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Abstract
There has been secular decline in real interest rate over the 
past three decades, which makes it increasingly difficult to 
reach an equilibrium between the supply of savings and 
demand from the investment side. By now, a capital market 
equilibrium is likely to require a negative real interest rate, 
which is hard to achieve due to the zero lower bound and 
the low rate of inflation. There are three potential causes of 
this excess supply of loanable funds: (i) demography and 
ageing, (ii) the IT revolution leading to large profits for firms 
with relatively low investment demand, and (iii) risk aversion, 
combined with a fall in the supply of save assets.  Monetary 
authorities have responded by lowering policy rates too the 
zero lower bound and by QE. A frequent objection to this 
policy is that it increases the risk of bubbles. We argue that 
bubbles are inevitable when there is an excess supply of 
savings. In fact, bubbles contribute to efficiency by allowing a 
shift of expenditure from investment to consumption. There 
are two alternatives. Either, policy makers increase fiscal 
spending and sovereign debt. Or, the economy is pushed 
into a deep recession.
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