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Ad-Hoc Economics – Tuesday, 26 January 2021 

Will Saving Rates Remain High? 

John Maynard Keynes warned about the dangers of excess 

saving. In his book, The General Theory of Employment, Money 

and Interest, he set out how, when an economy increases the 

amount it saves, aggregate demand falls. This, in turn, lowers 

an economy’s total income, meaning less in total can be saved. 

This process later came to be known as the ‘paradox of thrift’. 

 

Hoarding during the pandemic  

The pandemic, and ensuing lockdowns have meant saving rates 

(defined as the proportion of disposable personal income saved 

rather than spent on consumption) have spiked (see chart). 

People have involuntarily saved a greater proportion of their 

income as shops, restaurants and cinemas have been shut. 

Fewer people have taken holidays. And for those working from 

home, commuting costs have disappeared.  

Source: U.S. Bureau of Economic Analysis, Clarus Capital 

This means that those who have kept their jobs have probably 

seen their bank accounts swell. This is particularly true for 

higher earning households who typically have higher 

discretionary spending. This spending was curtailed by the 

pandemic, meaning they have had little choice but to save 

money. 

A recent Bank of England survey found that 28% of UK 

households had accumulated additional savings as a result of 

the pandemic (compared to 20% that had depleted their 

savings). 42% of high-income households (defined as being as 

in the top income quintile) who remained in employment had 

increased their saving. On the flip side, those that were poorer, 

had lost jobs or been furloughed were more likely to have 

drawn down bank balances. 

 

Supporting the recovery 

Now that vaccines are beginning to be rolled out, some are 

suggesting that healthy household balance sheets could boost 

the economic recovery. As restrictions are lifted and confidence 

returns, households might decide to spend some of the money 

they have accumulated, boosting demand.  

People might try and make up for lost time. This could fuel 

demand for restaurants, festivals and airline tickets if people 

feel as if they have been cooped up at home for too long. We 

could see a repeat of the ‘Roaring Twenties’ – a period when 

consumer spending boomed after the privations of war. This 

was the optimistic point made recently by Andy Haldane, the 

Bank of England’s Chief Economist, who said ‘pent-up demand’ 

could fuel a quick economic rebound.  

There are some who question this. While saving during 

lockdowns was enforced, greater levels of saving might persist 

into the future. If people remain cautious about the virus or the 

economic recovery stutters, or if the pandemic has made 

people think sudden economic shocks are more likely in the 

future, precautionary saving might settle at a rate higher than 

previously. 

Given saving has been concentrated among higher income 

households who have less tendency to spend additional 

income, accumulated savings may also simply remain deposited 

in bank accounts. And if, as short time working and other 

support schemes come to an end, unemployment spikes, 

consumer spending could be held back. 

On the other hand, people might remember that governments 

were quick to put in place measures to protect incomes during 

the pandemic. There will be strong pressure to deploy furlough 

programmes in the event of future recessions. This might 

reassure consumers worried about future economic slumps 

that their incomes will be protected, reducing the need for 

precautionary saving. 

 

Macroeconomic implications 

Whether or not people remain thrifty after the end of the 

pandemic will have significant economic consequences. There 

could easily be a situation where consumer spending increases 

as people put some of their accumulated savings to use. Supply, 

scarred by the pandemic, might not be able to keep up. This 

could quickly lead to higher inflation.  

This would pose a dilemma for central banks. After a decade of 

feeble price growth, central banks would initially welcome a 

spurt of inflation. Indeed, the Fed recently adjusted its strategy 

saying it would tolerate periods of higher inflation to make up 

for past shortfalls.  
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However, if higher inflation endured then central banks would 

have to decide whether to tighten monetary policy. Higher 

interest rates would increase interest payments for 

governments on the debt they have run up. Central banks might 

come under political pressure to instead keep rates low. 

On the other hand, if money remains in bank accounts, this will 

constrain economic growth and hold back inflation. This will be 

the ‘paradox of thrift’ that Keynes warned about. Given the 

profile of households that have amassed savings during the 

pandemic, this seems more likely. 
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Disclaimer 

 

This document has been prepared by Clarus Capital Group AG ("Clarus Capital"). This document and the information contained herein are 

provided solely for information and marketing purposes. It is not to be regarded as investment research, sales prospectus, an offer or a 

solicitation of an offer to enter in any investment activity or contractual relation. Please note that Clarus Capital retains the right to change 

the range of services, the products and the prices at any time without notice and that all information and opinions contained herein are 

subject to change. 

This document is not a complete statement of the markets and developments referred to herein. Past performance and forecasts are not 

a reliable indicator of future performance. Investment decisions should always be taken in a portfolio context and make allowance for 

your personal situation and consequent risk appetite and risk tolerance. This document and the products and services described herein 

are generic in nature and do not consider specific investment objectives, financial situation or particular needs of any specific recipient. 

Investors should note that security values may fluctuate, and that each security’s price or value may rise or fall. According ly, investors 

may receive back less than originally invested. Individual client accounts may vary. Investing in any security involves certain risks called 

non-diversifiable risk. These risks may include market risk, interest-rate risk, inflation risk, and event risk. These risks are in addition to 

any specific, or diversifiable, risks associated with particular investment styles or strategies. 

Clarus Capital does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment 

returns thereon, either in general or with reference to specific client's circumstances and needs. Recipients should obtain independent 

legal and tax advice on the implications of the products and services in the respective jurisdiction before investing. Certain services and 

products are subject to legal provisions and cannot be offered world-wide on an unrestricted basis. In particular, this document is not 

intended for distribution in jurisdictions where its distribution by Clarus Capital would be restricted. Clarus Capital specifically prohibits 

the redistribution of this document in whole or in part without the written permission of Clarus Capital and Clarus Capital accepts no 

liability whatsoever for the actions of third parties in this respect. Neither Clarus Capital nor any of its partners, employees or finders 

accepts any liability for any loss or damage arising out of the use of all or any part of this document. Source of all information is Clarus 

Capital unless otherwise stated. Clarus Capital makes no representation or warranty relating to any information herein which is derived 

from independent sources. Please consult your client advisor if you have any questions. 
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