Where did the saving glut go?

By Antonio Fatas , INSEAD Professor of Economics

The reasons for falling investment in advanced economies are
debatable.

| have written before about the investment dearth that took place in
advanced economies at the same time that we witnessed a global saving
glut as illustrated in the chart below. In particular, the 2002-2007 expansion
saw lower investment rates than any of the previous two expansions.

Investment (% of GDP).
Advanced Economies
27
25
23
21

19 -
lT.“““““““““I‘I“““‘ “‘
15 - s

1280 1884  1%88 1852 1838 2000 2004 2008 2012

Copyright © INSEAD 2024. All rights reserved. This article first appeared on INSEAD Knowledge: https://knowledge.insead.edu


https://knowledge.insead.edu/economics-finance/where-did-saving-glut-go
https://knowledge.insead.edu/author/antonio-fatas
http://fatasmihov.blogspot.sg/2013/11/saving-glut-or-investment-dearth.html
https://knowledge.insead.edu

If one thinks about a simple demand/supply framework using the saving
(supply) and investment (demand) curves, this means that the investment
curve for these countries must have shifted inwards at the same time that
world interest rates were coming down.

But what about emerging markets? Emerging markets' investment did not
fall during the last 10 years. On the contrary it accelerated very quickly after
2000.
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This is more what one would expect as a reaction to the global saving glut.
The additional saving must be going somewhere (saving must equal
investment in the world). As interest rates are coming down, emerging
markets engage in more investment (whether this is simply a move along a
downward-slopping investment curve or a shift of the investment
opportunities for any given level of interest rates is impossible to tell from
this simple analysis).

We can also look at the world as whole.
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Starting in the year 2000 we see a trend towards higher investment driven
by emerging markets.

In equilibrium, both saving and investment have to move by the same
amount (at the global level) so how do we know that this is a saving glut and
not an increase in investment opportunities? The fact that interest rates
were declining during these years means that these changes were
dominated by an outward shift in the saving curve (if it had been investment
shifting we would have seen interest rates increased). The resulting lower
interest rates led to higher investment in emerging markets, as expected,
but they did not foster any additional investment in advanced economies
signalling that there has been a decline in investment opportunities in these
countries. Whether this is a sign of a structural weakness that affects the
ability of advanced economies to keep innovating at the same rate or purely
a reflection of other, possibly cyclical, factors remains an open question.

P.S. All data used to produce the charts above comes from the IMF World
Economic Outlook. Individual country data has been aggregated using PPP
GDP weights (using market exchange rates GDP weights provides very
similar insights).
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