During the recession, "the consumer in his native
perversity has begun to save. The savings rate is now 6.2

percent."
George Will on Sunday, August 1st, 2010 in a roundtable discussion on ABC's "This Week"

George Will says personal saving rate has increased
during recession

During the Aug. 1, 2010, roundtable on ABC's This Week, host Christiane Amanpour asked
panelists about the current levels of slow growth in the United States economy.

"Growth is happening,” Amanpour said, "but at 2.4 percent, which is slower than most people
wanted. | see you shaking your head in this debate. The Financial Times is basically saying
that the deficit talk is a phony, rhetorical war and that actually stimulus has had some effect.”

She turned to George Will, the conservative columnist, who had been shaking his head. "Well,
the recovery is now more than a year old, and we know two things about it,” Will said. "It's
unusually weak for a recovery after a severe downturn, and, B, starting weak, it's getting
weaker, for two reasons. First of all, the stimulus is running out. ... Cash for Clunkers has
come and gone. The homebuyer's tax credit for purchasing new -- particularly new homes,
come and gone. Second, the growth so far has been largely driven by inventories, businesses
rebuilding their inventories in anticipation of the consumer -- 70 percent of business activity in
a normal time -- coming back to the malls. The trouble is, the consumer in his native
perversity has begun to save. The savings rate is now 6.2 percent. So what you have is what |
think Keynes called the paradox of thrift. ... It's a virtue until it isn't a virtue."

We thought it would be worthwhile to check whether the savings rate has in fact risen to 6.2
percent during the recession.

Checking the number itself was easy. We looked to the U.S. Department of Commerce's
Bureau of Economic Analysis, which tracks the personal saving rate, which it defines as the
percentage of personal disposable income that is saved. The data shows that during the
second quarter of 2010, the personal saving rate was about 6.2 percent, just as Will had said.

Will is also right to suggest that the rate has risen. The current rate is the second highest it
has been in any quarter since at least 2004, which is the earliest data BEA offers on the chart
we found. Prior to the start of the recession in 2008, the saving rate was typically below 4
percent, and much of the time it was below 2 percent. In other words, consumers today are
hoarding significantly more of their income than they were during the go-go days of high real
estate values, easy credit and a steadily growing economy.

So Will is right on the facts. But we were also intrigued about whether the higher savings rate
has hampered the nation's economic recovery, as he suggests.

Let's begin by explaining the "paradox of thrift" that Will cited. The major tenet is that when
people saved a lot of money, rather than spend it, they help their own bottom lines -- but that
if everyone follows that approach, then everybody loses. According to the theory, the money
saved doesn't get injected into the economy, where it would boost production and profits and
help create jobs. In other words, a higher personal savings rate, like the one Will is talking
about, can actually hurt the economy even as it helps individuals live within their means and
hedge against personal economic setbacks.

We checked with a cross-section of economists to see whether they thought this theory --
which was popularized by left-of-center economist John Maynard Keynes -- is generally
considered accurate today. The experts we talked to said that it has broad, but not universal,
approval.



Most of the skepticism about the paradox of thrift has come from the right. Conservative
economist Dan Mitchell of the libertarian Cato Institute said that free-market economics
doesn't dispute that higher saving leads to lower consumption, but it places less importance
on that shift. Free-marketers say that as long as the national income is growing, then the
displacement of consumption by savings doesn't matter that much.

J.D. Foster, a senior fellow with the conservative Heritage Foundation, said that when Keynes
popularized the concept in the early 20th century, the money that was "saved" was actually
stuck in the proverbial mattress, at which point it really did leave the economic system. By
contrast, there are many relatively safe options for parking one's money today, even
accounting for the shakiness in the financial sector since 2008. And if a higher savings rate
means that people are putting their money into banks or other safe investments, that money
makes its way back into the economy as capital available to lend. In turn, greater availability
of loans can help juice the economy.

That said, there are still many defenders of the original Keynesian view of the paradox of thrift.
They cite real-world evidence from the past few years, in which investment has fallen
compared to pre-recession levels despite historically low interest rates.

"Businesses and households evidently do not want to invest as much in 2010 as they did in
2007" because they're not confident those investments will pay off, said Gary Burtless, a
senior fellow at the centrist-to-liberal Brookings Institution. "Of course, one reason for their
lack of confidence is the very slow growth in household consumption, which is a byproduct of
the rise in household saving rates. On the surface, then, the facts tend to support the broad
version of the paradox of thrift. The jump in the household saving rate has thus been harmful
to economic growth, at least in the short run.”

We'll acknowledge that there's a difference of opinion in how economists view the impact of
the saving rate's growth during the recession. But on Will's core factual assertion -- that the
savings rate has climbed during the recession -- he's correct. So we rate his statement True.



