions, and partly of the 
increasing complexity of instruments for maturity and risk transformation, turning risks 
into a tradeable good. The original lender-borrower relation was extended and ren-
dered anonymous via a growing number of intermediate transactions: credits were 
compounded, traded in tranches of differential risk (collateralised debt obligations), 
with investment funds and shadow banks playing an increasing role. The financial 
market crisis of 2008 in the USA and Europe was the inevitable consequence of the 

                                                           
22  The trend of monetary capital formation is similar: debt of the poorest 10 percent of the population is higher 
than the (low) aggregate savings in this group (negative net wealth); nearly one-fourth of all households do 
not save at all (Fessler  Schürz, 2017). The savings ratio of those who save ranges from 2 percent to over 
50 percent of the respective household net income, rising steeply with income: households in the top income 
decile save over 30 percent of net income, but even within the middle 40 percent (3rd to 7th decile), the 
savings ratio varies between 4 and 15 percent.  
23 In the literature, the issue is actually discussed under the headings of "savings glut" vs. "investment drought" 
(Bernanke, 2007, Bernanke et al., 2011, Weizsäcker, 2010A, 2010B, Tichy, 2017). 
24  Since companies in many instances acquired financial assets, the increase in net debt was much lower: in 
2017, gross corporate debt in Austria amounted to 808 billion €; when set against financial assets of 534 bil-
lion €, net debt was only 275 billion €. 
25  "When the capital development of a country becomes a by-product of the activities of a casino, the job is 
likely to be ill-done" (Keynes, 1936, p. 159). 
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higher complexity of intermediation that added to the instability of the system (Tichy, 
2013). 

6. The consequences for economic policy 
Given the high and in many cases further rising government debt, the existence and 
scope of excess saving in a large number of European countries is by no means a 
matter of course. The literature offers several approaches to explain the saving/invest-
ment imbalances as well as the low interest rates. Constâncio (2016), Farhi  Gourio 
(2018) and Lukasz  Summers (2019) perceive the low interest rates on financial mar-
kets not so much as a consequence of excess saving, but of a decline in the "natural" 
interest rate, i.e. adjusted for inflation and risk26, as suggested inter alia by sluggish 
total factor productivity; Caballero  Farhi (2014) as well as Draghi (2016) explain the 
low interest rates by the short supply of "safe assets", Constâncio (2016) by the sharp 
fall in inflation expectations and Lisack  Sajedi  Thwaites (2017) by the demographic 
trend; Draghi (2016) also points to the ageing-related precautionary saving27. Accord-
ingly, the literature anticipates an extended period of low interest rates, and some 
authors see a danger of secular stagnation (Koo, 2011, Lukasz  Summers, 2019). The 
Central Banks for their part have subscribed to the proposition of persistent low interest 
rates (Constâncio, 2016, Draghi, 2016). However, economic policy and the general 
public largely ignore the structural change and its implications; if they take note of 
the issue at all, they expect a "normalisation of interest rates"28. Yet, neither empirical 
evidence nor the prevailing course of policy argue in favour of such expectation. 

Rising global welfare suggests that household saving will remain abundant  a trend 
that may even be reinforced on account of the progressively unequal income distri-
bution and the likely persisting uncertainty. Not only growing global risks, but also the 
retrenchment of social benefits and the fragility of retirement finances add to such 
uncertainty. Another reason to expect a further increase in excess saving may be a 
potential scarcity of investment options, since the high private household savings may 
face limited demand for credit. Many corporations in recent times did not even invest 
their profits and cut their debt levels; an early turnaround in favour of an appropriate 
balance between private saving and investment is not likely. With trend economic 
growth expected at 2 percent or lower, the capacity effect of replacement invest-
ment will suffice29), and technological progress steadily reduces the prices for invest-
ment goods (International Monetary Fund, 2014, Eichengreen, 2015); moreover, as a 
consequence of financialisation in general and tighter regulation in particular (nota-
bly higher equity requirements), the financial industry may be less inclined to provide 
corporate financing. 

Financing demand on the part of almost all governments is likely to recede even 
more: the latter want to or must cut remaining deficits rather sooner than later, thus 
rely on own financing for their investments; some even plan to trim debt levels in ab-
solute terms. Indebtedness has nowadays earned a bad reputation generally. In the 
current perception, the negative aspect of burdening future generations outweighs 
the benefit of financing forward-looking investment: the lower the debt of households, 
companies and government authorities, the better – a strange perception by policy 

                                                           
26  In the industrialised economies, the "neutral real rate" fell from about 4 percent (1971) to ½ percent (2016) 
or even 1 percent, when abstracting from the contribution of public debt. 
27  While this is in line with life cycle theory (Modigliani  Brumberg, 1954), the corresponding liquidation of 
savings in old age has not been observed so far (Jappelli  Modigliani, 1998, Fessler  Schürz, 2017, p. 21). The 
rising demand for nursing care services in an ageing society may give rise to higher liquidation of savings, 
although this may partly or entirely be compensated by higher build-up of reserves. 
28  Especially in Germany, where the savings surplus is particularly high (8 percent of GDP), the problem is 
neglected and the authorities see no need for action: "we expect a gradual normalisation of interest rates" 
(Finance Minister Scholz on the occasion of the submission of the draft federal budget for 2019: 
https://ch.marketscree ner.com/boerse-nachrichten/Scholz-erwartet-allmahliche-Normalisierung-der-Zinsen-
in-Euro-Zone--26886269/). Austrian Chancellor Kurz claimed: "Debt accumulation is the most unsocial thing that 
a state can do" (Die Presse, 24 April 2019). 
29  For the rather limited physical capital formation, firms should not need foreign financing, while the more 
important technological innovations usually do not rely on external financing and are, in the era of digitalisa-
tion, rather knowledge-based than capital-intensive. 
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and the public, because impossible for simple arithmetic reasons in the light of una-
batedly high saving.  

Regardless of the logical inconsistency of the call for a general reduction of debt at 
unchanged saving activity: since monetary capital and aggregate debt must of ne-
cessity be equal ex post, a lasting surplus of savings is problematic for four reasons: 
first, in such constellation, the population foregoes the return on its efforts, by working 
for beneficiaries "abroad"; second, excess savings in part of countries forces savings 
deficits in others, a problematic situation in the longer run; third, permanent excess 
saving significantly narrows the scope of action of monetary policy ("lower bound"); 
and fourth, it triggers a vicious circle towards recession via the savings paradox pop-
ularised, though not invented, by Keynes: high savings mean lower consumption, 
hence less need for investment, credit and debt. Koo (2011) as well as El-Erian (2019) 
refer to the example of Japan that has been caught in such trap for the last three 
decades. 

The current unintended (exacted by export countries' current account surpluses) "so-
lution" of shifting national excess savings abroad is not without problems, since the 
domestic economy foregoes forward-looking investment and consumption for the 
acquisition of foreign debt instruments that are by no means risk-free. A transfer of the 
savings surplus abroad is further problematic, as it necessarily creates (sustained) cur-
rent account deficits in the target countries, as witnessed by the present problems in 
the USA30. But even for the own country, this strategy is not sustainable since it requires 
sooner or later a revaluation of the domestic currency (or the euro), thereby depreci-
ating (in real terms) the foreign assets.  
The question thus arises how policy should deal with the presumably permanent sav-
ings surpluses. With a view to the Japanese experience, El-Erian (2019) recommends 
"a much broader mix of policies to address both the demand side and the supply side 
of the economy. . . . The strongest protection against japanification, then, is a combi-
nation of demand- and supply-side measures at the national, regional (in the case of 
Europe), and global levels. In countries with adequate fiscal space, this could mean 
looser government budgets and more productivity-enhancing investments (such as 
in infrastructure, education, and training)". This is, of course, a rather general proposi-
tion, where notably the contribution of structural policy towards reduction of the sav-
ings surplus remains unspecified. What would be the recommendations for the EU, 
and in particular for Germany and Austria? 

In principle, policy could, in the vein of conventional demand management, stimu-
late foreign-financed investment or discourage private saving. As general and 
straightforward policy approach, however, both options are deemed unrealistic. As 
the strategy of Quantitative Easing has shown, externally-financed investment can 
barely be raised even via extremely low interest rates; and efforts to reduce saving, if 
promising at all, would be dubious from a political perspective, since own financial 
arrangements should remain an important element of each individual's precaution-
ary strategy. 

The lack of general and straightforward solutions obliges the authorities to look for 
indirect and more sophisticated instruments. What comes to mind in the first place is 
a more expansionary macro-policy; however, implementation is difficult insofar as fis-
cal policy is currently constrained by deficit and debt rules, while monetary policy is 
hitting against the Lower Bound and wage policy is largely withdrawn from govern-
ment intervention. Nevertheless, this does not mean that such instruments would nec-
essarily be impracticable: fiscal rules could be modified (see below), and monetary 
policy has meanwhile developed a number of additional tools (see e.g. Yellen, 2018). 

A second strategy may address the issue from the redistribution side: higher taxation 
of wealth, directly or via an inheritance tax, may dampen monetary capital formation 
without compromising individual precautionary provisions. Problems arise, however, 
from the fact that higher capital taxation would not leave investment unaffected, 

                                                           
30  US policy of the current administration, however, attributes the problem entirely to import pressure and over-
looks the domestic shortage of savings.  
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while higher taxation, if confined to monetary capital, may be critical and encourage 
investment abroad.  

As a third option, focussing on the reduction of uncertainty may make a non-negligi-
ble contribution that would not only provide incentives for higher investment, but also 
dampen precautionary saving. While global political uncertainty cannot be re-
moved, domestic uncertainty can indeed be importantly averted, namely via stabil-
ity-oriented and predictable economic and social policies, adequate income risk in-
surance and credible retirement provisions31. 

Reforms of the financing system may contribute towards reducing potential instability 
caused by mass saving, although not to lower excess saving as such: 

 First, the financial industry ought to return to its original task of financing investment; 
a financial transaction tax may contribute to this end, as well as tighter regulation 
of shadow banks. 

 Second, one may try to shorten existing intermediation chains. An approach in this 
direction would be to oblige lenders to assume a substantial part of credit risks on 
their own account. 

 Third, one may try to reduce intermediation, by shifting part of aggregate saving 
from bank deposits towards shares, bonds, or asset funds. While savers would 
thereby be constrained in terms of security and liquidity of their deposits, actual 
losses should de facto prove small: in the past, both security and liquidity of depos-
its have been overestimated, as losses from zero-interest rates and from systemic 
instability had to be borne by the savers themselves as taxpayers.  

In any case, a shift towards direct financing will not occur without accompanying 
policy measures. Apart from the abolition of counter-productive tax advantages 
granted to corporate foreign financing (tax deductibility of interest payments), liquid-
ity of capital market instruments ought to be enhanced, transaction cost of direct 
financing (issuing and deposit fees) be cut, or ways be found to lower the currently 
high cost of intermediation via the financing industry (issue, sale, portfolio manage-
ment)32. 

None of these measures will by itself do away with the savings surplus; nevertheless, 
as an integrated "package", the measures may indeed prove successful. Whether it 
will suffice to remove the surplus and the potential instability inherent in intermediation 
is doubtful. If not, and in the event of the "savings paradox" adding to forces of reces-
sion, the fiscal rules in their present form should be up for review. Although for a num-
ber of countries it should indeed be appropriate to reduce government debt, stipu-
lating a "zero deficit" as general objective in times of excess saving would be counter-
productive. As Blanchard (2019) shows, additional government spending is self-fi-
nancing in a context where risk-adjusted interest rates are below the rate of growth. 
Moreover, it is difficult to see why the government should be required to finance in-
vestment benefiting future generations out of current tax revenue ("golden rule" of 
public finance). In this respect, a fiscal rule that limits indebtedness to a certain frac-
tion of investment spending would not only be fair, but could contribute importantly 
towards liquidating the monetary capital surplus.  
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