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ARTÍCULO

DISAGGREGATED SAVINGS. SOME 
IMPLICATIONS FOR A CAPITAL-BASED 

MACROECONOMIC FRAMEWORK

Ignacio Martínez Fernández 
Miguel Ángel Alonso Neira 

Luis Palma Martos  

Martínez Fernández, I., Alonso Neira, M. Á., & Palma Martos, L. (2023). 
Disaggregated savings. Some implications for a capital-based macroeconomic 
framework. Cuadernos de Economía, 42(88), 43-60.

As Bagus and Howden (2010) highlighted, one of the paths to achieve a more 
fruitful understanding of the business cycle involves examining saving as a het-
erogeneous analytical category. The aim of this paper is to continue this line of 
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inquiry using the capital-based framework developed by Garrison (2001). This 
paper contributes to the literature by studying the impact of heterogenous sav-
ings on economic growth and business cycles in a capital-based macroeconomics 
framework. With this aim the implications of disaggregated saving is analysed by 
means of the differential market signals that are generated by cash-build savings 
(Pătruți, 2017) and loanable funds accessible through the credit markets.

Keywords: Business cycles; cash-built savings; term structure of savings; money 
demand.
JEL: E21, E23, E32, E41, E53.

Martínez Fernández, I., Alonso Neira, M. Á., & Palma Martos, L. (2023). 
Ahorro desagregado. Algunas implicaciones para el enfoque de la macroeco-
nomía basada en el capital. Cuadernos de Economía, 42(88), 43-60.

Como destacan Bagus y Howden (2010), uno de los caminos para lograr una com-
prensión más fructífera del ciclo económico pasa por estudiar el ahorro como una 
categoría analítica heterogénea. El objetivo de este artículo es continuar esta línea 
de investigación utilizando el marco basado en el capital desarrollado por Garrison  
(2001). Este artículo contribuye a la literatura al estudiar el impacto del ahorro 
heterogéneo en el crecimiento y los ciclos económicos en un marco macroeco-
nómico basado en el capital. Con este objetivo, se analizan las implicaciones del 
ahorro desagregado mediante las señales de mercado diferenciales que generan 
los ahorros en efectivo y los fondos prestables a través de los mercados de crédito.

Palabras clave: ciclo económico; ahorro en efectivo; estructura temporal del aho-
rro; demanda de dinero.
JEL: E21, E23, E32, E41, E53. 
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INTRODUCTION
The debate over the homogeneity or heterogeneity of savings is closely linked to 
the debate on the nature of capital, which first began with Böhm-Bawerk and Clark 
(Cohen, 2008) and was later developed by Knight and Hayek (Cohen, 2003). Fol-
lowing these contentions, the consideration of capital has followed one of two 
opposing views: the first defined capital as a homogenous and self-reproducing 
monetary fund and the second as a structure or pattern of combinations of hetero-
geneous and consumable goods.

Years later, Joan Robinson (1953) started the so-called “Cambridge Controversy 
on Capital Theory” (Cohen & Harcourt, 2003) with the publication of a provoc-
ative paper attacking one of the core assumptions of mainstream, as well as Aus-
trian, economic theory of capital and interest: the inverse relationship between 
savings and interest rates. Besides the implications for the general equilibrium 
approach and neoclassical growth theory, this proposition represented a direct 
attack on the foundations of the Austrian school of economics’ conception of sec-
ular sustainable growth. After at least two decades of bitter debate, the controversy 
came to an end with an “implicit” surrender of the neoclassical economists and the 
isolation of the Austrians.

This paper follows the lead of Bagus and Howden (2010) regarding the implemen-
tation of a disaggregated monetary savings framework by the Austrian School of 
Economics. The main ideas behind growth constraints caused by savings’ embodi-
ments were established in Hayek (1937)1, stressing the complexity of capital good 
caused by the complementarity relationships between the supply of saved capi-
tal goods and the investment demand for capital goods. A similar problem arises 
when savings are treated as homogeneous within the credit markets, as in the mac-
roeconomic identity S = I.

This paper contributes to the existing literature in two main aspects. First, defin-
ing and including the subset of cash-built savings based on the desired availabil-
ity. Secondly, with respect to the focus presented regarding how an increase in 
aggregated savings can generate different growth paths, this paper is a first step 
toward enriching the study of the Austrian Business Cycle Theory through the cap-
ital-based macroeconomic framework

However, instead of basing the analysis on the time structure of savings, this paper 
focuses on the market signals of the pure/genuine savings and cash-built savings. 
To present the results and their implications a 100% reserve banking system able 
to mismatch savings maturities is assumed to showcase the initial equilibrium and 
sustainable growth in capital-based macroeconomics, 

1	 In terms of real savings, meanwhile the link between real savings and saved capital goods was 
defined in Hayek (1931).
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SAVINGS AND ITS EMBODIMENTS. 
DEFINITIONS AND SOME PARTICULAR CASES
The literature on the conceptual framework of savings can be divided into two rad-
ically opposed views, despite the taxonomy proposed by classical schools of eco-
nomic thought: a) authors identifying saving as a precondition for investment, and 
b) those defining saving as a residual of consumption decisions.

The first of these two positions is partially shared by both Neoclassical-synthesis 
and Austrian economists, given that both begin by stating that saving is a necessary 
pre-condition for investment (and thus the capitalisation of the economy). Solow 
(1956, p. 66) illustrates the formal definition of saving proposed by the Neoclassi-
cal-synthesis school and its connection to investment: “Part of each instant’s out-
put is consumed and the rest is saved and invested. The fraction of output saved is 
a constant s, so that the rate of saving is s Y(t)...”; However, Modigliani’s (1944, p. 
49) definition stresses the roles of time and the individual decision to save: 

In his endeavor to reach the highest level of satisfaction he is confronted 
with two sets of decisions: (a) he must decide what part of his income he will 
spend on consumption and what part he will save, (b) he must determine how 
to dispose of his assets. 

In the tradition of the Austrian School of Economics, authors such as Rothbard 
(1962) or Huerta de Soto (1998) illustrate the connection between savings, capital 
structure and time by means of a Robinson Crusoe example2:

He must restrict his consumption […] and transfer his labour for that period 
from producing immediately satisfying consumers’ goods into the production 
of capital goods, which will prove their usefulness only in the future. The res-
triction of consumption is called saving, and the transfer of labour and land to 
the formation of capital goods is called investment. (Rothbard, 1962, p. 42)

The second of these positions is typically defended by the Keynesian authors. 
According to John Maynard Keynes, “[…] saving means a surplus of income on 
consumption expenditure” (Keynes, 1936, p. 46). This definition considers saving 
as a sub-product of consumption planning, i.e., for a given income level, agents 
consume what they want and, by definition, savings would be overrun. This implies 
that there is no explicit motive for saving because there is no individual process to 
determine the level of expenditure on saving. This position is based on two differ-
ent points. Firstly, Keynes elevates the role of consumption, or rather expenditure, 
to the foremost position in economic analysis and, secondly, his analysis assumes 
a static perspective rather than a more realistic dynamic one. 

2	 In Huerta de Soto (1998, pp. 273-275) the element of decision or planning is stressed linking the 
choice of saving instead of consuming, 
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As the working definition of saving used in this paper: “People do not just save 
(S); they save-up-for-something (SUFS). Their abstaining from present consump-
tion serves a purpose; saving implies the intent to consume later” (Garrison, 2001, 
p. 40). This definition highlights the two most important features of the concept: 
the existence of a clear goal and the existence of a determined time duration in 
saving. 

To explain the process by which the available stock of savings in each society 
varies. Huerta de Soto provides an illustrative explanation on how to verify an 
increase in savings (Huerta de Soto, 1998, pp. 313-315):

•	 An increase in the rate of reinvestment of firms’ profits,

•	 A decrease in consumption by the owners of the original means of produc-
tion,

•	 The allocation of a part of income (by both the owners of the original means 
of production and capitalists) to production-oriented loans.

Following Garrison’s definition of saving and its connection with investment, 
the decision of saving can be conceived as an individual’s means to achieve their 
goals. Defining the goals pursued by the individual in terms of their future access 
to a given quantity of consumer goods, it is possible to analyse the various concep-
tions of this type of saving (See Table 1).

Table 1. 
Types of saving, by individual’s goals and economic phenomena

Maintain future 
consumption at present 

levels

Increase future 
consumption in comparison 

to present levels

Stability of the monetary 
unit’s purchasing power

·	 Saving cash.
·	 Saving by purchasing 

assets that are perceived 
as low-risk

·	 Saving by purchasing 
assets whose expec-
ted returns allow for 
increases in future 
consumption.

Inflation/Deflation ·	 Saving by purchasing 
assets whose expected 
return compensates any 
change in the monetary 
unit’s purchasing power

·	 Saving by purchasing 
assets whose expected 
return increases future 
consumption despite 
changes in a monetary 
unit’s purchasing power. 

Source: Prepared by the authors.



48	 Cuadernos de Economía, 42(88), número especial, 2023

Cash-Built savings
The recent debate between Professors Bagus and Pătruți has refocused attention 
on the role of cash-built savings, or money demand, in the Austrian school of eco-
nomics framework. Comparing Keynesian and Austrian3 theory on the connection 
between cash-built savings4 and money demand might help understand the par-
ticularities of cash-built savings.

Liquidity preference in the Keynesian theory

In the General Theory (Keynes 1936 pp. 125-133), Keynes outlines his con-
siderations with regard to the fundamental psychological motives that deter-
mined an economy’s money demand. The first of these is the transaction-motive 
(income-motive for families and business-motive for firms), the second is the pre-
cautionary-motive and the third is the speculative-motive. The transaction-motive 
is given by the amount of time that separates an agent’s receipt of income and its 
disbursements. The precautionary-motive arises from an agents’ need to settle pos-
sible contingencies. The speculation-motive depends on the changes in expecta-
tions regarding the value of assets. 

Following Keynes, the analysis of money demand should begin with the function

	 M M M L Y L r= + = ( )+ ( )1 2 1 2 ,	 (1)

where M
1
 contains all money, demand derived from the transaction- and precaution-

ary-motives. The functional form of this first type of money demand, L Y Y V1 ( )= / ,  
depends on the economy’s total output (Y) and total volume of transactions (V). M

2
 

is the money demand which is related to the speculative-motive and is given by the 
function L r f re2 ( )= ( ), where re is the expected interest rate.

The Austrian perspective on money demand

Murray Rothbard’s view of money demand adds a new axis to the traditional anal-
ysis of money motives, extending it to include dynamic aspects. Thus, he segments 
the analysis into that of pre-income demand (or exchange demand) and post-in-
come demand (or reservation demand) versus that of total money demand and its 
stock. 

Pre-income demand (Rothbard, 1962, pp. 367-452) is the made up of the suppli-
ers’ demand to exchange their goods and services for cash and is characterised as 

3	 This section focuses on the differential behaviour and market signals of cash-built savings/money 
demand, which are studied in empiric terms in Friedman (1959) or as just another asset in Fried-
man (1989).

4	 Professor Pătruți repeatedly uses the term hoarding but instead it will be referred to as cash-built 
savings. Hoarding, as a particular case, will be presented later in this section.
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being, on the aggregate, decreasing in the purchasing power of a given monetary 
unit. Post-income demand (Rothbard, 1962, pp. 755-874) is the result of the dis-
cretionary use of income and is assumed to be decreasing in the monetary unit’s 
purchasing power. Following this characterisation, variations in the available stock 
of money (which provoke changes in its purchasing power) cause opposite varia-
tions in its demand, as with any other good.

Cash-built savings can be a subset of savings that has a specific goal: using the 
accumulated purchasing power without limiting, or losing, the capacity to use 
these means of payment in the period between receiving income and consump-
tion5. Accepting the early Keynesian categorisation and dividing money demand 
into precautionary, transaction and speculation motives, it is possible to integrate 
various subtleties into this analysis:

•	 Precautionary saving. Relates money demand to the precautionary motive 
with the subjective cost category, which is given by the existence of uncer-
tainty.

•	 Transaction motive. It depends on the amount of time that must pass in bet-
ween an individual’s actions of collecting income and spending it, as well 
as the total volume of said transactions. 

•	 Speculative motive. This motive is tied to the subjective categories of pro-
fits and losses and is explained by the agent’s expectations on asset price 
fluctuations. 

In other terms6, the money demand or cash savings function can be expressed as

	 M f rd e e= ( )σ π, ,� , 	 (2)

where aggregate money demand is defined to be a function of uncertainty (), 
expected inflation (e)and the expected rate of return on investments and assets 
(re). While the first two are directly related to money demand (an increase in either 
implies an increase in demand), the third is inversely related. 

Before concluding this subsection, it is necessary to briefly address the role of 
uncertainty in this model. Although its positive relation to money demand has 
been established, it is possible to make the mistake of using uncertainty as a sort 
of “catch-all” tool to further the model’s analysis. To respond to this, uncertainty 
is composed of four specific components:

5	 This position can be understood following Bagus (2016, p. 369): “Strictly speaking, cash building 
is also an investment. It is an investment in the most liquid good”; and consubstantial with the 
qualification of savings presented early on Table 1.

6	 Initially, the expression would be M f t g i id e
A
e e= ( )σ π, , , , , , but to simplify the analysis it is 

considered that the time between collections and payments is fixed (t) and that the expected rate of 
return on investments (re) is made up of the possible gains or losses in portfolios  (gA

e ) and present 
and expected interest rates. 
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•	 Permanent uncertainty. Since the future is not predetermined, all human 
action is subject to a certain degree of uncertainty. 

•	 Economic uncertainty. This concept should be understood as the uncertainty 
associated with an agent’s sources of income, the volume of said income 
and its temporal distribution. 

•	 Regime uncertainty7. This subset expresses the uncertainty that surrounds 
the political and administrative organisation of a territory.

•	 Legislative uncertainty8. Simply stated, this type exists because of the lack 
of legal certainty. 

Hoarding and forced savings
Hoarding, as defined in the General Theory, is a type of restriction on consumption 
and accumulation of monetary units used to describe the extreme case of Keynes-
ian liquidity preference theory (Keynes, 1936, pp. 110-111). 

The fact that a rise in saving, understood in terms of Keynesian hoarding, leads to 
under-consumption is intimately tied to the theory of the circular flow of income 
and the analysis of the economy from a static point of view. Considering the mac-
roeconomic identities9:

	 Y C It t t= + 	

	 S It t= 	 (3)

	 Y C St t t= + 	

implies that any restriction on consumption, while not fully compensated by 
investment10, would reduce both output and income. This leads to the “Keynesian 
paradox of thrift”: an increase in saving has the effect of reducing the aggregate 
level of available income. Without a detailed critique of the concept11, the inclu-
sion of time into the analysis radically changes its outcome. 

Considering the restrictions in terms of intertemporal consumption12 and introduc-
ing the proposed definition of saving, the desire to accumulate present-day pur-
chasing power is fundamentally connected to being able to exercise this power in 

7	 Could also be understood as external political cycle uncertainty because it stems from possible 
shifts in economic policy when there is a change in the governing administration.

8	 Just as in note 7, could be understood as internal political cycle uncertainty.
9	 The simple case of a closed economy lacking a government.
10	It possible that under extreme liquidity preferences agents to prefer holding on to their income 

and wealth in monetary units rather than “freezing” them in loans or less liquid assets. 
11	To maintain a certain uniformity in the sources, see Huerta de Soto (1998, pp. 342-344) or Garri-

son (2001, pp. 160-164).
12	Inclusion of an intertemporal utility function framework in Modigliani and Brumberg (1954) 

showed the inconsistency of the classic hoarding analysis.
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the future. Accepting the mechanics of the system of equations stated above (3), 
future available income implies higher future output. Therefore, by framing this 
process within a dynamic maximisation of income and output scope, the implica-
tions of the Keynesian under-consumption framework can be avoided. 

Forced saving

As opposed to voluntary or true saving, forced saving would be an imposed reduc-
tion in an individual’s desired consumption. The involuntary reduction in con-
sumption can have many causes (Huerta de Soto 1998, pp. 409-413), which can be 
summarised in two broad categories: those induced by distortions in the produc-
tive process, and those induced by inflationary processes. Although both appear 
during expansionary credit processes, their nature differs, as does the process 
through which they develop. 

In the first case, the process of credit expansion distorts a firm’s productive struc-
tures and pushes it toward the production of future goods. However, consumers’ 
time-preferences do not change, and the situation devolves into a tug-of-war over 
available resources between those industries closest to consumers and those fur-
thest away. Therefore, the gap in time between the consumers’ time-preferences 
and a firm’s productive structure constrains individual consumption by limiting 
their choice of goods.

The second case is caused by the Cantillon effect that is associated with processes 
of credit expansion. The first agents to receive the newly created money face a 
price system which has yet to feel the effects of the expansion and, by purchas-
ing goods and services with this new money, their increased demand begins to 
push prices upwards. As the newly created means of payments move away from 
the credit expansion’s origin, in both space and time, its purchasing power begins 
to decrease. The result is that the last consumers to receive the credit expansion’s 
“benefits” will witness a fall in their real income, which in turn forces them to 
reduce their consumption.

THE DIFFERENTIAL MARKET 
SIGNALS OF SAVINGS. RETHINKING 
THE LOANABLE FUNDS MARKET
Having defined saving, it’s time to analyse the market signals generated by var-
iations in an economy’s rate of saving. When agents modify their time prefer-
ence rate, they are changing the relative price of present and future goods. This 
modification, which manifests itself in various ways13, sends a signal to produc-

13	As showed in the working definition earlier.
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ers indicating that the existing productive structure does not satisfy current con-
sumer preferences. 

The manifestation of this lack of coordination between supply and demand is 
caused by the consumer giving greater value to future goods in detriment of pres-
ent ones. Resolving this situation requires entrepreneurs to properly assess the 
quantity and quality of goods demanded by society. 

However, this signal may not be complete, so for now it will be considered a par-
tial signal. This raises the following questions: How can firms know what is caus-
ing the excess supply? Is it caused by the present supply of goods not satisfying 
consumer preferences? Or could it be a sign of a future increase in demand?

If the cause is the first of these two possibilities, a sufficient solution would be to 
redirect the firm’s productive structure towards fulfiling consumer needs. How-
ever, if increased future demand is the cause, then the firm must become more cap-
ital-intensive, as this will allow it to fully supply consumers. 

In accord with Garrison (2001, pp. 36-40), the supply of loanable funds, whether 
it be by the owners of the original means of production or by entrepreneurs, pro-
vides clarity to the framework within which firms choose their actions. Therefore, 
any variation in the amount of loanable funds works as a reinforced signal since 
these monetary savings are “that part of total income not spent on consumer goods 
but put to work instead earning interest (or dividends)” (Garrison, 2001, p. 36).

This concept allows the distinction between the two possible causes of excess sup-
ply in the example presented earlier. Should there be a variation in the amount of 
savings accompanied by a simultaneous variation in the amount of loanable funds 
in the same direction, the signal would be complete. Considering this reinforced 
signal, firms would begin to redirect their efforts towards more productive pro-
jects with longer maturities. On the contrary, if the variation in savings were not 
followed by a variation in loanable funds, a partial signal is given to the market 
and firms would not modify their productive processes. This analysis should also 
consider the production of goods and services while simultaneously including a 
dynamic conception of the saving process. An increase in savings does not only 
lead to a fall in output caused by the so-called derived-demand effect, but, if there 
is an equal increase in loanable funds supply, it is also followed by a time-discount 
effect improving the expected yield of new investments.

Once established the division between cash-built savings and loanable funds, 
the dynamics within the credit market need to be studied. First, the credit market 
needs to be compartmentalised according to its time-structure, dividing it between 
short- and longer-term markets14. This division also allows to analyse the different 
effects of cash-built savings and other monetary savings embodiments. 

14	Alternative or additional segmentations could follow differences in risk preference or preferred 
asset types.
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In static terms, an increase in money demand implies a contraction of the sup-
ply of loanable funds and a decrease in their demand in the short-term market. As 
the availability of an agent’s liquidity begins to rise, their demand for short-term 
credit will tend to fall15. On the contrary, the long-term credit market will suf-
fer the opposite effect: as the desired investment’s term rises, there will be fewer 
incentives to finance it with cash balances. This explains why the reduced supply 
of loanable funds is not accompanied by an equal decrease in demand. In general, 
the share of long-term credit in aggregate credit will grow16. Figure 1 shows the 
aforementioned effect. 

Figure 1.
The effect of an increase of money demand on disaggregated credit markets
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To study the dynamics of a disaggregated credit market under a 100% reserve 
banking system, let us analyse the case of an increase in pari pasu savings and 
an increase in liquidity preference, showing some complexities that may arise. 
A decrease in the average interest rates still can be expected, but the short-term 
credit market would experience a greater decrease than the longer-term market. 
This imbalance between market segments drives the banking system to exchange 
the credit supply from short-term to longer-term credit markets to aximize the 
expected value of their balances. 

This arbitrage by banks (Bagus & Howden, 2010) will push to close the gap 
between maturity segments, lowering interest rates for longer-term loans while 
raising them for short-term loan markets.

15	The concept of applied money demand is closely tied to short-term transactions, especially in the 
case of transaction-motive and speculative-motive money demand. 

16	An economy with a high degree of capitalisation will present a high proportion of long-term 
credit transactions. 
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Figure 2. 
Mismatching in a segmented credit market scope
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REASSESSING GARRISON’S ANALYSIS
This study began under the assumption that savings, in analytical terms, were com-
posed of cash-built savings and loanable funds. Given the definitions presented so 
far, considering savings to be the part of the available income that agents explic-
itly decide not to use for present consumption, the connections and differences 
between both categories can be drafted. 

Loanable funds are the fraction of savings which agents willingly decide not to 
use during a certain period, so that in the future they may have a greater quantity 
(or greater quality) of goods. Cash-built saving shares the goal of satisfying future 
demand, but in this case the term is not defined with the same level of precision17 
or the agent is unwilling to relinquish his right to use these funds18. Although Gar-
rison recognises the existence of cash balances that are not directly transformed 
into loanable funds (Garrison, 2001, p. 37), he limits his analysis to the study of 
liquidity preferences and static money demand. 

Implications for the model in its initial equilibrium
Figure 3 shows the graphical foundation of Garrison’s analysis and presents an ini-
tial situation in which, given agents’ time-preference, there is a productive struc-
ture (a) that is capable of satisfying present and future demand (represented as a 
possibility production frontier b)) and the market for loanable funds is in equilib-
rium at the natural interest rate (c). 

Despite referring to the loanable funds market and the interest rate in general terms, 
this analysis highlights the differential effect created by introducing money demand 

17	This could describe precautionary- or speculative-motive savings.
18	As would be the case for transaction-motive saving.
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Figure 3.
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as a nexus between short- and longer-term credit. In the circular flow of income frame-
work, aggregate loanable funds and savings would always be equal, following the 
dashed line shown in figure 4. This abstract equivalence is usually implied in neoclas-
sical models that assume a perfect correlation between the economy’s savings rate19. 

The solid lines in figure 4 show a much more descriptive case where savings are 
made up of money demand and loanable funds, following the hypothesis laid out 
in this paper. It shows how the production-possibility frontier pivots around con-
sumption because both supply and demand for present goods remain unchanged. 
This leads to the economy having fewer investment possibilities, hence the con-
traction in figure 4. This effect is also reflected in the market for loanable funds: if 
agents are unwilling to lose access to a given portion of a fixed stock of savings, an 
increase in the demand for loanable funds will cause the economy’s natural inter-
est rate to rise. The higher interest rate, which represents agents’ new time prefer-
ences, will lead to a capital structure with fewer stages. 

19	This equivalence was challenged by Ando and Modigliani (1963).
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Figure 4.
Initial equilibrium with cash-built savings’ differential nature

 

12 
 

Initial equilibrium with cash-built savings' differential nature  

 
Source: Prepared by the authors. 

 

The solid lines in figure 4 show a much more descriptive case where savings are made 
up of money demand and loanable funds, following the hypothesis laid out in this 
paper. It shows how the production-possibility frontier pivots around consumption 
because both supply and demand for present goods remain unchanged. This leads to 
the economy having fewer investment possibilities, hence the contraction in figure 4. 
This effect is also reflected in the market for loanable funds: if agents are unwilling 
to lose access to a given portion of a fixed stock of savings, an increase in the demand 
for loanable funds will cause the economy’s natural interest rate to rise. The higher 
interest rate, which represents agents’ new time preferences, will lead to a capital 
structure with fewer stages.  

 

Implications for sustainable growth [T2] 

In the capital-based macroeconomics framework there are three possible sources of 
sustainable growth: i) advances in technology; ii) increases in available resources; and 

𝑖𝑖𝑒𝑒𝑒𝑒  

D 

S 
i 

S,I 

I 

C 

𝑖𝑖′𝑒𝑒𝑒𝑒  

S = I 

Productive Stages 𝐼𝐼′0 

𝐶𝐶0 

Savings = Loanable Funds 

Savings = Cash-Built savings’ + Loanable Funds’ 

Savings = Cash-Built savings’’ + Loanable Funds’’ 

 

Cash-Built savings’< Cash-Built savings’’ 

Loanable Funds’> Loanable Funds’’ 

𝐼𝐼0 𝐼𝐼′′0 

𝑖𝑖′′𝑒𝑒𝑒𝑒  

Source: Prepared by the authors.

Implications for sustainable growth
In the capital-based macroeconomics framework there are three possible sources of 
sustainable growth: i) advances in technology; ii) increases in available resources; 
and iii) changes in intertemporal preferences. Given the aim of this paper,  
the focus will be on the scenario of changing intertemporal preferences to show the  
impact of cash-built savings on the growth pattern.

A change in social time preferences that translates into consumers becoming thrift-
ier will drive an increase in savings and a decrease in the demand for final goods. 
This change in consumer behaviour will push down the prices of final goods, trig-
gering three microeconomic effects (Huerta de Soto, 1998, pp. 317-332):

•	 1st. The disparity in profits between the different production stages. Firms 
closer to final consumers will begin to observe the effects of falling sales, 
reducing their profitability relative to firms located higher up on the supply 
chain.

•	 2nd. The decrease in the interest rate on the market price of capital goods. 
The increase in savings, caeteris paribus, drives a reduction in the market 
interest rate. Given that capital goods are priced in terms of the discounted 
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value of their cash flows, a decrease in interest rates increases the present 
market value of capital goods.

•	 3rd. The Ricardo effect. The decrease in the prices of final goods causes a 
rise in real wages, which makes less labour-intensive productive processes 
relatively cheaper.

The combination of these three effects will lead to a new and more capital-inten-
sive productive structure such as the one shown in figure 5. 

Figure 5. 
Sustainable economic growth. Changes in time preference
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Source: Prepared by the authors. 
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As in the initial equilibrium presented earlier, savings in the form of cash balances 
noticeably reduces the impact of an increase in savings in loanable funds markets, 
which translates into a smaller reduction in the interest rates. The outcome is a 
lower yield for investments in capital goods. This consequence was identified by 
Pătruți (2016) as a decrease in the potential growth rate. 

Assuming that this change in time preference is caused by one of the factors with 
a positive impact on money demand (uncertainty or expected inflation). This can 
change the composition of savings by increasing cash-build savings instead of 
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other savings embodiments. Two important forces operate against the conclusion 
that an increase in savings will lead to a more lengthened and sustainable produc-
tive structure:

I.	 An incomplete signal market produced by a smaller reduction in interest 
rates following the decrease in demand for consumer goods. The allocation 
of new savings in cash balances makes it more difficult for entrepreneurs 
to identify whether the reduction in consumption implies greater future 
demand or the need to redirect their present production lines to other consu-
mer goods. As a result, the production structure should start to contract.

II.	 The mismatching in the time structure of credit markets makes the new pro-
duction structure more fragile. As shown in the analysis of a segmented 
credit market, an increase in cash-built savings reduces short-term inter-
est rates, lowering the profitability of bank loans in that market. In a 100% 
reserve banking system, banks will take short-term savings and inject them 
into longer-term loans, which are relatively more profitable. The result of 
this practice is a mismatch in the time structure of production.

The effects of this phenomena on the productive structure of the economy are 
shown in figure 6. 

Figure 6. 
Sustainable economic growth. The impact of cash-built savings
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CONCLUSIONS
Disaggregating the signals that entrepreneurs receive through the variations of 
demand and changes in interest rates into partial and reinforced signals offers 
the chance to explain why investment becomes so intensely biased during credit 
expansions. At the same time, combining this division with the analysis of savings 
as a set composed of cash-build savings and loanable funds it is possible to add a 
new dimension to the analysis of credit contraction processes. 

Through a deeper study of the definitions economists use on a daily basis when 
designing or drafting economic policies, it might be possible to achieve a bet-
ter understanding of the deviations between means, goals, and economic policy 
instead of claiming against unexpected consequences. The denaturalisation of 
savings witnessed in the evolution of modern economics is one of those conse-
quences; and maybe one of the reasons for the continuous challenges developed 
economies suffer in the design of their monetary policy and financial regulations

Although the study of these two subsets is still only a first approximation, it might 
enable future studies into the institutional aspects and the effects of intervention of 
the market process’ dynamics.

REFERENCES
1.	 Ando, A., & Modigliani, F. (1963). The “life cycle” hypothesis of saving: 

Aggregate implications and tests. The American Economic Review, 53(1), 
55-84.

2.	 Bagus, P., & Howden. D. (2010). The term structure of savings, the yield 
curve, and maturity mismatching. Quarterly Journal of Austrian Econom-
ics 13(3), 64-85.

3.	 Bagus, P. (2016). A comparison of direct investment of savings and cash 
building of savings: A response to Alexandru Pătruți. Quarterly Journal of 
Austrian Economics, 19(4), 359-375.

4.	 Cohen, J. A., & Harcourt, G. C. (2003). Whatever happened to the Cam-
bridge capital theory controversies? Journal of Economic Perspectives, 
17(1), 199-214.

5.	 Cohen, J. A. (2003). The hayek/knight capital controversy: The irrele-
vance of roundaboutness, or purging processes in time? History of Politi-
cal Economy, 35(3), 469-490.

6.	 Cohen, A. J. (2008). The mythology of capital or of static equilibrium? 
The Böhm-Bawerk/Clark controversy. Journal of the History of Economic 
Thought, 30(2), 151-171.

7.	 Friedman, M. (1959). The demand for money: Some theoretical and 
empirical results. Journal of Political Economy, 67(4), 327-351.



60	 Cuadernos de Economía, 42(88), número especial, 2023

8.	 Friedman, M. (1989). Quantity theory of money (pp. 1-40). Palgrave Mac-
millan.

9.	 Garrison, R. W. (2001). Time and money. The macroeconomics of capital 
structure. Routledge.

10.	 Hayek, F. A. (1931/1967). Prices and production. Augustus M. Kelly, 
Publishers.

11.	 Hayek, F. A. (1937). Investment that raises the demand for capital. The 
Review of Economic Statistics, 174-177.

12.	 Huerta de Soto, J. (1998/2006). Money, bank credit, and economic cycles. 
Ludwig von Mises Institute.

13.	 Keynes, J. M. (1936/2016). General theory of employment, interest and 
money. Atlantic Publishers & Dist.

14.	 Modigliani, F. (1944). Liquidity preference and the theory of interest and 
money. Econometrica, Journal of the Econometric Society, 45-88.

15.	 Modigliani, F., & Brumberg, R. (1954). Utility analysis and the consump-
tion function: An interpretation of cross-section data.  Franco Modigli-
ani, 1, 388-436.

16.	 Pătruți, A. (2016). An analysis on the relationship between hoarding, 
investment, and economic growth.  Quarterly Journal of Austrian Eco-
nomics, 19(3), 248-266.

17.	 Pătruți, A. (2017). A Comparison of Investment and Cash Building of 
Savings: A Rejoinder. Quarterly Journal of Austrian Economics, 19(4), 
248-266.

18.	 Robinson, J. (1953). The production function and the theory of capi-
tal. The Review of Economic Studies, 21(2), 81-106.

19.	 Rothbard, M. N. (1962/2001). Man, economy, and state: A treatise on 
economic principles. Van Nostrand.

20.	 Solow, R. M. (1956). A contribution to the theory of economic growth. The 
Quarterly Journal of Economics, 70(1), 65-94.



Facultad de Ciencias Económicas
Escuela de Economía
Sede Bogotá

UNIVERSIDAD NACIONAL DE COLOMBIA

Rectora
Dolly Montoya Castaño

Vicerrector Sede Bogotá
Jaime Franky Rodríguez

FACULTAD DE CIENCIAS ECONÓMICAS

Decana
Juanita Villaveces

ESCUELA DE ECONOMÍA

Directora 
Nancy Milena Hoyos Gómez

CENTRO DE INVESTIGACIONES PARA EL DESARROLLO 
- CID

Karoll Gómez

DOCTORADO Y MAESTRÍA EN CIENCIAS ECONÓMICAS  
Y PROGRAMA CURRICULAR DE ECONOMÍA

Coordinadora 
Olga Lucía Manrique

CUADERNOS DE ECONOMÍA

EDITOR
Gonzalo Cómbita

Universidad Nacional de Colombia

EDITORES INVITADOS
Yeva Nersisyan

Franklin and Marshall College

Hernando Matallana Laverde
Universidad Nacional de Colombia

CONSEJO EDITORIAL

Juan Carlos Córdoba
Iowa State University

Liliana Chicaíza
Universidad Nacional de Colombia

Paula Herrera Idárraga
Pontificia Universidad Javeriana

Juan Miguel Gallego 
Universidad del Rosario

Mario García
Universidad Nacional de Colombia

Iván Hernández
Universidad de Ibagué

Iván Montoya
Universidad Nacional de Colombia, Medellín

Juan Carlos Moreno Brid 
Universidad Nacional Autónoma de México

 Manuel Muñoz
Universidad Nacional de Colombia

Ömer Özak 
Southern Methodist University

Marla Ripoll
Universidad de Pittsburgh

Juanita Villaveces
Universidad Nacional de Colombia

8888

88

2023
ASESORES EXTERNOS

COMITÉ CIENTÍFICO

Ernesto Cárdenas
Pontificia Universidad Javeriana-Cali

José Félix Cataño
Universidad de los Andes

Philippe De Lombaerde
NEOMA Business School y UNU-CRIS 

Edith Klimovsky
Universidad Autónoma Metropolitana de México

José Manuel Menudo
Universidad Pablo de Olavide

Gabriel Misas
Universidad Nacional de Colombia

Mauricio Pérez Salazar
Universidad Externado de Colombia

Fábio Waltenberg
Universidade Federal Fluminense de Rio de Janeiro

EQUIPO EDITORIAL

Daniela Cárdenas
Karen Tatiana Rodríguez

Andrés Díaz
Estudiante auxiliar 

Proceditor Ltda.
Corrección de estilo, traducción, armada electrónica,  

finalización de arte, impresión y acabados 
Tel. 757 9200, Bogotá D. C. 

Gabriela Bautista Rodríguez
Fotografía de la cubierta

Indexación, resúmenes o referencias en

SCOPUS
Thomson Reuters Web of Science

(antiguo ISI)-SciELO Citation Index
ESCI (Emerging Sources Citation Index) - Clarivate Analytics 

EBSCO
Publindex - Categoría B - Colciencias

SciELO Social Sciences - Brasil
RePEc - Research Papers in Economics

SSRN - Social Sciences Research Network
EconLit - Journal of Economic Literature

IBSS - International Bibliography of the Social Sciences
PAIS International - CSA Public Affairs Information Service

CLASE - Citas Latinoamericanas en Ciencias Sociales y Humanidades
Latindex - Sistema regional de información en línea

HLAS - Handbook of Latin American Studies
DOAJ - Directory of Open Access Journals

CAPES - Portal Brasilero de Información Científica
CIBERA - Biblioteca Virtual Iberoamericana España / Portugal

DIALNET - Hemeroteca Virtual
Ulrich’s Directory

DOTEC - Documentos Técnicos en Economía - Colombia
LatAm-Studies  - Estudios Latinoamericanos

Redalyc 

Universidad Nacional de Colombia
Carrera 30 No. 45-03, Edificio 310, primer piso

Correo electrónico: revcuaeco_bog@unal.edu.co
Página web: www.ceconomia.unal.edu.co

Teléfono: (571)3165000 ext. 12308, AA. 055051, Bogotá D. C., Colombia

Cuadernos de Economía Vol. 42 No. 88 - 2023
El material de esta revista puede ser reproducido citando la fuente. 
El contenido de los artículos es responsabilidad de sus autores y no 
compromete de ninguna manera a la Escuela de Economía, ni a la 
Facultad de Ciencias Económicas, ni a la Universidad Nacional de 

Colombia.

PAPERS

Isadora Bonitz Silva Gomes and Norberto Montani Martins
MMT, monetary sovereignty and fiscal policy space in Brazil (1999-2019)	 1

Marcelo Bruchanski and Andrea Molinari
Regional payment agreements: An alternative to currency convertibility?	 23

Ignacio Martínez Fernández, Miguel Ángel Alonso Neira and Luis Palma Martos
Disaggregated savings. Some implications for a capital-based  
macroeconomic framework	 43

Hernando Matallana
World money, China and the US and global mercantilism.  
A monetary-Keynesian interpretation	 61

Martín Esteban Seoane Salazar and Herlan André Argandoña Zubieta
The limits of monetary approaches to the theory of value	 81

Federico Gutiérrez Naranjo
Public debt in Colombia: A post-Keynesian and institutionalist analysis	 99


	a_Cubierta_1_RCE_88
	b_Solapas_RCE_88
	c_Legal
	03_a77-22_Savings
	e_Cubierta_4_RCE_88

