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In June 2019, G20 Finance Ministers and Central
Bank Governors identified high corporate
savings as one of the main factors explaining
continuously high current account imbalances in
some regions of the world, and called for
calibrated macroeconomic and structural policies
tailored to country-specific circumstances to
address this issue. Within the EU, for example,
concerns about macroeconomic imbalances have
been reflected in the Macroeconomic Imbalances
Procedure? and in the European Semester,
through the euro area recommendation and the
country-specific recommendations.?

This Economic Brief assesses long-term trends in
corporate savings. These trends originated in the
1990s and did not disappear after the 2008 crisis
(Figure 1). Only in two countries - China and
Mexico — borrowing by non-financial
corporations increased significantly in the years
following 2010, while non-financial corporation
net lending increased in the majority of the
countries analysed in this paper.

Non-financial gross corporate saving has risen
globally from below 10 percent of global GDP
around 1980 to nearly 15 percent in the 2010s.
This increase has taken place in most industries
and in the large majority of countries (Chen,
Karabarbounis, & Neiman, 2017). It has been
especially pronounced in a subset of advanced
economies that already had large and persistent
surpluses including Germany (although it
nuanced there since 2016), Japan and Korea, thus
contributing to the widening of global
imbalances (IMF, 2019a). In this Economic
Brief, we look at the G20 countries for which
data are available. This sample of countries
includes both advanced economies (Canada,
France, Germany, Italy, UK, and USA), and

2 For information conceming the Macroeconomic
Imbalance Procedure see:

https://ec.europa.eu/info/business-economy-
euro/economic-and-fiscal-policy-coordination/eu-
economic-governance-monitoring-prevention-
correction/macroeconomic-imbalance-

procedure en.

3 Information concerning the European Semester, the

Euro area and country-specific recommendations are
available at:

https://ec.europa.eu/info/business-economy-
euro/economic-and-fiscal-policy-coordination/eu-
economic-governance-monitoring-prevention-
correction/european-semester en.
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emerging countries (Brazil, China, Mexico,
South Africa, South Korea).

This Economic Brief is structured as follows.
Section 1 shows that non-financial corporations’
(NFCs) savings play an important role in the
determination of current account balances. It also
presents some stylised facts on saving and
investment dynamics and concludes that gross
saving is the main factor explaining net lending
dynamics. In Section 2, gross saving is
decomposed into its various sources, while
Section 3 looks at how firms allocate the savings
they have in excess of investment across different
types of assets and discusses the tight
relationship between corporate savings and cash
holdings.  Section 4 then adopts a country
perspective and looks in more detail at the cases
of China, the United States, and Germany.
Finally, Section 5 concludes and offers some
policy recommendations.

Due to data availability constraints (data after
2018 are not yet available for most of the
countries under analysis), this Economic Brief
cannot assess how non-financial corporations are
using their eventual excess savings to face the
drop in income caused by the COVID-19
pandemic. As shown in a recent BIS note on the
basis of a sample of 40 000 listed and large
unlisted non-financial firms across 26 advanced
and emerging economies, the COVID-19 shock
is placing important strains on corporate cash
buffers.

Figure 1: Change in net lending/net borrowing
position (i.e. gross saving - investment) of non-
financial corporations, before and after the 2008
financial crisis
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Source: AMECO, Eurostat, author's own calculations.

In the face of high uncertainty as in the current
crisis, it is likely that the incentives for
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Figure 3: Net lending/net borrowing position (i.e. gross saving — investment) of NFCs of selected G20 countries, 1996-2018

Source: AMECO, Eurostat, author’s own calculations.
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upward trend in gross savings. In these three
countries, the global financial crisis provoked a
swing in NFC saving, leading to a net lending
position during the Great Recession. This does
not hold true for Canada and the United
Kingdom, where gross savings are on a
decreasing trend.

Finally, in Mexico and China, the NFC sector has
been traditionally in a net borrowing position. In
China, the household sector tends to be the main
source of savings in the economy, whereas the
NFC sector is a net borrower for financing their
investments, as typically expected in standard
economic  theory for emerging market
economies. In Mexico, the situation is similar
and the NFC sector is increasing its net
borrowing position.

The trends in NFC savings across the G20
members are overall puzzling. The economic
literature has reached little consensus on the
underlying sources of the shift of the NFC sector
towards becoming a net lender to the economy.
Thus, the following sections of this Economic
Brief revisit the root causes of the increase in the
net lending position of the non-financial
corporate sector in selected G20 countries.

2. The macroeconomic drivers
of corporate net lending

In the previous section, the NFC net lending has
been decomposed into gross saving and
investment, as set out below (see equation (1)).
Overall, the long term upward trend in gross
savings, accompanied by weakening investments,
has been used to provide a first explanation of the
behaviour in net lending. To get a clearer picture
of the driving forces behind the rise in firms' net
lending positions, in this section gross saving is
decomposed further into its main components
(Box 1). This allows the examination of whether
the increase in gross savings is due to a rise in
firms' profitability, a decline in the average tax
rate, interest payments or revenue from foreign
investment, a falling share of dividends, a
decrease in labour share or a combination of all
of these factors.

Net Lending = Gross Saving — Investment (1)
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Figure 4 decomposes the changes in gross saving
into changes of operational surplus, taxes and
interest payments, dividend pay-outs, and
revenues from foreign investments in G20
countries where data are available over the period
2000 to 2017. The countries in which NFC gross
saving has increased over the period are Korea,
Germany, Japan, South Africa, Brazil, Italy, the
United States, and France. Gross saving has also
increased in the European Union as a whole.

Figure 4: Decomposing changes in NFC gross
saving from 2000 to 2017 into sources (in
percent of GDP)

Operating Surplus mTaxes

Interests m Dividends
Foreign Investment + Gross Saving

Source: OECD Sectoral National Accounts, IMF WEO,
author’s own calculation.

Note: as data used stopped in 2017, the European
Union aggregate includes the United Kingdom.

Four main factors lie behind the increase of NFC
gross savings over the last 20 years:

1) an increase in gross profits (both from
domestic operations — operating surplus —
and from real or financial investments
abroad — revenue from foreign investment),

2) adecline in corporate income taxes (relative
to GDP), which might be due, among other
reason, to profit shifting:

a. instead of rising proportionately with
profits, tax payments have declined in
almost all advanced economies shown,

b. in Japan and Korea, where tax payments
have increased, they did so by much less
than corporate profits,

3) a decline in interest payments in almost
every country,

4) a decrease in dividend payout (Germany,
Italy), or an increase (Korea, Japan and US)
that is much smaller than the increase in
corporate income.
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Box 1: DECOMPOSITION OF GROSS SAVING

Dividends

Gross

Saving
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Gross Value Added

Operating Surplus

Labor Share

Taxes

Interests

Income

Revenue from FDI

In a simplified and stylised framework, gross saving can be defined as the income of a firm that is not
distributed to shareholders, so as to determine whether the rise in firms’ savings is driven by a rise in firms'

incomes or by a fall in distributed dividends:

Gross Saving = Income — Dividends (2)

Further decomposing the variable ‘Income’ figuring in equation (2) allows to connect the dynamics of gross
savings with the underlying trends in terms of gross operating surplus (‘Operating Surplus’), corporate
income taxes(‘Taxes’), interests payments (‘Interests’), and net revenues from foreign investments

(‘Foreign Investment’):

Gross Saving = Operating Surplus — Taxes
— Interests — Foreign Investment — Dividends (3)

Dividing the gross operating surplus into its gross value added (‘Gross Value Added’) and its labour share
(‘Labour’) component, equation (3) can be further specified as:

Gross Saving = Gross Value Added — Labor — Taxes
— Interest — Foreign Investment — Dividends (4)

The first factor, i.e. an increase in gross profits,
can be further broken down. The increase in
profitability can be related to a change in the
labour share and gross value added (GVA) share
of income. Error! Reference source not
found.5 plots the change in operating surplus
shares against the changes in the value added or
labour share. It shows that higher operating
surpluses have been accompanied by higher
value added (left side panel) and lower labour
share (right side panel). This goes in line with the
findings of the recent literature (see for example
Behringer, 2019; Akcigit and Ates, 2020) in
which the decline in the labour share in recent
years — and its other side of the coin, the increase
in the profit share — have been associated to
increasing market concentration and mark-ups
and, in turn, lower business dynamism and
investment.

Globalisation-driven phenomena and operations
of ‘footloose’ entities, such as multinational
enterprises (MNEs) and/or Special Purpose
Entities (SPEs), distort the external statistics of
several countries. This distortion affects the
current account (CA) and the net international
investment position (NIIP).”

In brief, the positive trend observed in NFC net
lending between 2009 and 2017, especially in
Korea, Germany and Japan, has been driven by a
combination of rising gross saving and falling
investment. Among countries with the most
significant increase in gross saving (e.g. Korea),

7 See Di Nino et al. (2020) for additional analysis of the
implications of multinational enterprises (MNEs) and
financial centres on the external balance of the euro
area, and European Commission (2020).
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this trend was mostly driven by a rise in gross
profitability - reflecting forces that give rise to
the increased ability of firms to extract operating
surpluses - accompanied by a fall in labour share.
Besides gross profitability, rising operating
surpluses have been supported by lower interest
payments and by the taxes and dividends paid,
which decreased in some countries and increased
less than the rise in operating surpluses in other
countries.

Figure 5: Changes in operating surplus vs.
value added and labour shares
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ILO, authors’ own calculations.

Note: Changes are yearly averages, covering the
period 1995-2017 for the top panel and 2004-2017 for
the bottom panel. Units are in percent of GDP. Circle
sizes are proportional to GDP in USD.

3. A microeconomic view on
corporate net lending

The previous two sections have documented the
trend in rising corporate net lending and its
dominant sources. This section assesses how
firms allocate the saving they have in excess of
investment across different types of assets on
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their balance sheets and reviews firms’
characteristics that are correlated with their
balance sheet decisions. While at the aggregate
level this excess in savings is referred to as “net
lending”, in this section, as a firm-level
perspective is adopted, the term “excess saving”
is used. As shown in Error! Reference source
not found.6, firms can decide how to allocate the
income they neither distribute to shareholders nor
invest in physical capital — i.e. excess savings —
into a combination of increase in equity buybacks
net of issuances, debt repayment, and
accumulation of cash and liquid assets.?

The accumulation of cash balances has been
found to be the most salient use of firms’ excess
saving. Notably, Dao & Maggi (2018) have
shown that between 1995 and 2014, cash ratios
have increased for firms of all sizes in most
countries and industries, with the exceptions of
Japan — where cash holdings of the largest firms
have somewhat decreased (from very high levels)
— and Italy — where smaller and medium-size
firms have shown some reduction in cash stocks
as well.

Changes in the cash ratio (that is, cash as a
percentage of total financial assets) have been
strongly and positively associated with higher
corporate excess saving in each of the countries
under analysis, implying that firms that have
been accumulating excess savings have boosted
their cash holdings at the same time (Dao &
Maggi, 2018). In addition, recent studies have
shown that, although equity buybacks do
represent a common use of corporate excess
saving, they cannot account for the bulk of the
rise in corporate net lending in OECD countries
(e.g. Chen et al, 2017). Similarly, debt
repayment cannot be the major driver of excess
savings, given that the level of debt has increased
in all countries, with the exception of Italy and
Japan. Firms have not used their excess savings
to pay back debt in a systematic way. Rather,
data suggest that firms have been increasing both
their overall financial assets and their debt, but
they have been using their excess saving to
increase their overall asset position more than
increasing debt (Dao & Maggi, 2018).°

8 Throughout this note, for simplicity, the term “cash”
refers to very liquid assefs, such as currency, deposits
and short-term debf.

? As the relevant literature has already found that
excess savings fransform mainly in cash holdings while
they do not influence much firms’ decision of holding
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