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Chapter—1

INTRODUCTION




1.1 Introduct%on
The term 'saving’ means "ancome not spent.” At the
end of any periaed, saving is equal te income in that periad

minus consumption.

Considerang the role of savings i1n overall economic
activity, it is not surprising te find the importance
accorded to 1t 1in economic analysis. Bt saving has  been
treated as a purely passive concept (Kumar. 1992). Initial
theoretical foundations of savings are based on theoraes of
consumption which is basically keeping up with the passive
role assigned to savangs. The study of forms which savings
can take and itse determinants is of relataively recent

origin.

Savings can occur ain the public sector when the
revenue exceeds final consumption by government plus
transfer payments and subsidies and in the corporate sector
where profits are not distributed, i.e self-financing. and
in the househeold sector, thougl, typaically the public sector
is net borrower while the households and corporate sectors

are lenders.

The emparical worlk on saving has proceeded 1n  many
darections which includes determinante of savings at the

aggregate level (Deaton, 19°92) or, the studies pertaining to



determinants of various forms of zavang. For the latter
case, there havé been several attempts, notably by Boskin
(19278) ., Blinder and Denton (1985), Fry (1988), BGiovannini
(1987, 1905), Gupta (1987) and others to 1nvestigate the
relationship between =avings (total as well as various
forms) with the rate of anterest. The findangs of these
researchers can be classified broadly into twe categories
those studies which look for a darect effect of ainterest
rates on the savaings., and those. which for a relation
between the rate of growth of consumption and the interest
rate. In both the cases, association between interest
rate(s) and yvarrious  forms  of  sAaving appears ta be
inconclusive as  zomp studies  have reported positive

association while other have found no such evidence.

There have been several studies pertainaing to the
savings behaviour in India alzo which could be classafied
into seversl groups (Choudhury, 1990), coverang (i) the
methodological i1ssues, {11) the trends 1n the savings
behaviaur \as well as trends of savings at  the sectoral
level, and (111} the potentials for houcehold savings in
qula: While all these stndies emphasise the role ef savings
in economic growth, 'he fanding of these studies is often
contradictory or. somelimes explanation put forward may be

valad for specafic time period. As time goes by, one needs

to ook at these findings in the light of fresh data. The

[N]



cbiectave of this stud, 1s to carry out an analysis of
savings in Indiﬁ in order to remove some of the confusions
regarding saVLnge.trend 1y Indxa.
1.2 Objective and Scope of Study

As apparent, from the short review reported above,
the 1ssue of the asscciation between 1nterest rate and
savangs with other variables seeme Lo be far from c=settled.
We intend to investigale this roesune wath Indian data.

The main objectives of our study in detail are:

1. to study the trends of savaing bebhavicur.

2. to look at the sectoral compeosition of savaings.

J. te didentaify the determinantzs of savings specai-

fically that of =avaings in financial assets.
4. to study the inter-relationship between savings

and factore influencring the same.

The study is based on secondary data collected from
various aissues of National Accounts Statistics, Economic
Survey, Report on Currency and Finance., Reserve Banh of
Indaa Bulletin, and Economic and Folitical Weebly, and
covers the period 1930-51 to 1991-92. However. study of
determinants 1is lamited to savangs 31n Financial Assets

during 1980-81 to 19%1-92,

2]



1.3 Chapter Plan of the Study

The studx has been organised into six chapters:

In Chapt?r I. we have formulated the problem and
reported the objectives and scope of study including the
period covered.. This is followed by a review of existing
literature in the relevant area in Chapter 11 which forms
the basis of our investigation in Chapter IV and V.
Specifically, we hevse studied and reported the existing
literathres pertaining to various forms of savings as well
as its determinants, the major theoretical aspects related

to savings and the scope for further study on the

determinants of savings in this chapter.

The methodeological aspects of the study has been
reported in Chapter 111. This chapter reports the data
sources and outlines the methoeds used in our study for the
purpose of refinement of data. This is followed by the
statistical and econometric technigues used for data

analysis.

In Chapter IV, we have analysed the saving behaviour
with Indian data for understanding the actual phenomencon of
saving growth since 1950-51. Here, we have looked into the
time evolution of savings during last four decades as well
as the changing structure of savings among its various
components. The determinants of savings has been analysed in

Chapter V. Here, we have reported the factors which have



affected the growth of ssav.ings in Financial Assets by

Household Sector .Savlnu whiich is followed by a specification

of the model to study the effects of various variables.
.

Lastly main findings of the study are reported in Chapter

VI.



Chapter-2

REVIEW OF EXISTING LITERATURE




2.1 ’ Intr?duction

As pointed ocut in the last chapter, the main
objective of this study is to leook into the long term trend
of savings in India and to identify its determinants in
recent times. UWe have.alea peinted cut that though savings
élays very important role in production  process of the
economy but it has, generally, been assigned passive role.
There have been several studies covering almost all aspect

of savings, its trend not only with the Indian data but all

over.

The main objective of this chapter is to provide a
broad based review of euwisting literature on savings. This
will provide a background for analysing the trend and
compositién af savings in India in Chapter—-4 and identifying
its determinants in Chapter—-5 of the study. The rest of the
chapter is organised as follows. Section 2.2 outlines major
theoretical aspects related to saving. This is followed by
studies which attempt to delineate the factors affecting
savings in section 2.3. In section 2.4 we review the
empirical studies on savings with Indian data. Finally, we
provide the scope for future study on the determinante of

savings in section 2.5.



2.2 Theory of Savings

The term "saving" means "income not spent". At the
end of any period, saving is equal to income in that period
minus copsumption. In Economics, saving has been treated as
a purely passive concept (Kumar. 1992). 3Savaing can occur in
the public sector when tax revenues exceed final consumption
by government plus transfer payments and subsidies and in
the corporate sector where profits are not distributed,

i.e.. self-financing. and in the household sector.

The theory of savings proceeds mainly 1n two
directions which is consistent with the passive role
assigned to it. In this section we present a brief review
which provides valuable inegight for studies of trends and

growth of savings.

2.2.1., Savipas in National Income Accpuntipg and Macro
Models :
2.2.1.1. Savinpags in___National Income and Froduct

Accounts:

The product and income sides are two different
measures of the same continucus flow of currently produced
goods and services 1in  the economy. The product side
measures expenditures on output. These expenditures then
become payments compensating the factors that produced the
output, These féctor incomes then are disposed of in
consumer espenditure, tax payments, saving, and transfer

payments to foreigners. We can view gross national product



(GNP) in three different ways — all measuring identically

the same flow. The farst 1s GNP measured by expenditure on

final product; “the second is GNF measured by the

type of

income generated ain production: the third is GNP measured by

the way this income is used or disposed of. The
third of these measurements give us the *bacic GNP
that 1is fundamental te the study of Economi

aggregate or "macro" level (Branson, 1979) :

C+ 1 +G6G + (X~M) «~ 3P = C + 8 + T + Rf oo

The left hand side of this identity measur
expenditures on final product. Here € |is
expenditure, I is business ewpenditure on plant,
inventories and residential construction. all
into gross private domestic investment; G is total
state and local) government purchases of goods and

(X-M) is npet e)xports.

The right-hand side of equation (2.1) mea
by the way income earned in production is disposed

Cy again, 1is consumer esxpenditure; S is total

first and
identity

cs on an

. (2.1)

es GNP by
consumers
equipment,
aggregated
(federal,

services

sures GNP
of. Here

saving by

consumers and by businesses in the form of depreciation

allowances and retained earnings; T is net tax
(total tax receipts less transfer. 1interest an
payments by all levels of government):; Rf is

payments to foreigners by private citizens., for ex

payments
d subsidy
transfer

ample, in

e



private pensicn plans or donations to international relief

effaorts.

If we subtract C from both sides of (1), we obtain

saving—investment identity,

I + 6+ (¥X-M) =6 + T + Rf Penae (2.2)

The sum on the left hand side reprecsents total
output not going to consumer expenditure, and the right hand
sum gives total income of consumers that is not spent. If
we loosely identify non-consumed output as investment of one
kind or another and income not going to consuner expenditure
as saving, then this equation can be interpreted as an

investment = saving wdentity,

In a closed economy, or one in which net exports and
private transfer payments to foreigners are small, the (X-M)
and Rf terms can be dropped from the above equation for
analytical purpose. It we do this, the move government

purchases G over to the right hand side, we obtain
I =8 + (T-G) ceenas (2.3)

as another version of saving-investment identity. This says
that private investment I must be equal to the sum or
private saving S plus net governmental saving T-G. The
latter is the total federal, state and local government

surplus. Output going to business investment plus



residential construction must be egual to the sum of private
saving—after tax income not spent - plus the net surplus of

government.

Stating in a slightly different way, starting with

the basic identity,
C+ 1 +6=Y=0C+8+T wue.. (2.4)

Subtracting the real consumption component from each

side of equation (4) gives us

Y -C=1+Gand¥Y -~-C =8+ ¢t e e (2.5)

So that I + 6 =5 + T renes  (2.6)
is Jjust anéther way to express the basic real identity
(2.1). Equation (2.46) e»xpresses the saving—-investment
balance implicit in the basic GNP identity. On the product
side,. I+6 is the anmmint of real output that deoes not go to
consumer edxpenditure, while on the income side, S+T is the
amount of consumer income that is not_spent. These two sums
are the same by definition in the accounts. The use of
resources in the private sector to produce output not for

sale to censumers - I+6 - must equal the amount of income

that consumers do not send - S+T.

Ry moving the 6 term to the right hand side of
equation (2.6) we obtain another expression for the saving
investment balance,

I =5+ (T-G) e (2.7)

10



Here., I is total praivate investment (gross or net,
depending on the definitien of Y). S 1s total private saving
and (T-B) is the *government surplus, whaich may be thought of
as net government saving. The sum of private saving and the
government surplus must, by definition, equal private
investment in the national income accounts.

2.2.1.2. Role of Savings in Theory of Economic Growth

In the thecory of economic growth savings has been
treated as an important factor of growth. This could be
traced in the  writings of Harrod and Domar., the nec-
classical growth models, and many subsequent models of

economic growth.

Harvrod (1939) assumed savings as a simple
praoportional function of national income (Sen, 1970)
8 = g¥Y ce s nn (2.8)

where s = the aveirage and marginal propensity to save.

Given the proportional savings function and the

accelerator relation, the Harrod’'s model can be written as,

[+
Y = v (2.9)
=3 Y/Y = s/ (2.10)

Where, V = capital output rataio

Q
Y rate of change of national income

o
Y/Y = vrate of growth of national inctme

11



Harrod's meodel says that %/Y must equal the ratio
of propensity to save, s, to the capital output ratin, V.,
its equilibriun? between aggregate saving and aggregate

investment is to be maintained as time goes on.
Again, Domar (1946) presented the same result as

Harrod (1939) by his model of growth,

/1 = oo e (2.11)

the flow of investment

where, I

i = the rate of change of 1

the potential social average investment
productivity

=
it

1= = the constant aver age and marginal

propensity to save.

Domar ‘s mcdel demonstrates that, as both s and o are
assumed to be constant, the rate of growth of investment
that will maintain actual aincome equal to the maximum
potential level of income is a constant proportional rate of

ST

Thus., Harrod-Domar classical model of economic
growth considers saving az the fraction of income denoted to

save and that economic growth depends upon savings only.

But the nec-classicalists do not consider the
classical argument.. According to them an the full

employment level saving is automatically invested, i.e.



ceeona (2.12)

in
]
bt

One of their three propositions szays that saving is
[ ]
a simple proportional function of the rate of national

income or national preoduct, Y(t).
S =5 Y(t) aneen (2.13)

The neo—classicalists arrived at the conclusion that
the long-run growth rate is not a function of the fraction
of income that is saved (i.e. savings) which is in conflict
with Harrod—DDmar model. According te them, the long run
growth is not possible due to the presence aof diminishing

returns to capital.

2. Savings Function

Although savings has been considered separately in
classical writings but explicit saving functions are
relatively recent which can be found in the works of
Duesenburyy (1949),—Ka1d0r (1985-56, 1961) and Modigliani
(1964). The classical saving function males the saving

ratio 8 a function of the profit rate P.

S = S(I");: S >Qa  ..... (2.14)

It assumes that the substitution effect of a lower
return  on saving outweights the income effect which would
tend to increase saving to maintain a given future

consumption stream.



Nicholas Kaldor’'s saving function makes the saving
-~atic a function of profit rate F and capital-output ratio

V. This could be written as
S =8W + 8 F s aaeea (2.15)

Here, wage income W plus profit income F  add to
cutput Q. Kaldor assumes that the saving ratio out of profit
Sp is greater than that of wages S, and it lies between 1

and 0. That is,
1 >8_ >80 veaas (2.16)

Ando—-Modigliani suggested consumption function which

could be converted to a saving function

C=aW + ak; 1> ag > ag > 0 e (2.17)
Assuming S + C = Q c e (2.18)
Ss=0-~-°C
= @ - aW + ayK ceena (2.19)

Here, consumption depend on labor income W and

censumer net worth K. in the ceonsumption function.

2.3 Inflation, Saving and Growth

The growth rate of labour force (1) plus the growth
rate of labour productivity (t) gives the natural rate of

growth (Gn). Hence (Branson, 1979; Thirlwall, 1974),

14



Gn = 1 + t cerens . (2.20)

This i1is the upper limit to growth in the long run in any
o .
economy and depends upon the quantity of investible
resources it has at its disposal and on how it deploys those
resources. If at an acceptable rate of profit, it takes K
extra units of capital to produce an additional unit of
output and that the ratio of the increment of capital to

national output is ? per cent, the rate of graowth permitted

by these conditions is given by the division of the two

ratios
8Y &K &K %
= / = = 3% “ s e (2.21)
Y Y 8Y 3
where
{Y
—_ = growth rate of output
Y
&K
—_— = I/Y = investment ratio
Y
&K
—— = I/8Y = incremental capital-output ratio.
&Y

The natural rate of growth may lie substantially
above this rate and it cannot be achieved unless the ratio
of investible resourc:'s to output rises or capital required
per unit of additional output falls. There will also be a

. @ap between the growth of the labour force and the growth of




employment opportunities. Given the capital-output ratio,
the capital-labour ratio must rise at the same rate as the
productivity of labour, which means that the growth of
employment will Le uniquely determined by the difference
between the rate of growth of capital and the rate of growth

of productivity. The formulation of the employment problem

gives an alternative expression for the actual growth rate

of
&Y
—_— =g + t ceeann (2.22)
Y
Where e is the rate of growth of employment
t is the rate of growth of labour productivity.
If the npatural rate of growth 1lies above the
attainable rate of growth, there must be profitable

investment opportunities for saving in excess of the saving
currently being undertaken. Otherwise, 1t will give rise to
excess demand. Flanned investment will exceed planned
saving causing aggregate demand to exceed aggrggate supply.
The inflation induced in these circumstances may produce
tendencies towards equilibrium through favourable effects of
inflation on saving, but the time it takes for the saving
ratio to rise to permit growth at the natural rate may be

extremely long.

In the developing countries, growth rate et by the

propensity to save, 1.e., warranted rate of growth, sets a

.

16



limit to the actual real growth rate that can be achieved at
any point of time. If capital is fully utilized because it
is scarce there ss little or no scope for reducing capital
requirements per unit of output which, given the saving
ratic, is the énly way in which the actual growth rate cmuld
ericeed the warvranted rgte determined by plans to save. of
course, if inflation makes ex post (actual) saving greater
than ex ante (planned) saving, the actual growth rate can
exceed the warranted rate in a definitional sense, but real

saving remains the effective constraint on growth.

If the saving ratio can be raised by inflationary
means in an economy where warranted and actual growth rates
lie below the natural rate, the attainable growth rate may
be raised not only in the short run but also in the long run
if the saving ratio is positively related to the growth rate
and to the lavel of per capita income, both of which, will

rise in the initial stages of monetary expansion.

Frovided that the capital-output ratio 1is fairly
uniform a&ross countries, a positive relation between the
saving/investment ratio and the rate of growth of output and
per capita income may be expected. This relation is
slightly stronger when the growth of income is related to
the investment ratio, but a really strong significant
relation only emerges when the growth of per capita income

is related to the investment ratio.

17



Monetary expansion can force saving by
redistributing income to profit earners and the government;
it can be used to alter favourably the structure of capital
to vield more output per unit of capital invested, and
through an expansion of monetary assets it can encourage the
process of voluntary saving. The inter-dependence between
gromth, saving and per capita income gives rise to the
possibility of cumulative expansion initiated by
inflationary finance. While growth depends on savings,
there are equally good reasons for expecting the saving
ratioc to be dependent on the growth rate and per capita
income. The interdependence between growth, saving and per-
capita income together form a virtuous circle. The
dependence between these three variables forms the heart of
a model of cumulative develcpmént and sustained expansion of

living standards. The key variable is saving generated by

investment.

2.2.4 Baving in Open Economy

There are two ways in which plans to invest
exceeding plans to save can result in a greater volume of
total saving and investment in an open economy. One 1is
forced saving brought about by inflation; the other is by
running an import surplus. The relationship between
domestic saving and investment and the foreign balance |1is

seen from the national income identity (Jones, 1975) 1
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Y=C+ I+ X-HM cereona (2.23)
where Y = income; C = consumption; I = investment;
X = exports; M = imports.

Subtracting C and I from both sides of the equation

(2.23) gives

Y ~-C—-1=X-+-M (2.24)
or I -8=M-X (2.25)

where § = Y - C = domestic saving.
Equation (2.25) says that in accounting terms, an excess of
imports over exports is equivalent +to an excess of

investment over domestic saving.

Devaluation of currency bhelps in controlling balance
of payments, It can improve the balance of payments only if
it increases domestic output more than it increases domestic
expenditure; 4di.e. if 1t increases domestic saving. In
equation (2.25), if 8 is raised, as a result of devaluation,
the paym;nts will improve. Saving can only raise 1f

devaluation e)pands output and/or discourages consumption or

if it alters the income distribution to favour saving.

In developing countries, saving is strongly
dependent on export earnings. Capital imports to finance
balance of payments deficits act as a supplement to domestic

saving. This is demonstrated using the growth formula
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. = e cevavans (2.26)
Y &Y Y
where, ¢
&Y
= growth rate
Y
I/8Y = the incremental capital ocutput ratio
17y = investment ratio.
Since from equation (2.25%), I = 8 + M - X, we have
&Y I S M- X
—— . —_— + —_ . (2.27)
Y 1 Y Y

I/8Y = the incremental capital output ratio.

Assuming 1/8Y and S/Y remain unchanged, an import
surplus raises the growth rate. If all capital imports are
saved and invested tﬁe growth rate will rise by the full
amount of the import surplus times the productivity of
capital. The import surplus may even raise the domestic
savings ratio if the marginal propensity to save is greater
than the average propensity to save. It is sometimes argued
that import surpluses financed by foreign capital inflows
increase the capital output ratio and discourage domestic
saving. There are several comments on the appareqt inverse
relation between foreign capital inflows and domestic

savings.



2.%. Empirical Works on Savings

The empirical works on savings has proceeded in many
directions which. i -'udees determinants of savings at the
aggregate level (Deaton, 1989) or, the studies pertaining to
determinants of various forms of savings. For the later
caze, there have been ceveral attempts, for example, Boskin
(1978), BRlinder and Deaton (1985%), Fry (1988), Giovannini
(1983,8383), Gupta (1987) and others. They have tried to
investigate the relaticnship between savings (total as well
as varipus forms) with the rate of interest. The findings

of these researchers can be classified broadly into two

categories (Deaton, 1989):

a) Those studies look for a direct effect of
interest rates on the savings, and those that look for é
relation between the rate of growth of consumption and the
interest rate. In both the cases, association between
interest rate(s) and various forms of saving appears to be
inconclusive as some studies have reqorted positive
association while others have found no such evidence, As
apparent, the issue of the asscciation between interest rate
and savings seems to be far from settled as there appear to

be conflicting evidence.

2.4, Studies on Savings in India
Considering the importance attached to saving in

economic activity, we have examined various theories and



conjectures about savings in the preceding section. In this
section we shall critically review the studies on savings
carried out in the Indian economy. These studies may be
divided into several groups. covering methodological issues,
overall trends in the =avings behaviour as well as trends in

savings at the sectoral Jevel.

2.4.1. Studies on Methodnlogy

The Central Statistical Drganisaticen (£S0) has been
releasing the official estimates of naticnal income and
rglat&d aggregates including those of saving in its annual
publication National Accounts Statistics (NAS). On the
other bhand, the Reserve Bank of India (RRI) also publishes
the estimates of savings in its Repert on Currency and
Finance. For this purpose the REI ttilises the
information/estimates as available in the NAS and 1ts own
estimates of household financial saviné and saving of
private corporate sector, The difference between the. above
two sets of estimates of domestic saving haslbeen a subject
of discussion at a number of forums. The Working Group on
Saving set up by the Department of Statistics, under the
Chairmanship of Prof. K.N. Raj in 1987, while undertaking a
critical review pof the estimates of capital fJormation and
saving, also locked into the differences in the two sets of
estimates of saving mentioned above. Following the

recommendation of the Working Group, the CSO and RBI had a

8]
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series of discussions and have agreed on a uniform
&ethodmlogy and data base and areas of responsibilities so
as to avoid duplication of worhk in future. The arrangement
came into effect in late 1987. Thus, with the introduction
of New series of National Accounts with 1980-81 as base year
in February 19838, the only difference between the two sets
of figures of dom-:lic saving prepared by RBI and CS80O

commencing from 1980-81 would be due to the time of

preparation of estimates and their release.

Thus, the methodeology that derived follows that
saving represents the excess of current income over current
expenditure and is the balancing item on the income and
outlay accounts of producing enterprises and households,
government administration and other final consumers. For
preparing the estimates of gross domestic saving, the
economy has been divided into three broad institutional
sector; (i) public sector, (ii) private corporate sector and

(iii) household sector.

Public sector covers government administration,

departmental enterprises and non-departmental enterprises.

The nen—-departmental enterprises comprise government
companies, statutory corporations and port trusts. Private
Corporate Sector comprises all non-—-government, non

financial/financial corporate enterprises and cooperative

t
institutions. The households sector comprises, apart from



individuals, all non—-government, non-corporate enterprises
like sole proprietorship and partnership owned and/or
controlled by individuals and non—-profit institutions which

furnish educational, health, cultural, recreational and

other social and community service to households.

In this regard Datia Roy Choudhury and Bagchi (1970)
argues that the paper from CS0 gives the factual details of
the method of estimation with particular reference to the
new series but makes no critical evaluation of the

methodology.

Vaidyanathan (1990) makes a critical evaluation but
primarily of household savings in physical assets and that
too with reference to the methodology adopted in the early

seventies.

These approaches have been revised substantially
since then, particularly in the context of availability of

new data both from the NSS (e.g. AIDIS) and otherwise.

In the context of the HNew Series of 8Savings,
Chaharvarty (19%90) particularly gquestioned the estimation of
consumption of fi»ed capital. According to him, because of
the substantial revision of the levels of consumption of
fixed capital. even in the base year the difference being
large, gross sgvings have to be written off by as much as

nearly G0 per cent in order to arrive at the estimates of



net savings. However, he felt that, though the Cs0
publications do mention that the life table of the various
types of physical assets have been taken into account for
measuring depreéiation. it is not clear whether this has
heen done with the care that is needed, Although it 1is
guite plausible that the estimate of depreciation in the old
series might have been an underestimate. the basis on which
the new estimates have been prepared need to be thoroughly
examined, because in sectors like transport, communication,
electricity and gas, the results seem to suggest that in
those cases the capital stock might have been under
maintained lwhich aaght lead to & bunching of ainvestment
reguirements for veplacement purpose in the coming vyears for
which necessary resources might not be available and even if

the resources were forthcoming these investments will be

required merely to maintain the current rate of growth,

Ghosh (1990), on the other hand, argues that in
spite of all the limitations, the estimates of savings at
current prices are perhaps more accurate than any of the
other | macro-economic aggregates. This conclusion, of
course, 1is directly based on the fact that with increasing
monetisation of the economy, the gross/net savings in
physical assets which is subject to unknown error because of
the absence of cross—checks. is now relatively small
proportion of total savings. Even if not on other grounds,

one would be tempted to support the views expreséed by Ghosh

N
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on the mere fact that the savings ecstimates - the savings in
financial assets, to he exact - have a sufficiently
extensive and curprent data base whichxis not equally true of
the estimates of capital formation as they are often based
on proportionalities, etc. at different stages which are not

equally supported by evidences and data sources.

2.4.2. Studies on Overall Trends

There are a number of studies which have looked into
the long term trend of savings in India. The study by KRao
(1983) is based on data compiled by CSO on total net savings
at current prices and their proportions to the NDP for the
period 1951 to 1979-80. He found that while there has been
a steady rise in the savings as a percentage of the NDP,
from 6£.82 per cent in 1950-31 to 19.5%4 per cent in'in 1979-
80. PBRut there have been considerable fluctuations in its
annual growth, These fluctuations show no correspondence to
the annual growth of NDP. Again, he took  the figures of
savings and the NDF over five-year periods and the average
share of savings in the NDP in these periods, he found a
steady increase in the growth rate over the six five-year
periaods. It confirms the existence of a secular trend in
the growth of the savings rate during the period . under
review; but the rate of increase  is much higher in the last
gquinguential pericod as compared to the earlier ones. This

sharp 1increase in the second half of the seventies, Rao



(1983} points out, 1s due to the increasirnrg quantum of
remi ttance  from Indian nationalas abroad, and foodgrain

procurement and stoct uv.g on a large scale by the government.

Rao (1983) has also analysed the components of net
savings by disayggregating it into three sectors. He argues
that during the period 1950--%31 to 1979-80 savings in  HHS
sector accounted for about 76.26 per cent. Thais, he says,
may stabilise some where around 73 per cent of the total in
the long run., On the basis of «ll1 of these analyses,
5avings, Rao (1983) has drawn the following paradoxical
features of aggregate savings bebhaviour in India:

(1) The declining share of the primary sector
{mainly agriculture) in the NDP is because the marginal
propensity to save on the part of the agricultural sector is
lower than that of the secondary and tertiary sectors or the
non—agricultural sector.

(i1) An  increase in the inequality of income
distribution leads to an increase in the share of high
income groups with a larger marginal propensity to save than
the other income groups.

(1i1) N delliberate attempt on the part of the
government to increase savings in the public sector by
budgeting for revenue surpluses and profits from public

enterprises.



(iv) The creation of incentives for increasing
savings by increasing the return in the form of interest and
by tax concessions.

(v) .Qn increase in the share of urban areas in
the NDP because the propensity to save is higher in urban
areas as compared to rural areas=. This 1is 1linked with

factor 1 above.

i

{vi) The growth of the corporate sector.

(vii) The fluctuating character of the, annual
NDF may also result in some increase in the rate of saving.

(viii) Whether inflation, which has been a
feature of the Indian economy since the mid-sixties, has
also helped to raise the rate of saving is a moot point, as
it can have both positive and negative effects. On the
positive side, towards an increase in saving is the
inequality it promotes in income distribution in favour of
upper income groups whose propensity to save is higher as
also the motivation of the savers in general to keep up
their desivred or planned rate of savings in real terms. On
the negative side is the increase it brings about in the
money expenditure on consumption by savers and realisation
on their part of the erosion in the real value of savings
and fall in the real return received from a given rate of
interest.

It would perhapse be correct to conclude that each of

these factors contribute to an explanation of the rise in



the savings rate in India in spite of its continuing low per

capita income.,”

Krishnamurty and Sharma (1990) seels to examine the
implications of New National Accounte Series released 1in
February, 1988 for saving behaviour. The paper first
examines the correspondence between the old and new series,
surveys the literature on determinants of saving based on
old series and cross zoclion data, tests the stability of
estimated structural relationships for new and old series

and finally draws implications of the results.

Output, saving and investment series as reported in

National Accounts Statistics (NAS), (February, 1988) is

referred to as the new series, which differs from$ the old
series (NAS, January 1987). The differences seem to have
arisen from the use of latest information as well as certain
methodological changes in estimation. In brief, a major
difference is in estimating consumption of fixed capital.
Instead of using depreciation preovided in  the book of
accounts, now new estimates are based on the life of each
type of asset relying on the information brought out in
recent surveys. For public administration while no
depreciation is provided in the old series, it is now being
|

imputed on the basis of maintenance expenditure. The

corporate sector saving and investment estimates:' are now
based on updated information of paid-up capital. ﬂ
Yy



A method of examining the degree of concordance
between the new and old estimates is to use regression
analysis. This has been done for saving by institutional
sectors, saving rates and composition of saving. The
conclusions drawn by kKrishnamurty and Sharma (1790) are @

(i) Qutput, whichever way it is mea%ured, is
higher in the new series compared to the old but the
coefficient of wvariability is about the same. However,
average increments from vyear to year between these two
series differ significantly as revealed by testing the
hypothesis whether the marginal coefficients are
significantly different from unity. The intercept terms are
not significantly different from zero. Further, the growth
rates between the (we series. on the average, do not
significantly differ from each other.

(ii) A " comparison of average gross and net
saving reveals a mixed picture. Except for gross corporate
saving which shows significant discordance in movements in
levels as well as growth rates, total grosé saving and its
other constituents do not.

(iii) Met saving, however, shows divergence
enly 1in terms of intercept being different from zero for
public and corporate saving. However, growth rates do not
differ significantly.

(iv) Capital consumption estimates, as can be

expected, show divergence esxcept for corporate sector.
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(v) Gross and net saving rates have a similar
pattern edcept in the case of public saving and the growth
of corporate saving rate.

{vi) Composition, of gross saving by sectors
does not show any differential bebavioural patterns except
the growth rate of share of ctorporate saving.

{vii) Composition of net saving shows a mixed
picture. Thie is pot unexpected due to differential
patterns observed with respect to capital consumption.

(viii) Composition of household financial saving
shows similar behaviour except in the case of shares and
debentures, and provident and pension funds. A conjecture
with regard to shares ¢nd debentuwres is the revision in
estimation of paid-up capirtal and consequent effects on the
household estimates which |is a residual category.
Notwithstanding the above, growth rates do not significantly

differ.

Next, krishnamurty and Sharma outlined the various
hypothesis tested in the literature on saving behaviour in
India based on their survey (1987). e.qg. the principal
hypothesis related to income, differential propensities to
consume/save between agricultural and non—agriculturatl
sectors and the role of intersectoral terms of trade,
interest rate, inflation, tarxation and banking

infrastructure.
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From their study we note that

(i) the empirical evidence tends to support
the normal income hypothesis and consequently lags in the
response of saving/consumption to income:

{(11) lower propencsity to save i agricultural
sector cgmpared to non—-agricultural sector.

(iidi) Narrowing of the propensity differential
between the two sectores in the post seventies as a result of
a sharper rise in the =aving propensity of the ag}icultural

sector fellowing the green revolutionsg:

(iv} Adverse impact of a rise in inte;—sectoral
i
terms of trade in favour of. agraiculture on the aggregate
saving rate, given cother factors;

(v} Regarding the role of rate of interest in
influencing saving behaviour they say "The evidence about
the strong supportive role of interest ratg in India has not
been very clear—cut. In the Indian context the nominal
rates of interest in ‘he orqganised markets have been
regulated by public authority and their variation has not
been larger over the years. However, what is of relevance
in the analysis of =zaving rates is not nominal rates of
interest, but real rate of interest, 1.e., interest rate
adjusted for actual or expected rate of ainflation."

(vi) AN unegquivecal answer to the question as

to whether inflation promotes saving or otherwise, is not

'



° .
available in India. It has been argued that inflation via

income redistribution and real balance effects could have a
positive effect on saving. Obversely, it has been contended
that inflation could also have a negative effect on saving
particularly 1in a country like India with low ceonsumption
levels where concsumers are likely to recist cuts in  real
consumption. Which of the two oppuesing consequences of
inflation could dominate in turn depends on a host of
interrelated factors such as e»xtent of inflation,
compesition of consumption (durables and non—durables) and
saving (physicgl and financial ascsets), expectations,
interest rates, etc.

(vii) Though the External Terms of Trade has
figured prominently in inter country analysis, it: has not
received much attention in the Indian context. However, the
study of Krishnaswamy, krishnamurty and Sharma (19287) does

not find any impact of external terms of trade on saving in

India.

(viii) There have been some studies on the role
of taxation in influencing household, corporate and
aggregate saving. The results generally are not robust.

However, they peocint to adverse effects of taxation on
household saving and weak positive effect on aggregate
saving. Much evidence cannot be placed on the current

_findings and more empirical work is called for.

-
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(i) There has been financial development in
India and in particular, strengthening of banking
infrastructure over the vyears. This 1is particularly
noticeable in the post-bank-nationalisation period,: i.e.,
1949 onwards. This has led to larger mobilisation of saving
and 1ipcrease in  the saving rate particularly of the

houwsehold sector in the seventies.

Ghosh (19%90) 1nvesztigated the problem nf stagnation
in rate of saving and attempted to 1dentify the factors
which possibly hHave led to this tend in the recent past.
According to him, the remittances for expartriate Indians
working abroad are not part of domestic savings though they
may be deemed to be national savings and thpreforg to that

i
I
extent measures of domestic saving should be independent of

!
remittances, Again, taking up the question of overall
savings, Ghosh argues that since in macro terms 1=8, the
deflator for investment becomes. in effect. the deflator for
savings. According to him an theory, there is no other
satisfactory way of deriving a deflator for domestic saving
though some argue that the deflator for gross domestic
expenditure may be a more meaningful deflator. This,

however, would not give the ex-post identity of I=S and

hence cannot be accepted.

Regarding the behaviour of saving at the sectoral

level Ghosh (1990) says that (i) There has lately been a

34
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steep decline in the rate of public saving, particularly so
in the eighties, (ii) Corporate sector saving has stagnated
at a low level all along and has declined compared to the
sinties and (1ii) household sector saving has shown an
increase over time and has remained to be the only sector of
significance contributing to the overall domestic saving of
the Indian economy. Another aspect highlighted by Ghosh
(1990) is that there are increasingly new types of
government expenditure under the Fural Development
Department of the Ministry of Agriculture which are really
of the nature of capital expenditure but may not be treated
as such 1in the national income accounts. To the extent
funds under the RLEGF/NREF/DFAF and similar programnees lead
to payhents for direct capital formation in the rural areas,
such expenditures from the Revenue Budget should be treated
as "saving" by government, spent for capital formation in
rural areas. According to Ghosh (1990), the derivation of
estimates of saving by households in the form of° fipancial
instruments of saving 1is subject to error because the
holding of currency as well as diverse financial instruments
by the public and the private corporate sector are only
roughly estimated, the balance of the incremental amount of
all such savings instruments being treated as household

savings.

Shetty (1990a) in his Faper makes a plea for

producing real saving series as a memorandum item in

!
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Mational Accounts. He argues that savings of the private
corporate sector, the public sector and of thg household
sector {(in physical assets only) =should be deflated by their
respective capital formation deflators. Considering the
relevance of life—-cycle hypothesis and the social security
component in financial'savings, the deflator relating to
household consumption expenditure may be applied to
household saving in the form of financixl assets. Howevetr,
this approach of Shetty (1990) will not lead to the ex post
identity of I=5 and, therefore, will leave an unexplained

gap. This gap is not the same as "terms of trade" effect

and. therefore, will have:to be resolved on its own.

Vaidyanathan (1990) assumes that the deflator for
measurement of saving in real terms would be same as for
investment to maintain the identity I=5 in real terms. He

raises a more fundamental issue regarding the real and

nominal savings trend. He stresses that the Raj ' Committee-

had argued that the real investment (and !by implication;
savings) has risen considerably more slowly than the nominal
rates because the price of capital goods has risen
relatively faster than that of consumer goods. If this |is
s0, then according to him, "the real returns to investment

in terms of consumer goods must have steadily fallen over

the last two decades. How is it that, despite this, the .

nominal saving rate rose so sharply? Has the shift in

Y-
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relative prices induced any significant change in choice of
techpique, capacity utilisation, etc. leading to more

efficient use of capital at least in the private sector?"”

Roy Choudhury (1990) uses deflated data of household
savings and personal disposable i1ncome to study the pattern
of household savings in India. The deflator to be used for
ocbtaining the series of savings at constant prices need not
be the same for the total and for the household sector. She
uses data on Household Savings available from 0Old and New
Series of NAS to draw conclusions regarding the household
savings behaviour since 1970-71 and changes therein. Then
proceeds to analyze the time series of household financial
and total savings by the uwuse of alternative savings
functions and draw conclusions regarding the household
savings behaviouwr in terms of average and marginal
propensities to save and income elasticity of saving both at
current and constant prices. This Faper is very much in
line with the study of krishnamurty and Sharma (1987) if one
ignores the fact that the former refers solely to household
savings while the latter to aggregate and sectoral savings.
Roy Choudhury (199Q) also tests the Keynesian current income
hypothesis, i.e., savings as a function of current income
using both current and constant prices savings. The result
do not indicate the possibility of rise i1n prices being an
important determinants of the levels of saving ﬁhough it

appears to have a moderate influence.
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Roy Choudhury and Bagehi (1990) enxamines critically
the revisions undertaken by C850 of the estimates of savings
in the public sector as a part of the New Series on National
Accounts and makes an assessment of the quality of the

ecstimates.

Virmani (1990) concludes that increasing public
sector saving may, in the long run, help in reversing the
process of saving from stagnation and resulting in a rising

trend in the rate of saving in the future.

Rao (1990) discussed the rate of saving of. the
private corporate sector and says that the rate of saving in
the private corporate sector has remained almost stagnant
and it might have even declined in the recent past as
compared to the sixties. Rama Rao (19%90) further, discussed
the method of estimation and whether the stagnation observed
iz not due to the particular method adopted for estimating
total corporate sect.r saving by using the blow-up factor
(paid up capital proportions) applied to REl survey data and

the nature of the sample.

Shetty (1990b) reviews the trends in domestic saving
rates in India during the 1980s and draws some important
lessons which have implications for raising the saving rate
in the medium term. According to him, the broad feature of

saving bebaviour in India are roughly, gross domestic saving
»
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as percentage of GDF at current marhket prices experienced a
rigsing trend until the lagter half of the 1970s and touched
a peak of 2T.2 per cent in 1978-79 instead of foreign inward
remittances, large foodgrains procurement, and currency
expansion. " The rate has consistentl? remained below ‘or
equivalent to the peak reached in the latter half of the
1970 =, From his study Shetty has drawn the following
conclusione @ First, despite substantial fiscal concessions
for the corporate sector, the sectors csaving rate has
stubbarnly remained feeble. Second, the 1980°s have been a
decade favouring rather c=ignificantly the urban saving
groups and yet the improvement in househeold saving rate has
beentmoderate. Third, even this moderate level of household
saving has been sustained because of substantial
subsidisation of household ccnsumptio% as well as bhousehold
saving. Fourth, such subsidisation 1is to an extent
responsible for the sizeable dissavings by the public
sector. Even the corporate sector confers many benefits on
its high income executives and employees such that they tend
to subsidise household consumption as well as saving.
E;iLQ, the fTiscal privileges on saving instruments seem to
have tended to produce sizeable perverse ‘wealth’ effects
which in turn seem to have contributed to the encéuragement
for conspicqus consumptien. Finally, in ;uch a milieu,

attempts by the public authorities to improve their saving

rate by reducing subsidisation of household incomes or
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saving to any significant extent may adversel? affect the
disposable income of the household sector and in  turn  the
household =zaving. Therefore, attempts have tc be directed
at the roo% af the problem which is to curb conspicuocus

consumption.

Recently Roy and Sen (1991) studied the saving
investment data in the wider context of recent industyial
growth and structural change and found some basis to say
that household savings may have been moving towards sectors
and assets that involve lower capital output ratios and
saving—investment behavicur of households may bear a close
relationship with changes in the capital and labour markets
especially in industry. In conclusion they say that
economic growth depends on the size of ipvestible resources
and tﬁe productivity of thece resources. In the 1970s,
India’'s=s savings rate was high by developing country
standards but that did not contribute to higher growth.
More recently, economic growth has accelerated without any
appreciable change in the savings rate. The explanation for
this must lie in returns to investment. It is likely that
more funds are now becoming available for sectérs and uses

that generate higher income per unit of capital.

In 1India, the households are the main savers, but
investments are made by household, government, and the

_private corporate sector. Household savings takes place in
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the form of financial assets like bank deposits and
securities, or as physical assets lale machinery in
agriculture and small industry. In this Paper, we found
that in the eighties., the share of corporate securities in
fimancial savings has 1ncreased. the share of machinery in
physical savinges has alec increacsed and the share of non-
residential construction in physical savaings has fallen.
The first tendency suggests that more resources are going to
private industrial investment via the capital marhket. The
last two are cunsistent with a signaficant growth in

informal and unorganised industry in recent times.

2.4.3. Stwdies on Fotential for Savaing an the Economy

Lall (1920} in his Faper examines the possibilities
of tapping savings potential in the household sector and the
question of introducing new instruments to make this'
possible. On the basis of limited survey for the household
sector, the author feels that potentials do exist and it is
necessary to determine the strategy to promote market and
the saving instrumentzs and werd out details of associated
infrastructure lile the operational cost in terms of the
rate of interest on the saving depocsit, building up of
collection and servicing institutions and so on. Eut he
exprecssed his reservation about generalisations from a very

limited sample and felt that proliferation of savings
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instruments would only cause shuffling of the savings rather
than an increase in it.
2.5 Scope for Further Study

Even after having gone through the whole course of
examining all the issues connected with measurement of
savings both at the aggregate and sectoral levels and
analysis of the available data, one is unfortunately not in
a position to provide an answer to the basic guestion with
which the whele exercise started, viz;, is there a
convincing explanation to the saving behaviour of the Indian
economy over the last 40 years? In particular, an answer to
the question as to why the savings rate rose sharply in  the
late seventies and stagnated, thereafter. Though the basic
icsue is yet to be resolved, the current examination of the
method of estimation particularly at the sectoral level has
raised‘ doubts in one’'s mind about the reliability and
accuracy of the savings estimates — particularly the New

Series.

Even i1f the question of guality of data is left
aside, no conclusion appears to have emerged regarding the
basic attributing factors leading to the pattern of and

trend in savings in the Indian economy as it has been since

the fifties.

This persuades us to study the trends of savings

behaviour in Indian ecoanaomy and to identify the deﬁerminants



of savings in India in general. Since the issue of the

asscociation between anterest rate and savaings is  also not

settled, we intend to 1nvestigate this conflicting

association alepc with Indian data. along with other factors.



Chapter-3

DATA AND METHODOL OGY




J.1. Introduction

The objective of this chapter i to outline the
methods used in this ctrudy for the purpose of refinement of
data which has been used in the study vigs-a-vis statistical

and econometric techniques used for data analysis.

The chapter has been divided into three sections.
Section-1 coneists of the data sources followed by an
elaborate discussion on the adjustment of data in Section-
I11. Finally, sectien-IIl provides the statistical methods

used for purposes of analysis.

3.2 Data Sources

The data used in the study s collected mainly from
secondary sources. The relevant data has been collected
from the following publications. In order to have a

consistent time series of many variables, various issues of
these publications have been consulted wherever applicable.

1. National Accounts Statistics (NAS), C.S5.0., New Delhi
(1989 and subsequent issues).

2. Statistical Abstract of India (SAl), C.S5.0., New Delhi
{various issues).

S. Economic Survey. Ministry of Finance, Economic Division,
New Delhi (various issues).

4. Report on Currency and Finance, Vol.lI, Staticstical
Abstract, R.B.I., Bombay (various issues).

R.R.I. Rulletan, R.B.I., BRombay (various issues).

-
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6. Economic and Folitical - Weekly, Sameeksha Trust—
Publication, BRombay (vatlious issues).
X.3. Data AdJustments
This  section deals with various preliminary
adjustments of data. Since, 1t has been cecllected froh more
than one sources, it was'fmund that in some cases these are
not coﬁparable. Thus, some preliminary édjustments of the

data is required befure these are used for the analysis.

J.3.1. Data on Domestic Savings

Data on Domestic Savings (Gress and Net), at
current prices are taken from National Accounts GStatistics

1989, 1990 and 1991,

I.3.2. Data on Met Domestic Froduct (N.D.P.)

Data on N.D.F. for the period under review has been
collected from the Economic Survey (1972-93) and National
Accounts Statistics (1989, 1990).

-

J.3.3 Data on Wholesale Price Indes Number (W.P.I.)

Data on W.P.I. has been collected from Economic
Survey (1985-86, 1992-93) for the period under review. For
the vyears 1979-80, 1980-81 and 1981-82, we found data at
base 1970-71 = 100 which we have converted to base 1981-82 =
100 following the methodology suggested in section 3.3.3.1.

below.



S.0.008. Conversion of Hase of Inde: Mumber

In cur bLasic data, the W.F.I. (for all commodaities)
for the years mentioned above afe at bazse 1770- 71 = 100,
Considering the gaiven W.F.I. for 1981-82 = 100 as base. we
have derived a new series of W.F.I. for Lhe above wmentioned
vyears, Again, consaderang the W.F.I. for 1980-81 = 100 as

base from the computed data, we have derived the new series

for the years 1979-80 tp 1991--92 (Goon et al., 1970).

>.4. Statistical Methods

To test the a1nitial relaticns and the direction of
movement of  trend and computation of growth rates of
sasings, various statastical meothods have been used. These

methods are as discussed belaow @

J.4.1. Computation of Rates of Inflataion

Rate of inflation is defined as the ratio of the
difference cof '‘he prace level of twe consecutave periods to
the price level of the ba=e period (Johneston, 1987).

It could ke watten as @

o .
Rl = ee— e s aaanass 3-1)
ty
Where Ry = Rate of inflation in the precsent period
tl = W.F.I. of the present period
ty, = W.F.1. of the previocus period.



3.8.2. Correlation Co-efficient

The correlation co-efficient which measures the co-
movement of two variables, say X and Y, is defined as (Yule
and Kendall, 1991).

CoV (X, ¥Y)

ro= e (3.2)

IV Y M (y)

where r = correlation co-efficient

Cov(X, Y) = Covariance of X and Y = Z(X - ») (Y = vy)
V() = Variance of X = I (X ~ %)<
V(iy) = VYariance of ¥ = Z (Y - y)2

This is called product moment correlation (Yule and
Kendall, 1991). For computation purposes we use the
following formula for correlation co-efficient which 1is
nothing but a simpler form of (J.2).

1/n Exy — (Ex){(IZy)
Fay = : ceenrasssenas (3.3)

I Sx.Sgﬁ

where Gx and Sy are standard deviation of » and vy,
respectively.

J.4.3. Computation of Annual and Trend Growth Rates

The growth rate has been defined as the rate of
gradual dincrease of a variable (Schwarz, 198%9). Annual
graowth rate of a particular variable is defined (Johnston,

1987) as
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g = (3.4)
a
where, g = Annual growth rate in the present pericd
a = value of the variable at the previous period
b = value of the variable at the present period.

'The direction followed by the growth rates is called the

trend of growth (Jobnston, 1987).

Depending upon the causal relationship among a set of
variables they may be linear or non-linear (Johnston, 1987).

Considering a linear regression model (Johnston, 1987),

log ¥ = a + BX + U (3.9)

where a = oy + B

and ignoring the disturbance term, we rewrite the function
as (Johnston, 1987).
Y = e¢BX (3.6)

where e% = intercept

A continuous time formulation of equation (3.6) can be

written as, (Jdohnstc,, 1987)
yt = paBt (3.7)
- bt -
= YOe (3.8)
where Y0 = value of Y at t = ¢
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1 dYy
B = = instantaneous rate of
Yt dt growth at time t.

when time 1is measured in daiscrete i1ntervals, a constant

growth series would be expressed as (Johnston, 1787).

Ye = Y, (1+g)t (3.9)

o

where g = proportionate rate of growth an Y per unit of time.

Equation 3.8 and 3.9 could be rewritten as (Johnston, 1987),

B = log (1+g) 2.10)

which can be written as (Johnston., 1987).

g = log~ ! p-1 (3.11)
(

This gives the rate of growth per unit of time.

J.4.3.1. Semilog model of transformation

Rox and Co» (1964) have sugqgested a general form of
- — transformation of non-linear relations to linear form,

namely (Johnston, 1987).

yrl -y

T # 0
Y(Tl) o= ,'.1 1

log v 7Ty = 0 (3.12)
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and X(Tz) = Tm ® 0
™
log X To = 0

where Y is  transformed ta vY(T1) and x  to x(72)
(Johnston, 1987).
If 24 = 0y 1o = 1, the combination of 7T wvalues
gives (Jobhnston, 1987).
log ¥V = a + By + u ...... . 3.14)
where a = a, + R
This 1s the semilog model (Johnston, 1987).
J.4.4 Eatimatiop _of o Behavioural  Eavation_____(Lipear

Rearession Model)

For establashing causal relationship among a set of
variables. we have to specify a functicnal relation,

Y = F (xl, ceneaay Mp) cr e s (3.15)

whgre Y 1s dependent and X is independent variaable,
and Y is a function of X.

We have assumed here that there is linear
relationship between dependent variable Y and a set of
independent variables. Qr, 1n case there 15 a noan-linear
relation, we can transform the eguation as suggested above

to linear form.



T

There are variocus techniques or methods to estimate

the pérameters. Among them ordinarily used technique is 0OLS

which may be outlined as fellows:
The standard regression

written as (Johnson., 1987)

model in matrisn form 1is

Y = XBR + u cae s e st e sss s een (3.16)
whetre
\/1 ] Bl 1 Lll
Y = . s X = [xgs Moe cuee w1, B = . u = .
Y R u
| ] | ] BN

The assumptions of the model are:

(1) E{u) = 0

(ii) E(/u) = &~In

(iii) X is a set of fixed number

(iv) X has rank b < n.

Given the assumptions, let by denote any arbitary K-

element wvector. This in turn serves to define a vector of

error or residuals,

ey = Y — xby

....... (3.17)

We choose by to minimise the sum of the squared

residuals e/*e*. Thus from (3.17) we obtain.

e/ yex = (Y - Xby)/ (Y - Xby)

die’ yey)

Hence = - 2x’v + 2%/ xb, ceee.  (3.18)

dby



The necessary condition for a stationary point
require that we require that we set equation (3.18) equal to
the zero vector.‘DenDting the recultant QLS sclution fo? by
simply by 3, we obtain,

(x/x)p = x7v e (3.19)

These are referred to as OLS normal equations.

Since (X/X) is ‘assumed to be non singular, an
equivalent espression for equation (3.1%) is

g = (x'x) ix v e . 3.20)

which is the OLS estimate of b.

The technigque can  be used when relationship is
linear or in case it is non linear, may be linearised using
suitable transformation. We expect the models being used
here in this study to fall - in either of theseLcategories and
application af OLS would provide estimated vector B with all
the desirable properties.

3.4.5  Problems  Ascsociated with Application (Case of
Auvntocorrelatlion):

In lineayr regression model, when the assumption of a
serially independent disturbance term 1is violated and
instead a linmear vrelationship tetween the sucecessive
stochastic disturbance terms is found, then it is called the
case of autocorrelation (Johnseon, 1987). This siﬁuation is
likely to arise in time series data (Croxton, Cowden and

Klein, 1988). One has then to be careful while estimating

]
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coefficient of a time sceries model as presence of

autocarrelation makes estimated parameters inefficient.

Considering the Linear Regression Model (Johnson,
1987)
Ye = Xgb + Uy i e w e e J.21)

with classical aszumptions,

E (Ug) =0
E (Up.Upyg) = 0, when s #0 e

-~ . .
= G u, when s = 0 ]

The presence of auvtocorrelation is suggested when

2

E = (Ui U g) #0 e e e (Z3.23)
Thus, in precsence of autocorrelation all  the off

diagonal elements of the matriy U/U are not equal to zero.

This is the most simple form of autoregressive scheme.

To wunderstand the nature of autocorrelation, we
assume another model Uy, = FU,_4 + V, feer e (3.24)
with the assumptions,

E(Vt) =

E(Vi. Vieg) = Gu?, 0 e (

ol
[N
Lh

i
<

Equation (Z..24) can be rewritten as (Johnson, 1987)

a
Up = 2 F'Ve . e (3.26)

1

E (U)? = E (Vp + PV + PV~ + L..)% L. (3.27)

which can be rewritten as (Johnscn, 1987)



E (U2 =bv2 (1« P2+ r%+ ..o L. (3.28)

This gives (Johnson, 1987),

Gu“ = — P n e mme e e e (3.29)
- .

Similarly, the covariance betweernn the successive
disturbance terms (Johnson, 1987)

E (Up.Up_g) = E {(Wp + Py + FV _n % vonn ) (Mpoy

PV o+ PR o+ .l )3 .. (3.30)

which can be written as (Johnzon, 1987),

E (We-Upy) = FEU? e .. (3.31)

Similarly,

E (U Uy o) = PEGUZ, and in general,

E (Ug.Up_g) = FSBUZ I . s 32

Thus, in presence of autocorrelation, the assumption
of serially independence distribution term is violated and a
linear relationship between the stochastic disturbance terms
are found. Here the model follows a first order
auvtoregressive scheme. However, in more complicated models

also, there is the breakdown as shown below.

Equétion 3.32) can be rewritten as (Johnson, 1987), .

E (Ut'Ut—s) - es

Gu~

A
d
4

The left hand side of the above equation indicates
the Sth order correlation of the u series. Further,
correlation coefficients of zero order for any series is

simply unity.



Gathering all the informaticns, we have (Jobnson,

1987),
E (L/U) = V = Gu? 1 F R ph-l
P 1 P ph—e
........................ . (3.34)
TR
J

Thus, when E (U'U) = v,
instead of getting E (U'U) = Gu=1In we obtain the

result as in eguation (7.734).

I.4.8.1 Test for correction for Autocorrelation

Suppose that in the model Y = XB + U one suspects
that the disturbance term follows auteoregression scheme,
i.e. (Johnsbn, 1987).,

Up = @l + = fs e s s v oo (3.35)

The null hypothesis of zero autocorrelation would
then be set up as

Hy &t @= 0 Ch e s s asae e 3.38)

and the alternative hypothesis as

Hy = 0% 0Q st es s m s (2.37)

The null hypothesis 1s about the W's which are
unobservable. One, therefore, leooks for a test of the null
bhypothesis using the vector of 0OLS residuals, e = Y - Xb.
This raises several difficulties. We lLnow that

e = Mua . e s ws v e s s (3.38)

/

where M = I - x (x/x) Ly’

o
18]



is symmetric, 1dempotent of rant n=¥. Thus the
variance—covariance matriy of the e’'=s ic

E (e’e) = GuM he e e e e anan (Z.739)

Thus even if the null hypothecsis 1s true, so that

E (/L) = 6u*l  .euen.... e (3.40)

the OLS resaiduale will display some auteccorrelation,
for the off-diagonal terme  in M do not vanish. More
impartantly M is a function of the sample wvalues of the
euwplanatory varaiables, so that 1t 1= 1mpossible to derive an

exact finite sample test on the e’'s which will be valid for

any X matrix that might ever turn up.

3.4.5%.2 Durban-Watepn Statistaic

The presence of auteocorrelatien could be tested waith
the help of Durbin-Wateon Statistic (Gupta, 1982).

The Durbain-Watson Statistic could be defined as the
ratioc of the sum of the sgquares of the successive
dif{erences of the residuals to the sum of the squared
residuals.

It could be written as

2
=o(ey moepoy)

d" = — et riee e enean. (3.41)

tJ

n
= et
=



-

where ey is the residual in Yy and Xeb + ey,
As 1is seen 1n the numerataor, t ranges from 2 to n
while in the denominator. a2t ranges from 1 to n.

.

du and dL reprecents the upper lumat  and  the lower
limait respectively of the b,

Mow  given the number of abreervatdone (M) and the
number of parameters to be e<timated (F), the decision rules
are:

If a7 . dL. then do not reyect the hypothesas. Thas
indicates the presence of posrtive first order
autocorrelation.

If d” < d then reject the hypothesie. There is  no

ue
correlation.

On the other hand, if d" < 4 - d . reject the
hypothesis, i.e there is no correlation. But 1f d7 3 4du.
this shows the presence of negative first order
auntocorrelation.

The test is inconclusive when, dL td" 1 du

and 4 - du ¢ dn

{2

4""dL.

When d” & 2 there 1s no correlation of any kind.

[Y

J.4.6 Dther Related Statistic:

In addition to the carrelations and all some other

statistics are used for testing significance of the



parameter (or. estimated coefficient) and to tecst the
goodness of fit. These are mentioned below:
t-statistac:

The t-statistic is comwonly called students t-
distrabution or. éimply students distratution. It is used
when cample size is 20 or less and the population standard
variation is unhknown.

The t~statistic is defined as (tendall and Stuart,

1961} .
X—- u
t o= S i T (3.42)
=
T(X-%)~
vhere s *
In-1
The t—-table gives. over a range of values of V, the
prrababilities of exwceeding by chance value of t at

difference levels of significance. The t-distrabution has a
different value for each degree of freedom and when degrées
of freedom are initially large, the t-distribution is
equivalent to normal daistribution and the probabilities

shown in the normal distribution tables are applicable.

F3.4.6.2 The Coefficirent of Determination : R2 :

It 12 gaven by the ratie of regression sum of

squares teo total sum of squares (kendall and Stuart, 1961),



“~ ~

. Ity - V)¢ Bx’ Y
R = = e s 3.47)
(Y - )2 v’y ‘

It is used to measure the fitnese or variability of
the estimated line ain regression analysis. 1f a reqgression
line yields R: as high as .99, the empirical eqguation can be
inadequate and umi 2liable for prediction purposes 1f  the
variances of the estimates are very large to make the
estimates highly insignificant. Moreover, when the number
of regressore is increaced by more than 2, the contribution
to the variance of regression line 18 s1gnificantly
increased. R2 can best be regarded az an andicator of the
empirical equation rather than conclusaive evidence. Stating
in a slightly different way. R~ measures the percentage of
variability in the endogeneous variahle explained jointly by
the exogeneous variables. So, R2 is indicator of goodness

of fit.

. . . 2. 2
The approvimate unbiased version of R* is R*.

- - n-1
R = (1-R*) —u . - 1 e e e st e a e (X.44)
n—k-1
- = o
Pe(1-P<) (1-2P%)
2y = p2 -1 -
E (R*) = p~ - +« 0 (n %) (X.45)

n

-~ -~
R€ has smaller bias than R~, although both K% and B<

are consistent.



CHAPTER-4

ANALYSIS OF OVERALL SAVING TREND




4.1. Introduction

As outlined an Chapter-1, the main purpose of this
work 1is to study =savings behaviowr in Indian economy since
1250-31. In Chapter—-11, we have loonled into the pature and
importance of savings in economic activity in general. It
has been pointed out there that savings assume dominant role
in the eccenomy (kumar. 1992). But it is iromic to rote that
in the literature savings bas been ltreated at best
caomplementary or passziLve uariable\(humar. 1992y, While its

volume has found the importance. savings decserve in economic

development and growth of economic  (Sen, 1970), 1ts
composition has never been an  aimportant aspect of
investigation. The objective of this chapter is two-fold.

One, we have looked into not only time evolution of s=avings
during last four decades but alsce changing structure of
savings among its varinus components but examined structural

changes also.

It has been reported (Ran., 19873, Choudhury et al..

1990, Krishnamurty et al.. 1290) that data on savings has

been compiled by two independent sources, viz. C.5.0. and
R.B.I. Both the series have been reported to differ in
absolute amounts (Vaidyanathan, 1990) but their broad trends

have been reported to be similar (hraishnamurty et al..



199¢0). For purposes of ocur analysis, we have collected data
compiled by C80 and published in National Accounts
Statistics (1989) issue for the period 1750-51 +to 1987-88

and subseguent issues for latest data on savings.

Ancother problem wilh data =zources has been that most
of the scavings data are reported at aarket aor current
prices. There have been attempts to generate series on
constant prices (Shetty, 1990x). While for broad sectors
the IPD may be derived and a series at Constaqt (1980-81)
prices may be generated., further dicsaggreqgation and
derivation of Implicit Price Deflator (IFD, hereafter) for
these as suggested by Shetty (1990) runs into difficulty.
Shetty (19720} has =ugqested to ucse different IPD for
different series of components of savaings. Our modest
attempt to generate a series at constant (1980-81) prices
using/deriving IFD az suggested by Shetty (1970) has failed
on twoe counts.  For cne, we have ncot been able to collect
data on some series. Secondly, in case where could be IFD
derived and series generated it distorts the percentage
distribution. Another complication about savings data
arises from serles on gross and net. In  the NAS  while
broad sectors for bhoth categories are sameo, it is  thelr
division in further disaggregation of various sector into
sub-ceectore where data is not reported. Therefore, we have
used GDS for purposes of analysis. Wherever MDS has been

used it has been uzed for purposes of comparison only.
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The rest of this chapter is organised as follows
Section 4.2 of the analysis comprises the study of long term
trends of savings followed by the study of composition of
HHS ip section 4.3. GSection 4.4 comprises the analysis of
the growlh rates of =zavings along with the macro variables,
©e.g.. GDP, NDP, etc. Lastly, in section 4.5, summary of the

chapter is given.

4.2. The Long—-Term Trend

In Table 4.1 data on NDF, GDP, NDS, GDS and NDS as
percentage of NDP and GDS as percentage of GDP is reported
for the pericd 1930-5%1 tco 1991-92. An examination of columns
4 and S suggests that savings as 1n absolute terms has shown
a steady growth throughout the pericd under review
(Fig.4.1}). GDS shaows a 151 fold increase from Rs.917 crore
in  1930-51 to R=.148003% crore in 1991-92. 1t was at the
lowest ebb in 1932-53 wilh Rs.806 crore which is eguivalent
to 6.76 per cent of GDF. PBut spon it has recouped in  the
very next year with 10.4&6 per cent of GDP  and thereafter
went along steady increasing path till 1978-79 with Rs.24138
crore which is 73,17 per cent of GOF. After 1978-79, during
the last decade. i.e., 1980°'s it has stagnated at around 21
per cent of GDP til1l1 1988-89. Thereafter. during 1989-90 to

1791-22 it has gone up to over 27 per cent of GDP.

NDS also bhas given the <came Vind of picture

(Fig.4.1). Startang at around 6 per cent in 1950-51, NDS



has steadily gone up to 18.35% per cent  in 1978-79.
Thereafter it has stagnated at around 14 per cent of MNDP.
This suggests a very interesting thing that for about thirty
vears savings as a percenlage of GDP has steadily climbed
upto about 2¥3 per cent but duraing last decade, i.e2. N

1980°'s it has stagnated at arcund 21 per cent on average.

4,2.1., Sectoral Trend

As reported earlier, total savaing le divided into
three breoad categories - Household Sector Savings (HHS),
Private Corporate Sector Savings (FCS) and Fublic Sector
Savings (PS). both in case of gross and net. While over-all
trends reported in  the previous section 1is that of
increasing one, its percentage in national 1ncome which has
shown stagnation during last 12 years or =o, an analysis of
sectoral trend is expected to reveal which sector has

performing relatively poorly on savings front.

Sectoral dictabntion of GRS and NDS is reported at
current prices in Table 4.2 and 4.3 respectively in columns
{2} (3) and (M),

Gross and net HHS savings stows & steady rising
trend throughout the period of study (Fiy.4.2). Gross HHS
has registered a 168 fold increase from Rs.718 crores in
1950-01 to Rs.12123 crore in 1971-%2. It has 73.64 per cent

share in GDS in 1950-51 which has increased to 84 per cent in



1990-91. During the lazt decade., 1.e., 1980°s ite share in
GDS has shown an increasing trehd although it was falling at
the first bhalf of the decade. Net-HHS reveals a similar
kind of trend. It bhas shown a gmeoth growing trend since
1970-71 to 1991--92 an Fig. 4.2. HHE (net) constaitute 82.21
per cent of NDS in 1931 which has i1ncreased Lo over 100  per
cent in  19467-68, 1968B-69 and from 19873-84 until the last
periocd under review. Ite share in NDS 1s around or over 100
per cent when that of FS 1= found negataive. HHS at constant
prices reveals the came Lind of analysis as in  case of
current prices, i.e.. it also reflects &a <=steadily growing
trend throughocut the pericd of study and comprises the
highest share in 6DS and NDS. Of course, net—-HHS at current
prices reflects a haphazardly growing trend (Fig.4.2). In
comparison with the net HHS, gross HHS5 has been growing more

sharp and steadily.

Trend of gross FCS at current prices is shown in
Fig.4.2. Although it has shown a growing trend but is not
as faster and steady as Gross-HHS at current prices. In
1950-51 with Rs.89 crores, it went up to Rs.16633 crores in .
1991-92 which ig about 148 fpld in absolute terms., It was
lawest with Re.é60 crares in 1982-53% which has constituted
only 7.44 per cent of GHS. In the years 1975-76, 1979-80
and 198%-8& it has chown «udden rise but was not that high
and dropped down agaan. From 19B3-84 onwards it has

followrd a steady straight and centinucusly growing path
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t1l1l 1989-90 when it has accumulated a highest level of
sSaving, 1.e., 12.04 per cent in ats part. Net-FCS shows a
haphazardly growing trend. It was at the lowest ebb in
1975-76 with only 0.1% per cent of MNDS. Its trend of growth

was steady straight only during 1787-88 to 1990-91.

A trend of Grose FS at current prices as depicted in
Fig.4.2, which shows a haphazardly growing path. It was at
its lowest ebb in 1953-584 and thereafter follpowed a growing
trend till 19270-71. Then it has increased up taill 1979-80,
But after that i1ts growth path is haphazard tall 1t reaches
it maximum level in 1991-92. However, 1t constitutes 18.39
per cent of GDS in 1950-51 whach bhas fallen down to 6.87 per
cent in 1991-92 which is about 2.5 fold fall in percentage
terms. Net-FS at current prices has shown on an average the
same haphazard growth path as mentioned above. It
registered negative growth in certain years, e.g., 1953-54,
19538-59, 1909-60, 19466-467 to 1968-69, 1972-7F, 1980-81 and
1983-84 to 1991-92. Its share in NDF 1n 1950-51 ig 9.96 per

cent which has dropped down to —-21.09 per cent in 1991-92.

Sectoral distrabution of GDS and NDS as percentage
of GDP and NDP are reported in columns &, 7 and B of Table
4.4 and 4.% respectively (al current praces). Roth {n terms
of GDP and NDP. HHE ha= shown highest share in it. In
1950~-%1, HHS's share an RDF is 7.67 per cent whereas FCS and

FS share was 0.95% per cent and 1.79 per cent respect: /ely.



In NDP alsoc HHS has registered the highest amount of share
among the three sedtore. Thus, HHS ia the hlqhestiamount of
savings supplier in terms of national 1ncome among the three
sectors.  Share of HHS in GDRP/NDF has shiown a growing  trend
throughout the first thirty years tall 197977, In 19278-79
its share in GDF and NDF were 17.07 per cent and 16.29 per
cent respectively. Rut after 1278-79. during the last
decade, i.e. 1980's its share in GDF and GDS stagnated at
around 146 per cent and 13 per cent respectively. Share of
FCS in GDF has regislered a three-fwld increase from 0.9%
per cent in 1950-51 2.73 per cent in 1987-20, whereas its
share in NDF  has shown a two-fald aincrease during this
period. During the last decade., i.e.., 1980°s 1ts share in
GDF  remained constant at around 1.5 per cent whereas its
share in NDP has shown a fluctuating trend. Share of PS in
GDF also has shown a haphazard trend till 1978-79. In 1978-
87 its share in GDP is around 4.372 per cent which has shown
a falling trend during the last decade under review.
Surprisingly, in case of PS’'s share in NDP, we have seen a
haphazard trend which has been negative in the years 1953-
24, 1938-539, 1959-40, 19466-467 to 1948-6%9, 1973, 1981 and

1983-84 to 1991-92.

Going by the aggregate and sectoral trend reported
above, one gets the impression that both GDS and NDS have

recorded increase in abscolute terms as well as in percentage
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terms till 1978-79. Thereafter. these have stagnated below
the peak level achieved during 1278-79 till 1788-89. It is
during last couple of years that GDS has increased
considerably and rcsched all time high of about 27.32 per

cent of GBDF in 1991 oU.

4.3 Sectoral Composition of Household Sector

In the last section, we have c=een that overall
evolution of savings (total}) wvis-a-wvis sectoral have shown
rising trend with HHS performing better chan the other
sectors. Noticeable surprise has been Net-FS, which has
exhibited negative trend durang 1980°'s. This has clearly
changed the composition of the savings which we aim  to

capture in this section.

4.3.1 Composition of HHS

A= mentioned in Chapter 11, HHS have been divided
inte two sub sectors. viz. Financial Assets (FA) and
Fhysical Assets (FA). VWe have seen above that out of the
three broad sectors. it is HHS which has shown rise in
proportion of the total. It would, therefore. be worthwhile.

to look at the trend and growth of its sub-sectors.

Gross HHS and its composition is reported in Table
4.6 along with the percentage dicstribution of the sub
sectors. It is seen that FA has registered around 6 fold

increase in its share in HHS from 8.64 per cent in 1950-51
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to 48.31 per cent in 1991-92, whereas share of PA in HHS
dropped down enprmously from 21.36 per cent in  19%0-51 to
51.69 per cent in 1991-92. Fig.4.T depicts the trend of
growth of FA and FA. As can be seen from Fig.4.4, FA gives
a smoothly increasing trend more or less saimilar to that of
Gross HHS. The trend of FA 1= found growing quite
haphacardly. During the last decade of study. 1.e. during
1980's, FA's share has wncreased frtom 39.37  per cent  1n
1980--81 to 48.31 per cent 1n 1971--92, the share of PA in HHS

has shown a continuously falling trend constant (1980-81).

We have reported the share of FA and FPA an GDF  and
HHS on five year averages in celumn 2, 2, 4, and S of Table
4.7. It may be seen from column 4 of thie table that the
share of FA in HHS has been steadaly 1ncreasing from 16.60
per cent in the first quinquennial sub period to 47.727 per
cent in the eighth whereazs HHS in FA has declined from 83.12
per cent sub period to 48.61 per cent during’the same period
(Column 8). Share of FA in GDF alec has regicstered about
eight fold increase from 1.28 per cent i1n 1750-51 to .64
per cent in 1989-90, where in case of FA 1t has increased by

about one and half times,.

Rac (1983) has attributed thie rise in FA's share to
three factors. 0One 1s the conversion of hording 1in  non-
currency form such as goeld and jewellery, to currency and

ban)t deposits bhecause of the growing communication and

/

68



monetisation of the economy. Secondly. due to increase in
household income coming from economic development and the
accompanying distribution and consumption factors referred
to earlier. The third reason is the ewpanding infrastructure
of banking and other facilities for fainancial savings, whach
must have provided both motivation and access for the
increase 1n the rate of FA. Therefore, Lt is worthwhile to

look 1nto the various components of FA.

The break up of FA 15 provaded 1n Table 4.8 and
analysis by quinguern,tal pericds and thear percentage share
in HHS are given in Tahle 4.7. It 1s seen from Table 4.9
that there has beon a drastic change in the composition  of
FA 1n the last sub pericod as compal #d to the first. While
the share of currency has more than doubled from 7.17 per
cent to 18.75 per cent and that of net bank deposits
increased by about four and half times (5.42 per cent to
23.13 per cent), that of shares and debentures dropped down
from 28.32 per cent to 2.90 per cent. The net claim on
government also fell down fraom 13.29 per cent to 8.26 per
cent in the seventh =ub period, but recouped an the last sub
period (14.54 per cent). Life Insurance Funds and Provident
Funds also declined from 18.18 per cent to 10.39 per cent

and 27.62 per cent to 23.59 per cent respectively.

Frem the above analysis, 1t 1= gquite clear that over

the period under review. neirther the private corporate
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sector nor the government have beern able to channalise FA
into their investments and that the FA 1=  the responsible
sub sector which gives rase to HH3Z whaich has  the highest

share in domestic =avings.

4.4 Growth Rates of Savings

From the last two seclions., viz. 4.2 and 4.3, it is
evident that (i) there has been a general raising trend in
SAViNgSs. (ii) at sectoral level. increasing performance of
the HHS, and (iii) in the HHS, phenomenal rice of savings in
FA. In this section, we present rate of growth to see if
these observaticons are supported by the observed growth

LS

rates.

We have reported growth rates on the bhasis of
quinguennial averages., annual, over the entire period and
decadal. Methodology for the compeosition of growth rates

have been reported in Chapter III.

4.4:1 Quinquennial Growth Rates

Ouinquennial growth rates of NDS as percentage share
in  NDF has been reported in Table 4.10. Tabing the figures
of savings and the MDP over five year periods and the
average share of =zavings ain the NDF 1n these periods, we
found a steady increase in the growth rate over the first
six five vyear pericde followed by a slight fall in  the

seventh pericd which hacs recouped but still belnw the



previous growth rate, in the last period. The growth rate 1is
much higher in the sixth guinguennial perieod as compared to
the earlier ones. ﬁurlng the last two periodes, more or less,
it has maintairned the same level on an average as compared
to the sixth period, i.e. 1975-74 to 1777-30. Rao (1983) has
pointed out that thic sharp rice in Lhe serond half of the
seventies iz due largely to the increasing guantum of
remittances from Indian nationals abroad which resulted in a

sharp rise in the amount of FA held in the HSS.

Sectoral growth rates have been reported in  Table
4.113 for the quinguennial pericds. The qguinguennial share
has reported an increasing trend of growth from 82.10 per
cent in the first sub period to 114.95 per cent in the last
period. In fact, it has registered the highest growth rate
of 142.75 per cent in the seventh sub period. We can see
from Table 4.11 that & very high rate of HHS is accompanied
by a very low rate in PS. The public sector accounts for
15.76 per cent of total savings during the period of study
and has declined from 9.38 per cent 1n the first sub period
te (-)21.08 per cent in the last. The corporate sector’'s
share in the total is 5.5 per cent over the period as a
whole, but it bas dropped from 8.95 per cent in the first
sub  period to .13 per cent in the last which is the
declining factor 1in the saving c=scene. However, as a
proportion of NDP, both HHS and PCS have shown a more or

less steady increase over the different gquinquennial
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periods, the former rising from 4.29 per cent to 16.22 per
cent and the latter from 0.46 per cent to 0.87 per cent. But
the share eof FCS has dropped down from 0.47 per cent to
(=)2.98 per cent. On the whole. the growth trend of the
total savings as a percentage of NDF has alco been reflected
of its components, though praimaraly in the FS. The
performance of FCS in the saving scenario has been
disappointing till 1279-80. Indeed., from 1979-80 till 1971 -

92, it shows an aincreasing trend.

4.4.2 Study of Growth Rates

We have compuled the growth rate of savings for the
entire period 1980-%1 to 19791-792 using the method suggested
in Chapter 1I1. Wherever Autocorrelation was suspected as
indicated by dw statistic we have re-run the regression
uwsing Autocorrelation correction and recsults are reported in
Table 4.12. A glance through the Table suggests that
equation fits quite well as indicated by high value of R 2
over 0.25% in alaost all the cases. The coefffc1ents are
highly significant as indicated by "t'-values. Using the
coefficients in column (4). over-all growth rate is computed
and reparted in column (7) othhe same table. The growth
rate of GDE and NDS are almost same throughout the period

under review, i.e. arcund 14 per cent. The growth rate of

NDS is slightly higher than that of GDS.

9]
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Regarding the sectoral growth rate, the HHS shows
the highest growth rate among the =sectors. It has shown
14.85% per cent gross and 15.72 per cent aet growth rate
during the entire pericd. Next to HHS, FCS-gross shows about
13.5 per cent growth rate followed by the public sector

saving in gross with 11.25% per cent. FCS-net also has shown

11.91 per cent growth rate.

Growth rate of NDS from FS-net could neot be computed
since some of the values are negative and, therefore, log
value 1is not peossible to find. Anyway., HHS has shown the
highest amount of growth rate among all the sectors and thus
topped among the sectors in the sectoral distribution of

growth rate of savings.

Again, between the two sub sectors of HHS, growth
rate of the FA is higher than PA. 1t has registered about 17
per cent grdwth rate throughout our pericd of study. The
growth rate obtained by FA is alsoc the highest among all the

other sectoral growth rates and the GDS and NDS growth rates

per annum.

4.4.X Decadal Growth Rates
To study the decadal growth rates, we have sub

divided our period of study inte fouwr groups., as below:

~
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(1) 1950-51 to 17539-60

(2) 1960-61 to 19469-70

(3) 1970-71 ta 1?79-80

(4) 1980~-81 to 1991-92

The Airst three groups contains ten years each
whereas the last group contains twelve yeare. The results
are reported in Table 4.13, 4.19, 415 and 4,16
respectively. Here alsao we could not compute the growth rate
for NDS from FS due to the reazon mentaioned above. During
1950-81 to 1959-60 as reported 1n Table 4.13, the growth
rates of GDS and NDS were more or less the same. 1.e around
?.% per cent.,  although that of MNDS 1is slightly higher
between the two. In sectoral distribution, HHS (both gross
and Net) has registered the highest rate of growth among the
three sectors. Its growth rates are 9.90 per cent and 12,77
per cent in gross and net respectively, followed by 7.3% per
cent in FPCS gross and %.12 per cent in FS-gross and 8.42 per
cent in PCS-net. BRetween HHS, FA and FA., the two sub sectors
of HSS, the former has registered the highest rate of
growth.i.e. 35.50 per cent, whereas the latter has a growth
rate of 6.37 per cent only. Moreover, the growth rate
achieved by the FA is highest rate of growth in comparison

with all the other total as well as sectoral growth rates.

During 17&60--61 to 19267-70 as 1n Table 4.14, the
growth rate of FCS (netl) 1¢ negative whereas GDS and NDS has

registered more or less come growth rate, 1.e. around 13 per
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cent, although growth rate of MND5 is slightly ;h}gher then
GDS. In case of sectoral distribution, HHS has iTebistered
the highest growth rate among all the sectors both in gross
and net. The HHS (net) iz higher than the HHS  (gross) and
both of them are higher than GD3 as well as NDGS. Growth
rates of HHS (gross and net) are 14&6.79 per cent and 20,50

per cenl respectively which is followed by PS  gross with

&£.17 per cent and then by FPCE (gross) with 5.10 per cent.

Between HH53, FA and FA, the latter has reglistered
the bhigher amount of growth rate, i.e. 18.535 per cent. The
former’'s growth rate was very low which is eqguivalent to
6.91 per cent which tallies with FS (gross) growth rate of
6.17 per cent. It is mainly due to the negative growth in
FCS (net) that HSS-FA has registered a low growth rate and

$

savings went to HHS—-PA.

The growth rates during 1970-71 to 1979-80 has been
reported in Table 4.15%. Here, NDS with 12.07 per cent |is
higher than GDS of 17.92 per cent. In case of cectoral
distribution, HHS (gross) with 14£.92 per cent has followed.
FS (gross) with 19.87 per cent at the top. FCS (gross) with
12.59 per cent has followed HHS (gross). HHS (net) has a
growth rate of 19 per cent which has not much difference
with that of ND5 total. In fact, HIS is leading in respect

of growth rates.



Regarding the fractions of HHS (gross), FA is
leading with 20.04 per cent groﬁth rate whereas Pﬁhsl growth
rate is 15.90 per cont. Thus, 1t 15 seen fromli#;ble 4,20
that the HHS ie leading among all the sectors and between

the fractions of HH3, FA 1s at the highest position during

1970-71 to 1°979-80.

Table 4.16 repourte the arowth rate of zavings during
1980-81 to 17291-22. It reflects that during this period, the
growth rates of FCS (net) ie the highest with 3I4.93 per
cent. GDS has registered a very low growmth rate of 4.02 per
cent during this peraiod and the FE (gross) 1s at the lowest
with 2.31 per cent. Growth rate of NDG 1s 20,36 per cent
which iz  higher than the GDS. In case of sectoral
distribution in grose, PCS is leading with 22.60 per cent
growth rate, fcllowed by HHS with 17.44 per cent, whereas FS

is at the bottom. In fact. FCS reqgistered a growth rate

higher than that of HHS (18.8%9 per cent).

Regarding the component of HHS (gross), the growth
rate of FA 15 18B.30 per cent which 1s higher than that of FA
(1&£.71 per cent). Thus, during this period, FCS has
registered the highest rate of growth followed by HHS and

between the fragments of HIIS, FA has registered the highest

growth rate.
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4.5 Summary

In this chapter behaviour of gavings tin Indian
Economy since 1950—51 has been analysed. A] ’critical
ex;aluation of the overall trends of savings in section 4.2
suggests that savings as proportion of national income shows

|
a steady trend till 1978-79. Starting at about 9 per cent in
GDP  in 1950-51, it ha=s steadily gone up te 23 per ceént in
1978-79. Thereafter. it has stagnated around 21 per cent
titll 1989-90, i.e. throughout the last decade. Trend of NDS
also has reflected ceimilar growth as GDS. With overall
)

saving trend reported is that of increassing one., it is
percentage share in mnational income which has shown
stagnation during the last decade. An analysis of sectoral
trend has also been carried out as an attempt to examine the
stagnation. The overall evelution of savings (total) vis—-a-
‘vis sectoral have shown rising trend with HHS performing

better than the cther sectors. Noticeable surprise has been

the net-FS which has euvhibited a negative trend during the

1980°'s.

Out of the three sectors. performance of HHS has .
been better than others. be have also studied the
composition of HHS in its two broad sub sectors viz. FA and
FA in section 4.3. This is evident fram the analysis that FA
has shown a rising trend which gave rise to HHS and it
finally lead to a rise in the total =sawvings. We have

presented various growth rates (e.g. quinquennial, overall
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and decadal) which has supported the above flndlpgs.

(I -

Qur observaticns tally waith that of Shetty (1990a,
1920b), Rao (1983). Roy and Sen (1971), Pandit (198%2) and

-~ Choudhury and Hagchi (1990).
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Total Net Domestic Savinas and Gross Domestic Savings and their
in Net Domestic FProduct and Gross Domestic Product

Table 4.1

Share

crores)

NDF at GDF &t NDG Gh3 (4) as %4 (%) as %
Yeat Factor Factor of (2) of (3)
Cost Cost
1 2 X 4 5 & 7

1950-581 8aué Thé He2 17 b.96 9.79
1951-32 QO3 PRLA 24K 1005 &.07 10.08
195283 38462 TT4 319 a30%s 2. 60 g.2%x
19583-54 670 1346428 412 e 4,26 6.76
1954~-35 Q03 100773 474 1054 .47 1.46
19550846 116 102258 829 14730 ?.09 13.94
1386-97 10932 2217 F31 59 3.52 1.09
19537-58 1134 12598 645 1270 2.79 10.87
1958-59 12421 134034 64 1407 4,54 10.04
19G89-60 13017 147972 848 176% 6,518 11.93
1260-41 14231 146701 1041 2067 7 .31 12.73
1961-62 1492355 17177 P51 20T b.36 12.18
1962-43 15932 18476 1216 2476 7 .62 .40
1263-464 18253 21277 1408 2826 7.71 13.31
1964-65 21390 247465 1544 T138 7.22 12.66
1965-66 2271 26145 1999 2791 8.98 14,580
19466467 252995 29871 2420 4514 ?.57 15.48
1967-68 29885 JI456511 21465 na37 4.25 12.99
1968-4&7 31414 T6H674 2167 44637 6.0 12.81
1946970 34330 40387 I2446 6044 9.40 14.97
1970-71 36645 43163 JI721 6783 10.15 15.71
1971-72 38874 {46257 4134 7508 11.2 16.273
1972-73 42684 51005 4144 78373 ?.47 18.736
1973274 [2566 2007 7044 134732 13,490 i8.44
1974-7%5 £148% 73235 7172 1272 11.66 17.738
1975-76 64786 787461 g8a13 14928 1X.14 18.95
1976-77 L9641 84894 11135 180730 15.799 21.24
1977-78 79904 6067 12783 20230 16.00 21.06
1978-79 g8n411 104196 15667 241738 18.35 23.17
1979-80 2161 114354 14417 24698 15.64 21.60
19g0-81 110139 176013 164686 28773 15.15 21.15
1981-82 1218417 189740 129209 1356468 14.96 21.07
1982-83 141945 178132 1774 T4570 12,573 17.46
1983-84 166584 207589 21817 41041 13.09 19.77
1984-85 13834697 231387 23117 40201 12.4% 19.373
1985-86 207848 261920 oB9TS 55150 13.92 21.06
1986~-87 230815 291374 I3861 67426 14 .54 21.72
1987-88 299774 I32614 37808 L8707 13.70 19.63
19g8-89 355445 394997 43689 2600 14.00 20.721
198%9-90 A40T08% 442749 54924 100471 15.43 22.69
1990-91 478981 37 24L60 73223 25109 17.46 26.47
1991-92 476921 541888 BLH2TO 148039 17.96 27 .32
Source : Rasic Data from 1) MHataional Accounts Stataistics, Central

Statistical
Ministry of Finance.
Fercentage Daistraibution compiled by the author.

Organisation.

Mew Delha:
Economic Division,

2) Economic
New Delha.

Survey,



Table 4.2

Gross Domestic Savings and its Distribution by Type of Institutions
and their Percentage Distribution (Current Pricqs)

Savainges

e e maer em e e e—————— o a—— % ¢ W

1

1

(Rs.

Crores)

Fercentage Distiributaon

FFD:S Domestac

Year

Total HHS FC&
19580~-51 917 718 89
195152 1005 621 132
1952-50 806 6HOY &0
195354 22 709 84
1954-25 1004 789 114
193556 1430 1128 130
19536-37 1599 1217 151
1958758 137¢Q 1008 117
1958-59 1409 10446 176
1799-460 174% 1747 180
196061 2063 1362 27
196162 2093 784 I1G
196241 2476 1572 338
1963-64 2826 1730 287
196465 3135 1937 %81
1940-46 RYAS 2006 I
1896667 4014 3432 414
1967-48 4497 J431 Re-1
19468-69 {4697 3412 4227
1969-70 6044 4475 53
1970-71 6783 4873 657
1971-72 7308 5477 7S3
1972-73 7833 8713 788
1973-74 11432 8562 1063
1974-75 12726 8610 1440
1975-76 14728 10834 10858
1976-77 18030 12698 1147
197778 20230 14686 1376
1978-79 24138 17747 1611
1979-80 24698 17377 2332
1980-81 28772 218332 27284
1981-82 JI3&468 23918 2496
1982-83 JI44670 23940 2908
198384 41041 31088 172
1984-8% 4R201 J4477 RATArs
1285-84 53150 41147 0115
1986£-87 63426 504834 4924
1987-88 LS307 o2733 ST71G
1988-89 82600 &S7708 8773
198@7-9¢ 100471 1319 12098
199091 I25009 105105 142577
1991--92 1480729 121723IN 164673
Source: as in Table 4.1.

LOL76

HHS FCS Fs
78.30 ?.71 18.32
61.77 3.173 25.07
74.%7 7.44 17.729
76.70 .37 13.77
74.86 10.8%2 14,373
73.88 .02 12.03X
76.11 9.44 14.4%5
73.38 8.54 17.88
74.24 ?.6% 16.11
76.473 10,20 13.37
L6 .02 13.38 20.60
61 .38 15.08 23.60

3.49 13.65 22.86
61.‘/ T.69 23%.09
61.79 12.15 26.06
HB 21 10.408 21.34
76,03 .17 14.80
76.30 8.87 14.83
72.64 ?.09 8.27
74.04 8.87 17.09
71.84 ?.69 18.47
72.93 10,073 17.02
72.94 10.06 17.00
74.70 9 .30 15.81
67 .66 11.32 21.03%
70.3%7 7.07 22.37
70. 6.36 23.21
72.60 6.80 20,60
73,82 6.67 19.80
70.37 ?.52 20.11
73.89 7.94 16.17
71.04 7.01 21.83
69 .05 8.39 22.%56
75.78 7.73 16.52
76.72 8.8%5 14.45
74,60 9.82 15.58
79.60 7.76 12.64
80.74 8.75 10.51
79,57 10,47 ?.8%
80,94 12.04 7.02
84.0C 11.50 4.47
81.a87 .24 6.87
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Table 4.3

Net Domestic Savings and its Distribution (by Type of Institutions and
their Percentage Distribution) (Current Price%)

(Rs. Crores)

Net DEmEStlc Savings Fercentage Distraibution
Year —
Total HHS FCs FS HHS FCS S

1950-51 62 462 44 S 8..21 7.873 ?.96
1951-52 48 336 a0 32 &1.731 14.60 24.09
1952-53 319 2946 S pu= ?2.79 1.57 8.78
1953-54 412 88 0 ~& 94.17 7.2 -1.46
1954-58%8 494 4735 S0 < 88,06 10.12 1.82
1955-56 a29 787 =8 14 21.31 7 .00 1.6°
1956-57 931 810 7 S0 87 .00 7.63 2.37
1757-58 645 o7a 26 37 89.61 4,724 6.03
1958-59 64 R RES -4 4.3 6.8 ~0.71
195960 244 an7 Hé& -0 95,17 7.78 ~2.7%
1960-61 1041 774 140 127 74,735 13.4%9 12.20
196162 51 L840 147 1573 &Q.87 15,04 16.09
1962--63 1216 @04 140 172 74.734 11.51 14.14
17653-464 1408 10173 147 280 71.9% 10.16 17.90
1964-465 1544 1170 6 78 7%.78 &.22 18.01
196566 1999 1726 94 179 8s.74 4.70 8.9%
19656-67 2420 2412 69 &1 2.67 2.85 -2.82
1967-48 2165 o281 34 —-150 103,78 1.57 ~-&6,93
196869 2169 2170 7 -38 100,085 1.71 -1.7%
12469-70 IZ246 J07%5 127 44 24,73 z.9f 1.36
1970-71 3721 3388 200 133 ?1L.05 5.37 X.57
1971-72 4134 2858 254 22 R, 6.19 Q0,53
1972--73 4044 309 22 -94 P&L.566 a.bb -2.732
197374 7044 &£512 414 118 R2.4%5 5.88 1.68
1974-75 7172 &OTD 174 NG 84.15 8.00 7.85
1975-76 ani1x 7623 1& 874 87.55 0.19 10.27
1976-77 111733 Fa80 RN 1458 84,08 .83 13.09
1977-78 12783 11365 304 1114 828.21 2.38 8.71
1978--79 15669 12914 4221 334 88.80 2.69 8.51
1979-80 14417 12713 10 734 88.18 6H.731 o, 51
1980-81 16686 16343 584 -241 7 .94 3. 50 -1.44
19@1--82 19207 17318 47335 1374 Q.16 2.598 7.27
1982873 17784 16274 568 a4q2 F2.07 3.19 4.73
1983-34 21812 J246°7 9N ~127C 104,06 1.79 -5.85
1984- 8% 23117 20205 795 -2887 107,03 X.94 -—-12.47
1985-86 28938 I0280 14467 -2812 104,468 5.07 -9.,72
198&£-87 33861 JIB140 484 5085 112.70 1.4% ~-15.158
198788 33808 {42697 B16 7705 1172.24 2.2 -21.52
1988--89 43689 R0348 27531 -9410 115.24 20 =21.54
1989-20 24925 63342 4895 13817 116.273 2.921 -25.185
1920-21 73229 B8L&667 5481 18105 116.729 7.76 -24.7%
1991 -92 B&23Q F4L61 A7 58 -~1818% 114.42 6.68 -21.0%

Source : as in Table 4.1.



Table 4.4

Gross
Share in Gross Domestic Product)
Gross Doumestic

Year e D - -

Total HHU FFC
1950-51 AR52.592 G044,72 e, el
193152 6642.47 4104 .45 Q72,44
1952-83 %401.87 4027.9%9% 402,12
1958354 SOP0.46 4606.55 593,74
1904 -55 6451 .07 4829.12 &*7.74
1935-3& 8899 .79 TOiR.3&4 QO9.073
125657 9594 ,82 T73I02.462 906,08
1937-58 8519.08 &2&67.32 727.46
195R-59 7452.3 SER2.T7 0 719031
1959-460Q 8977.07 68461.25 215,51
1960-561 1UOlJ.-_ H510.84 17339.464
196462 @722.41 G964.44 146%.24
1946263 11198.89  7Fiin .12 1572a.77
1943~ 64 12006.61 730012 14644.22
1964~60 12749 .00 7877.123 1849 ,40
1946566 14883.469 ~9948.15 152%.728
1964667 14737.54 11204.97 135%1.6%
1946748 13680.6% 10437.73 1213.83
19468-69 14081.80 10207.31 1277.41
1969-7Q 16706.85 12517.720 1499.35
1970-71 17888.90 12851.63 1732.72
1971-72 18707.95 13&47.24 18746.2R8
1972-73 17942.68 13084.49 1805.073
1973-74 20879.47 17139.59 2127.44
1974-753 20291.78 13728, 226,10
197576 22187.90 154 56.98 1568.0Q
197677 L6067 .53 18T58.40 14658.32
1977=<78 28760.12 20591.71 1927.33
1978-79 J14600.43 232361 2109.09
1979-80 27789.34 13926.11 2642.58
1980-81 28786.00 2184Q2.00 2284.00
1981-82 JI0041 .98 21292.67 LLQQ a2
1982-83 28440,84 19483.146 24227 .67
1¢8¢~84 29188.80 21734 .12 2375.79
1984-85 QB719.07 21877.15 246491.60
1985-86 JIXS47 .87 23821.73 3342.19
1°9846-87 32451 .146 2463448 3I0Q7.42
198738 JR&T1.10 JI1343.03 3243.98
198R-a39 42358.34 3JI37046.16 4478.39
19@9-9Q 4664013 T7749.50 [H16.07
1990-91 S2077 .66 ATTLR 146 5971 .21
19921--92 SORT3.,868 4138&6.40 TATALT

Source

a5

in Table 4.1.

Savang

FP[(GHthE

Domestic Savings (by Type of Institutions and their
(at Current Prices)

(Fs.

Percentage

Crores)

Distrabution

Fa HH FC Fa
1180.740 75.64 ?.17 17.27
1665. 53 H1.77 13, 23.07

?71.80 74 .57 7.44 17.99

20415 74,90 .13 12.77
?24.20 74.86 10.82 14,773
1070.40 78.88 .09 12.073
1384 74, 9.44 14.4%
1523.?} 73.c8 8.54 17.88
1200.62 74,224 ?.6G 165.11
1200.724 76,487 10.20 13.3X7
20&67.85 héb .02 -.738 20,60
2274.773 61, 15,08 27.60
DR&END .00 .49 1X.65 22.864
To1e.a7 61,22 13.67 25,079
JE22.A7 61079 .18 26.06
3112.16 €8. 21 10,435 21.34
2180.9 7&6£.07 ?.17 14.80
2029.14 76,30 8.87 14.87
2566.78 72.464 Q.09 18.27
2889.61 74 .04 8.87 17.09
304,85 71.84 .69 18.47
184,44 72.95 10,03 17.02
J0O&L.15 72.94 10.06 17.00
3616.45 74 .70 ?.30 15.81°
4266.92 67 .66 11.32 21,03
494£2.85 70.87 7.07 22,37
&OBG. 62 70.43 6.36 23.2
5844.08 72.60 6.80 20,60
bL8T7.77 3.82 6.67 19.80
3380.,6% 70.37 9.52 20.11
4654 ,00 75.90 7.93 16.17
6509.48 70.88 7.46 21.67
6230,01 6£8.50 8.5%4 22.96
5078.87 74.46 8.14 17.40
4450, 32 5.13 ?.37 D20
9313.95 73.480 10.72 16.33
4734 .26 .91 ?.50 14,59
4034.19 81.14%4 8.40 10.45
4173.7/8 72.27 10,57 2.85
S274,G7 80.24 12.04 7.02
2727 .70 84,03 11.50 4.47
373,948 g1.8%9 11.24 6.87

an



Table 4.5

Net Domestic Saving (by Type of Institutions and their Percentage
Share in Net Domestic Product (at Current Prices)

|
(at!Current Frices)

Year NDF at HHES FCS F's (7Y as ¥ (4) as % (S

) MAas S
factor of () of (2) of (¢
cost

1 by = 4 a & 7 g
195051 aaé&s 4L 44 il S, 37 .91 Y]
195152 023 334 an 172 .72 .87 1.46
1952-33 8aa2 T 3 78 I.74 AT .22
195354 RE7Q 388 30 -6 4.01 .31 06
1954-8% FONO3I 435 pate] 7 4,873 TS .10
1955-0& 114 77 a8 14 a.30 .64 .15
1954&-37 109732 810 731 S0 7.Aaz L65 .48
19a37-08 1134 n7a o8 RS 5.1% 28 L35
1953-0% 124214 a3 & -4 4,28 AL —~.N3
1959460 13017 anz &4 ~25 &HLO 20 R -.19
1260-61 14231 774 140 127 S5.44 .98 .89
196162 14985 &LED 147 153 4.7 .94 1.02
1762-63 15952 04 140 172 S.467 .88 1.08
19463-54 13263 Q173 143 262 5,88 .78 1.738
19464-45 21390 170 P& 278 S.47 .45 1.70
1965-64 2271 26 74 179 7.7S .42 .80
17466-4&7 25293 412 &9 -61 ?.54 .27 -.24
1967-68 29850 o8l 34 ~-150 7 .64 .11 - .50
19468~-49 31414 170 37 -3a L. . -.12
19469-70 I4530 07 % 127 44 ].%1 . 37 173
1970-71 TLE486 388 200 33 .25 .o . 36
1971-72 38874 ass 256 22 .72 . bb .06
197273 42684 09 229 ~74 7.16 .54 —.22
1973-74 S2566 812 414 118 12.39 .79 AV
1974-759 61485 035 =74 G63 .82 .73 .92
197574 64786 23 16 &71 11.77 LO2 1.735
197&6-77 67541 585 2 143583 J.764 .13 2.09
1977-78 79904 3465 304 1114 14,22 .38 1.29
1978-72 5411 {14 421 13734 16.27 .47 1.56
1979-80 2161 713 10 7%4 13.79 A .B6
1980-84 110139 3473 534 —-241 11.21 L3 -.22
1984-82 128417 318 49% 1796 172,49 S 1.09
198283 1441945 374 R&Q aaq2 11.573 .40 . 59
1983-84 1646086 L7 QO —~1275 17,62 23 ~-.7b
198485 1354697 705 798 2802 13X.G7 .43 -1.33
198586 207848 180 1467 20472 14.07 .71 -1.20
1?846£-87 230815 140 48& 5085 16.07 .21 -2.20
1987--88 299774 697 B16 77095 i4.24 .27 -2.97
1°988-89 3535465 343 2791 -2410 14.,1& .77 -2.63
1989-20 4050585 242 4876 ~173813 15.76 1.2 -3.41
1920-2L 478731 L&D o631 —-13128 17.8% 1.17 -3.78
19371-92 SB474&91 Y31 H758 18189 18.01 1.0% -3.31

Source : A= i1n Table 4.1.



Table 4.6

Gross Domestic Savings in Household Sector and its Distribution by
Asset Type (Current Prices)

Houwsehoeld Savings % Distrabution
Year - —
HHS FA A Fh F&
1950-91 718 &L &5éh ].64 71.36
1931-572 &2 14 &7 2.23 97.78
195253 &0 72 Lee 11.98 a8 .02
195335-34 709 142 D47 20,030 792.97
195455 789 g2 o007 15.74 64.26
1950546 1178 . 4273 &7 28.073 61.97
195687 1217 J373 884 27 .36 72.64
175758 1008 271 717 28.87 71,13
1258-59 1046 62 &HB4 34.61 .3
195940 134°2 33 2?16 T2.10 67 .90
19460-61 1362 ) GY0s 33.48 bb. 02
1961-62 1284 499 TRa 38.08 61,92
1962-63 1572 499 10773 31.74 6B.26
19463-464 1730 747% a7 42.7% 7 .05
1986465 1937 714 23 36.86 &3.14
1965-466 706 L0732 <14 41.4% 28.358
1966-67 S457 861 2568 25.17 74.873
- —1967-48 4731 845 2566 Q3.2 74.79
159468-69 T412 799 2617 23.30 76.70
19469-70 4470 @19 REGAL 20.954 77.46
1?270-71 4273 1371 TSN2 28.13 71.87
197¢-72 G477 15835 39722 28.39 71.61
1972-73 8713 =128 3585 7.29 62.7%5
197353-74 8562 2612 4950 42,19 n7.81
1974-75 8610 2374 L2236 27 .87 72.47
1978-74 10574 3718 b6l6 37.19 62.814
197477 12698 4852 7846 38.21 61.79
1977-78 14484 5883 8837 39.885 b0.15
1978-79 17747 6658 11089 37 .82 62.48
1979--80 17377 6031 11298 34,99 65,01
1980-81 21838 8597 13238 39.37 60.673
193182 23914 2804 14114 40.799 57.01
1982-83 2740 172792 11148 9X.43 46.57
1783-84 31088 13285 178073 42.73 37.27
1984-8% 34677 12103 16572 S2.21 47.72
198586 41147 18458 22685 44 .86 25.14
1986-87 20484 24002 264272 47 .62 52.38
1937 -08 Q[2733 2702 25712 51.24 43.76
19a8-89 oYalrandal 27095 JHLTET 44 .27 n&.7>
1989-9aQ 813179 4LL73 40146 D0.673 47 .37
1990-91 1083125 45068 LOOE7 42.87 57.173
17721-972 121270 GRR&3 (2667 48.31 31.69

Source : as in Table 4.1.

84



Table 4.7

Composition of Gross Household Sector Savings
(Ouanguennial Averages)
(Fs. Crores)

As percentage Q%-EDF Nz percentage of HHS
fFeriod - S,
Financial Fhysaical Financial Fhysical
1 2 = 4 S

193051 to 1954-5G o 1.28 6. 35 -Ig.éﬂ 83.12 B
1955~-54 to 1959-460 .26 -.89 T2.14 67.21
19460~-61 to 19464-60 .42 .88 36.79 3.2
1945-66 to 1269-70 .15 8.94 26.04 .96
1970-71 to 1974-73 4,75 7.56 I3.22 66.78
1975-76 to 1979-80 65.98 15.03 37 .46 80.&6
1980-81 to 1984-85 B.&65 11,37 46.20 60.77
1985-84 to 198%9-20 .35 8.60 47 .97 44,25
1985-846 to 1991-92 ?.64 .94 47.01% 48.61

Source : Computed by the author based on data reported in Table 4.6



Table 4.8

{at Current prices)

Financial Savings by Component Items

(Res. Crores)

Life Insu- Frovident

Years Currency Net Depo- Shares & Net Claims

sits Dehen-— an Govern- rance Funds

tures ment Funds

1?30-5%1 81 -26 oo ~ g4 20 19
1951372 -116& -5 49 =N 13 20
1832--573 —-17 3 273 -2 18 27
1957-54 26 21 27 -2 oo 43
1954-55 &7 38 11 91 =8 47
1955-56 203 24 41 7& =1 w4
195046&~57 48 -19 71 141 S0 &2
17537-58 [0 74 & 17 29 81
1958-59 111 a2 x4 71 32 72
1R59-40 133 &8 &1 R 46 a6
19460-61 145 11 &7 =7 50 26
1761-62 4 103 112 -12 &8 127
196263 1725 70 45 —-20 a2 147
19463-54 211 118 117 42 78 175
1964465 135 2aC &4 -32 83 206
19865-66 285 09 175 - P6 216
19466867 118 337 114 -48 104 279
1746768 145 268 78 -59 122 RSB Y
1968-49 263 72 84 -84 139 321
1969-7Q I3 a5 6O -139 160 414
1970-71 345 265 Q4 -12 1879 490
197172 81 a7 4 &1 -243 216 l-Yo)
1972-73 &16 773 26 -196&6 262 &47
1973-74 812 1260 44 4734 326 736
1974-75 17 1017 137 -2%5 222 P76
1775-76 321 1131 118 742 385 1224
197&-77 1130 1?02 g7 o 480 1158
1977-78 703 2780 I25 1810 559 1304
1978-79 1482 2742 173 31 648 1580
1979-80 133 16350 214 4464 739 1673
1980-81 1628 2970 443 576 859 2122
1981-82 Faa 001 24 1656 82 2486
1982-83 2017 4824 805 1134 1149 28673
1983-84 2784 3739 606 1806 1296 J054
1984-8% 2938 5879 1142 19219 1465 3762
19853~86 2220 [222 1775 I335 1706 4200
1986-87 J0605 6837 2118 2836 2026 8158
1987-38 44145 75829 2472 232 3474 633
1988-89 42256 o581 34146 4398 267 7377
1989-90 76309 444 4064 5231 4087 9303
Source : National Accounts Statistics, Central Statistical

Organization, New Delhi.



Components of Gross Financial Savings @

Table 4.9

(Percentages)

Quingquennial Averages

Currency Net Depo— Shares &
Feriod sits Deben—
tures

1250~-51 7.17 5.42 28.3x2
to

1954-55

19585-546 119.49 10.24 17.1%5
to

1959-60

1960-61 26.220 19.13 14,03
to

1964-65

196566 25.36 23.72 11.47
to

1969-70

1970-71 19.66 35.23 I.z28
to

1974~-75

1975-76 18.19 37,30 3.35
to

1979-80

1980-81 16.49 32.62 5.94
to

1984-85

1985—-8& S.78 25.173 9.0
to

1989-90

Source : Computed by the author.

a7z

NMet Claime

ment

Life Insu-

Provaident

Jovern-  rance Funds
Funde

3.2 18.18 27.65"_
18.72 ?.09 19.21
1.2¢ 12.51 26.92
=7 .50 J.75 33.24
-1.01 11.92 J0.93
S5.53 10.27 25.37
8.2& 9.17 22.83
14.54 10,39 23.589




Table 4.10

Quinquennial Average Shares of Net Domestic Savings in Net Domestic
Product (Percentages)

Feriod Share
1950~-51 to 2450 .20
1985-56 to S9-60 6.89
1960-61 to 64-60 7.29
1968-46 to 46970 8.42
1970-71 to 74-7%5 11,19
1975-76 to 79-380 15.82
1980-81 to 84-8% .64
19385-86 to 89-20 14,32 (13.07%)

Note : ¥Computed for 198%5-86 to 1991-92 (average).

Source : Computed by the author.



Table 4.11

Composition of Net Savings : Quinquennial Averages

(Rs. crores)

HHS mCs S
Year ¢ Yoof Yoof 7 of v of % of % of
total MDF total NDF total MDF
savirgs BaviNgs savings
1950-81 to 1954-385G 82.10 4,29 a.93 0.46 ?.38 0.47
19G5-06 to 1959-460 ?1.2 &.15 &.77 0.45 1.74 Q.13
1960-61 to 1964-565 73,38 S.33 LO.75 .78 15.94 1.16
1960646 to 19469-70 97.21 8.14 J.01 0.25 -Q.22 —-0.02
1970-731 to 1974-73 P00, 75 16.20 &.414 0,72 2.84 0.32
1975-746 to 1979-80 8BB.30 14.08 2.7%9 0.44 8.92 1.42
1?280-81 tec 1984-8S5 142,73 J.573 4,17 0,37 ~X.00  -0,30
1985-86 to 1991-92% 114,95 16.22 6.13 0.87 -21.08 -2.98
Total 113,04 5.50 15.76

Note : ¥Consist of seven vyears.

Source : Computed by the author.

a9



Table 4.12
Annual Growth Rate of Gross Savings and Its Components
(Current Prices)

Gross Domestic Savings Household Distribution
Year - -
Tatal HI= FCS s A Pé

19580-51 - - - - - -
1951--52 .08 -13.01 18,71 G000 ~77.42 -7 .47
1952-53 -19.80 —~3.22 -84.55% -47.4&4 414.29 -12.8%5
195554 14.39 17.97 A4T.TT 0 -12.41 27.22 7.18
19534~-53 14.32 11.28 32,56 18.70 78.57% ~-10.58
198504 35.67 N2.97 14.049 15.91 02.17 37.87
198657 11.82 7.89 16018 R TN ~22.38 26.47
1957-58 -14,32 ~-17.17 =22.%82 6.06 -12.61 -18.89
58-59 2.85 3.77 146.24 =7.39 24.40 —4 .60
1250460 2B.2 2R.97 T2.30 R.96 19.861 T3.92

19460-61 16.88 0.7 G533 20,08 S9.31 ~-1.07
19&61-42 1.4% -0, 5 134,135 16.24 A -12.20

1746243 138.30 22.43 T LS50 14,97 2.04 4,97
196353-64 14.14 10,05 14,50 2E.07 48.90 -8.01
17454-65 10.973 11.97 ~1.5% 15. 2% ~5.70 23.914
196566 20,93 RIRR | TL94 ~0,.99 S0.14 23.79
196&-67 19.07 S2.71 f.5%  —-17.47 —19.40 b7 .62
1967 68 -0.38 ~0, 070 -3.47 AN Y 0.172 -0, 08
196369 4.45 -0, 85 7,02 PR.6A -3.07 1.99

1269-70 28,68 J1.1% PP R 20.40 15.60 15.88
1970-71 12.23 8.89 °2.8 21.7¢ 47.18 —-1,82
1971-72 10.69 12.39 14.61 2.00 153.42 11.9%9
1?72-73 4,733 34.31 4,635 23 J6.85 --3. 59
1973-74 &.98 49.87 34,90 309,68 69.74 38, ¢

1974-7% 11.32 0.56 35.47 48.09 ~-34.27 25.98
197576 17.30 22.35 -26.74 24.78 65.04 6.09
197&6&-77 20.78 20,54 8.72 25.74 27.84 18.59
1977-78 12.20 15.66 19.97 -0.41 20.63 2.58
1978-7% 19,32 20.34 17.08 14.458 13.75 25.54
1979-80 2,32 ~-2.07 46,00 3.1 -8.&7 1.88
198081 16.50 25,64 -2.87 =&, 30 41.37 17.17
19g81-82 17.01 ?.5%4 7.28 S35.87 14.04 6.62
1982-83 2.98 Q.09 16,38 7.8% 0. 48 -21.01¢
1983-84 18.38 29.86 7.08 -173.71 3.88 09.70

1784--338 10.14

s
it
.

tn
£H

£5.82 ~3.b66 T6.29 -6.91

198586 22.01 12,65 JG. 468 RS R 1.95 76.89
19846-87 15.01 22.70 .07 —h .68 0,25 16.56
1987-88 2.97 1.45 16.06 ~14.43 12.39 -2.76
1988-89 256.48 24,641 82.31 13,47 7.68 42.47
1989--20 21.464 S8.72 JB.43  ~11,373 41.51 Q.59

1990-91 24.%52 2927 18.77 —~20.74 .44 49,60
1991-92 18.33 15,32 15.56 g0l 27.%4 R

Source : Computed by the authaor.
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Table 4.13

Annual Growth Rate of Net Savaings and Its Components (Current Prices)

Hrt Domestic Savings

Year Total HHS PCS Fa
1230-581 - - - -
1931-82 ~0.49 AR £©1.82 125,71
1FH2-03 ~-41.77 ~11.70 -PILT5 -78.77
19535-54 29,15 1.08 SO0, 00 -121.47%
1954--G35 19,70 2.11 bb . &7 —=250.,.00
1955~-596 67 .81 74,070 16.00 55.56
1984 -37 12.30 TL.00 22.41 257.14
1957-38 -30.,72 IR 64 —-&i, 56 -22.00
1958-59 ~-12.5& ~-7.%6 28.G7 -110.2
1289~-4&0 00,38 bk 83,733 S25.00
1760-61 22.76 -4, 0% 112.12 =603, 00
1961-62 -B.&65 -15.737 .14 20,47
17626 27.87 38,02 -7.10 12.472
1°67-564 15.79 12.084 2.14 46.51
174445 ?.b66 5,80 -T2.87 10,32
19465-66 29.47 47. -2.08 —-38.61
1766-67 21.08& 39, —-24,60 -134.,08
19467--68 -1Q.54 ~S.473 ~S0 .72 145,90
1968-469 .18 -4 ,87 a.a2 -78 .67
194970 49,465 41. 247,24 -215.79
1970-71 14,563 10,18 57 .48 202.27
197172 11.10 13.81 28,00 -83.46
1972-73 -2.18 1.37 ~ 10, 5T -927.27
197374 74.18 . o9 8n.79 2225.573
1974-79 1.82 —7.QL 38.65 77 .42
1973~-76& 18.70 26.31 -97.21 G55.2
\976-77 J0.80 2%.748 475,00 66.82
1977-78 14.80 18. %7 20,42 -23.,89
1978-79 22.58 22.473 38.47 19.7%
197980 -7.9% -8.63 116.15 -40.48
1980-81 15.74 22.580 -X5.82 -130.35
1981-82 o.12 5.97 -15.24 -679.25
1982-83 -7.42 ~5.4%5 14,73 -39.68
1983-84 22.465 >8.62 -31.34 -251.43
178483 5.98 1t. 10X.,.85 126.04
1985-86 29,17 20,13 84 .53 -2.473
1984687 15.99 26.02 ~66.87 80.83
19Q7-88 bL.70 11.89 &7 .90 51.82
19881-89 22.01% 17.92 237.17 22.173
1989-30 20,72 26 .80 77.97 45.79
199021 I3. 32 34,19 16.073 31.22
1991~-92 17.76 15.17 1.26 0,35

Source @ Computed by the author.
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Table 4.14
Growth Rate of Savings During 1950-51 to 1991-92

log ¥ = « t LlL: where loyg o taten at base 10

(Mo, of observation = 42)
K1, Name Constant Croefficient T dw statie~- Growth ratef
Nev, tac
1 2 3 4 o O 7
1 Groce 2,717 L0081 1.00 o.01 14,730
Domestic (T1.76L77)¥
Savang
(Total)
2 HHS(Gross) 22.5297 L0601 .99 2.00 14.8%
23.7073) %
3 FCS(Gross) 1.74607 LOEGED .98 1.70 12, 564
{(20.19273) %
4 FS (Gross) 2.1434 L0673 .98 1,59 11.25
(S.46277)%
a Net Domesz-— 2.4109 L0594 .27 1.9 14,646
tic Savang 29.1090) % ’
(Total)
6 HHS (Net) 2202724 L0670 .79 1.8% 15.72
(28.3037) 4%
7 FCS (Net) 1.,22709 . 0189 .71 1.88 11.91
(LH.T7628) X
8 HH&-FA 1.8920 . O6R] 98 1.48 16.98
(Gross) (1H.44734) %
9 HHS-FA 2.43583 L0850 7% ;.30 13.60
{Gross) (D0.6733) X
Note : 1) Growth rate for Met Domestic Saving from Public Sector
could not be computed since some of them are negative
and., therefore., logarithmic transformation is not
possible.
2) Figures in parenthesis are t-valuecs.
3 € Growth rate bhas been computed using the formula
reported in Chapter Z.4.73.
4) ¥, A%, 3x¥ dencote signifaicant at 1%, &% and 10% level
respectively.
Source : Computed by the author.



Table 4.15
Growth Rate of Savings During 1950-351 to 1959-60
lcg ¥ = a + Rt

where locg 1s talen at base 10

(Ne. of aobservation = 10Q)
S1. MName Caonstant Coefficiwvnt RT dw- staties~ Growth ratet€
N, tio
1 2 3 S 6 7
1 Groeg 2.8854 LO3R4A .75 1.87 ?.05
Domestac (3.596473)%
Savaing
(Total)
2 HHS 2.7277 L0410 .80 1.55 .90
(Gross) (4.2637)1%
3 FCS 1.920C2 L0308 P9 2.30 7.35
(Gross) 2.9899)x
4 FS 2.1740 L0217 .20 1.52 5.12
(Gross) (1.1733)%
S Net Domes— 22.3623 L0401 .7 1.83 ?.67
tic Saving (1.7910)%
(Total)
& HHS 2.443°2 LOBR2D .61 1.572 12.77
{(Net) (3.0690)%
7 FCS 1.4066 LOTDY .11 2.1% 8.42
{Net) (.8362)%
8 HHS-FA 1.6264 L1322 .63 1.58 Z5.58
(Gross) (4.0795) %
? HHS-FA 2.68713 LOTHER LS 2.10 b6.17
(Gr ose) DLA4TIDONVKY

Note : as an Table 4.14 above.

Source : Computed by the author.
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Table 4.16

Growth Rate of Savings During 1960-61 to 1969-70

loag ¥V = .« + [t
where log 1z talen at base 10
(Mev., of otweervatbtaon == 10)
51, Name Concstant CDEfflLl@ﬂt P“ dw~:tat3=~ Growth rateE
Nov. ti1c
1 2 = 4 S & 7
1 Gross 3.28461 05729 Q7 1.73 13,21
Domestic (14 .9260)%
Saving
(Total)
2 HHS (Gross) JI.0L10 L0674 o 1.469 16.79
(11.2266)%
3 FCE(Gross).4°01 L0716 . 80 1.65 .10
(S.13158)%
4 PS(Gross) 2.7427 LO260 .68 1.17 6.7
(1.9660)%%%
Q Net Domes— 2.982%5 0547 .91 2.04 13.42
tic Saving (9.5729)%
(Total)
& HHS (Net) 2D.7775% L0810 L92 1.82 20.50
(.2436)%
7 FCS(Net) 2.1925% -0,0817 .35 1.51 -11.22
(2.4282) %%
8 HHS- FA 2.7323 L2290 .86 2.19 6.91
(Gross) (1.9727)%xx
Q HHS-FN 2.8&811 .HYT? .91 1.77 18.5%
(Gross) (9.7122)%
Note : as an Table 4.14 above
Source : Computed by the author
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Table 4.17

Growth Rate of Savings During 1970-71 to 1979-80

lagg Y = o ¢ QL
where log 1 talern b base 10
(Mo. of ghegrvataion = 10)
a1, Name Canstant Coefficirent ﬁT du—statis—- Growth rate¥
No. tac
1 2 = 4q = ) 7
1 Gross I.8110 Q7148 27 1.79 17.92
Domestaic (19.237083)x
Savang
{(Total)
2 HHS (Gross) J.&780 L0679 .27 2,56 16.92
(17.474%9) %
X FCS(Gross) 2.87037 0% 8 .77 1.71 12,59
(34.5038)¥
4 FS(Grases) 3,042 .q7g8 .24 1.02 19.89
(4.54072) %
_ Net Domes— J.5522 LQ758 .95 2.31 192.07
tic Saving (12.6538)«%
{Total)
6 HHS (Net) F.R092 L0735 .95 2.31 19.00
(20.93192) %
7 FCS(Net) 2.1811 Q400 LO9 1.85 Q.65
(.44644)
a HHS-FA J.1728 LO793 .87 2.07 20.04
(Gross) (?.9389)
@ HHS-FPA 3.89126 L0628 .96 Z2.18B 15%.50
{Gross) (15.3638)x%
Note : as an Table 4.14 above

Source : Computed by the
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Table 4.18
Growth Rate of Savings During 1980-81 to 1991-92
log ¥ = a v [t

where Jog is taten at base 10

(Mo, of observation = 10)
Sl. Namie Constant Cooef fverent r-:'*' o tatie (irowth rater
Nce. tic
1 = = 4 % & 7
1 Gronss 4, 3750 L0171 .97 o.ze 4,02
Domestac (8.2513)%
Saving
{Total)
2 HHS (Greoss) 4.28731 L0698 .78 1.15 17 .44

23.8207)%

3 FCS(Gross) J.2391 0885 .77 1.78 22,670
(9.8087)%

4 FS(Gross) 3.8002 . Q099 .08 2.00 2.31
(1.4Q10) %

5 Net Domes— 4.0324 L0800 .98 2.61 20.36
tic Saving (5.1849)%

{(Tatal)

& HHS (Net) 4.,1328 L0751 .97 1.18 18.89
(20.42346)%

7 FCS(Net) 2.32%4 L1301 .78 1.92 24.973
_ (4.1617)%

a HHS-FA J.9297 Q720 .99 1.74 18.30
(Grrosa) (51.7148)%

Q HHS-FA 44,0243 L0671 .93 1.95 16.71
(Qrocs) (11.6901)%

Note : as in Table 4.14 above

Source : Computed by the author.
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Figure 4.1

Trends of GDS and NDS
(1950-51 to 1991-92)
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Figure 4.2

Trends of HHS, PCS AND PS (Gross)
(1960-61 to 1991-92)
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Figure 4.3

Trends of HHS-FA and HHS-PA
(1960-61 to 1991-92)
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Figure 4.4
Trends of GDS, HHS and HHS-FA
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Chapter—-98

DETERMINANTS OF SAVINGS




5.1 Introduction

The main cbiectave of this chapter i1g toe =tudy the
factors which have affected growth of savings by HHS in
financial (FAY. In the Yast chapteor we have noted  that
savingese both greoss and net have recorded mantfold 1ncrease
aver lacl farty- two voars — both on heeolute term and  alewn
in  terme of percentaqge of GDF/ZHDRE., The distinguishing
feature of this increase has been @ (1) two dicstinct phases
of growth: and (1i) =tructural sl fl not only in  terms of
instatution Lt by cbhject also.

The former refers to chare of gross savings in GNF
which has risen steadily from aboubt & per cent in 1950-51 to
touch a figure of about 24 per cent in 1978-79., Thereafter,
stagnated around 21.50 per cent. In case of structural
shift, proportion of HHS i1n Gross Savings has increased from
about 70 per cent in 19303 to around QC per cent in 1990s.
While HHS reported maxaimum savinges, structure of thie sector
toa, has undergare moast noticeable change. The share of
savings by HHS 1n FA which was a mere B.64 per cent bhas
increased steadily to about S0 per cent during 1980°s. In
terms of annual average growth rate, tooc, this sector has
recorded baighest growth of about 17 per cent during 195051
to 1991-92. It would, therefore. bhe of interest to
delineate the factors which have contributed to this shaft

in the structure of HHS and many Told increase in FA by HHS.
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Rest of this chopter as wrgnniceed as  follows: In
section 5.2 faclars affectang the arowth of  savings  have
been ididentified. Thie die fTollowed by specaification of  the
model to study the effects of varicus variables in HHS by FA
along with hypotheses about variables 1n section S.3. In
section S.4 estimated resulte and discussion of  these
results are reported. Finally, we  have summarised our

findinags wn section 9,5,

5.2. Determinants of Savings

We have observed in the previous chapter that among
the three sectors of domestic savings., HHS has =hown right
through ;n increasing trend not only in absolute terms but
in terms of 1ts share in total =savangs vis—-a-vis as
percentage of GDP. This cobservation is re—-enforced by high
growth rates of savings ~- both decadal and over all in  HHS.
Fur-ther, gquinguennial dota, too., provides us with the same
‘conclusion. From our analysis of the HHS and its components
(i.e. FA and PA). we have observed a changing scenario in
HHS. We have seen that the HHS in terms of FA has been the
one which has recorded phenomenal change dwring the period
under investigation. Furthermore, 2f we loobh at the FA, we
find that it i1s during last ten yvears or su. FA has shown a
change (in percentage, absclute valueszs. and as percentage of
GDPR). It implies that thore have heen substirtution of FA

for FA in HHS during this pericd. OQne would, then, like to
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find out what are the factors that brought about this shift

in the saving medium.

Another important observation i1s that during 1950-5%1
to 1978-79 Gross savings as percentage of GDP has
continuously increased. Ran (19683) attributes this ric:,e6 to
increasing FER ani «a tngs in foodgrain procurement, but
during the last decade (i.e. 1980-81 to 1989-70) it has
stagnated. However, the stagnation in =avangs during 1979-
80 to 1989-90 has raised debate as to why thas kind of

stagnation has set an.

Shetty (19790a, 1990b) argued ithat thas stagnation
has been observed due to persistent and growing dissaving in
net terms by the public sector during this period. He has
alsa argued that despite favourable condition prevailing in
the decade., HHS saving potential has not been realised due
to structural shift in the censumption pattern. Koy and Sen
(1991) disputed Shetty’'s claim. They argued that structural
shift has taken place in HHS. Further, the share of
corporate securities ipp FA has increacsed, the share of
machinery in FA has also increased and the share of non-

residential construction of FA  has fallen.

The first tendency suggests that more resources are
going to private industrial investment via the capital
marhet, The last two are consistent with a sagnificant

growth in informal and unorganised industry 1n recent times.
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Therefore, one may say thal HHE have been ooving  towards
sectors and ascsets that invelve lower capaital output ratios
and  saving-investment behaviour of househnlds bear a close
relationship with changes in the capital and labeour markets,
especially in industry which is the cause of the stagnation
in the averall saving ratio. While 1t 1=z suggested that «t
macro level, this stagnation may have come about by TfTalling
rate of savings from Fublic Sector in gross terms. and even
dissaving in  the same sector in net terms, this does not
tell the whale story ahoul stagrnaticn in the savangs.

We have noted in Chapter—-2 that role of savings in
national economy 12 to chanmelize resources for  investment
(Ran 1983). Going by the analysis reported above and also
in the last chapter. we may 1dentify some of the factors
which could have brought about this change.
Rac (1983) has identified that it is increasing quantum of
remittances from Indian naticnals abroad as the basic factor
respansible for the sharp rise of Household Sector Savingé
through a rise in the growth of bank deposits and foodgrain
procurement and stochling on a large cscale by the government.
during 1975-76 to 1979-80, Qther factors identified by him
are the Fersonal Disposable Income and Pravate Final
Consumption Expenditures which are connected to Household
Sector Savings. He bhas shown that there is a secular
increase at curvent prices an the rate of household =avings

from dispozable income. Thise s=supparts  the role of
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disposable income as & determining factor of savings.
Further, high income groups are havang  larger marginal
propensity to save than the other income groups. Again,
governments  attoempt on budgeting for revenwe  surplus also
increases Public Sector Savings which has adverse effect on
Household and Frivate Corporate Sector Savings. Moreover,
increasing rate of return in the form of i1nterest and tax
concessions ]also affects Houzehold Sector Savings
positively. Rao {(19920) alzo has poanted out the effect of

inflation on =avings in the Indian cconomy.

Krishnamurty and  Sharma (1779) have discussed
propensity to save in varlons sectors and considered normal
incame  hypothesis  which provides & supporting evidence
towards disposabkle income as a doeterminang  factor of
savings. They have considered the effect of intersectoral
terme of trade on the aggregate saving rate, given other
factors. From their analysis, the importance of Real Rate of
Interest as a determining factor of the rate of savings in
the househeld sector could ke felt. bhalliamson (1968) and
Gupta (1970a. 1°970h) have found peositive =zignificant effect'
of nominal rate of 1nterest on total and urban savings,
whereas Mazumdar et al. (1980) QQve reported pocsitive and
sagnificant effect of nominal anterect rate on  financial
saving. However., Bhattacharya (19Q7) anel Fandat (198%)

supports the positive effect of Real Rate of Interest on
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some components of Financial Savangs., such as, curvrency and
bank deposits. flevea ] rate of anterest A a  determining
factor of bouseheld saovaings have been regarded by Madhur
(1984), krrehnaswama et &l. (19872 also. Further,
kr-ishnamurty and Sharma (1790) provides us strong base to
consider taxation as an ampertant determinting factor of
Household Sector Savaings. Banking infrastructure 1is also
related to the Household Sector Savings and a2t depends
largely on the rate of interest 1t offers and the personal
disposeble income an the part of the individuals. In fact.
unlike Rao (1982). Ghoshy  (1920)  did not consider  the
remittances from expatriate Indians worlang abread as a part
of domestic savinge. Choudhury (1990) alen supported  the
views expressed by kraishnamurty and Sharma (1990) in case of
considering wnflation as an impor tant determinant of the
level of savings. Roy and Sen (1991) s analysis provides a
bircad base to consider rate of return on  investment in
corporate sector as an important factor of Household Sector

Savings.

Going by the above, we note that personal disposable
income, rate of interest either real or nominal, inflgtion
rate. taxation and rate of return on investment and
remirttances from abroad are the variables which appear to
affect savings in genersl and savings by HHS in particular.
We have noted above that 1n HHE, shaift has occured in favour

of FA and substatutizon of savinges an FA for PA  has taken
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place. ‘While the variables listed above have been found to
affect savings. in general or some component  of a1t the
direction causation appeasre to be far Trom cetltled as  there
are cenflicting evadence., ' Qur analysis yreported below might

help to clear some of the confusicon.,

3.3X. Model Specification

It has been noted ain the last section that the
following variables may have <come influence on  savings by
HHS in FA. These are — Frice Level (P;. Call Rate (CR)., Met
Warth (NW)Y, Credait Ratioe (CRATY, Personal Dhireposable ncome
(FDIY and Foreagn Evchange Roserwve (FERY. Therefore, we may

write savings 1n FA as function of these variables., t.e.

FA = f(F, CR, MW, CRAT, FDI, FER)  ....... (S.1)

Az far as the functional form of eq. (5.1) is concerned, we
notice that variables F,CR., NW and CRAT are in percentage or
ratioc form and FDI and TER are in absclute foarm. For the
correct specification of the model we suggest the Aform

(Intrilligator., 1978).

FA = A, e(BlP + BQCR + 83“ + R4CRAT) Bﬁ log PDI 86 log FER ¢ log U (5.2)

For the purpose of estimation, tabing log of both the sides

of eq. (5.2), we get,
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Log FA = log A + ByF + H-CR + BMW + BaCRAT +
Be log FDI + By toag FER + log U (5.3)
which may be rewriltien as

Log FA = B, + B(F + EB-CR + Ry NW + E4CRAT + Ee log FDI +

o

[(‘,\ 1oy FEFRE ¢+ Ft (5.4)

Equation (5.4 may, then, be estimated applying oLs

technique.

9.3.1. Hypothesises

As reported above, ouwr model has s tndependent
variables which we have included on specific consideration.
Thiz= 1leads teo a praori hypothecis  about ccocefficients of

f Y I

these variables.

We have consadered By as the coefficient of Frace
level. We Inow that 11 price ancrrases., consumption
expenditure has to go up and 1t might reduces the volume of
savings. Thus., F appeats to have an inverse velationship
with savings by FA. be expect. therefcre. By to be negative

and significant.

The relationshap bhetween interest rate and
investment 15 assumed to be negative in the literature. It
has been reported (Roy and Sen, 19921) that reason for growth
in FA has been channeliswng of savings wn investment via
capital marlket. Thus, savings in FA may be directly related

te investment. Thues, we may have an  invercse relation
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between savings in FA and rate of interest. However, choice
of interest rate is & probhlem acs  there have been
multiplicaty of interest. We have overcome this problem by
using Call Rate as proxy for anterest rate as this worlks  as

aeed rate’ in debtcrmuining anterest rates. We expect the

coefficient of B~ teo be neygative and =zagnificant.

Met worth  has  been considered to have a darect
effect on Tinancial savange. If net vorth increases savings
aleo increases and a fall an nel worth might lead to a Tall
in savings. Therefore., the coefficient of net worth., B-  is

likely to be positive and signifacantly different from

zZerQ.

In chapter—4. we have noted that banhk deposits have
recarded many fold increase. Out of thesze deposits, bant.s
give credit advances to andustry and gevernment. I1 more of
the credit goes to qgovernment, 1t reduces bant.s
profitability, Inverse is true when more of the credit goes
to commercial sector. We talke this credit ratio to capture
the influence of commercaal band credit  advances on
financial savings. We assumed CRAT as the ratic of Net BRank
credit  to Government to Bank Credit to commercial cector.
Therefore. if Net Ranhk Credit te government bhappens to be
higher than the Banl Credit to Commercial =sector then the

credit ratic will be higher than unity and vice-versa.
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Thus, credit ratico appears to have a direct relationship

with savings. Considering the relaticoneghaip mentioned above,

the coefficient of credit ratio, 12 iz e»xpected to be

positive.

The relatronship between Fercesonal Disposable  Income

and savings in financial assets is ascumed te be peositive.,

n

When PDI increasec, 1t might increases the volume of savings
and when FDI reduces it might reduce the (sclume of savings.
Thus. pereonal dicposable 1ncome zeems to have a positive
effect on savings and hznece the ceoefficient of personal
disposable income. Hg 1% evpected to hbe positive and

significant.

Lastly, reqgarding fToreign exchange reserve, there
are two sources of the same. viz. (1) when evport e)yceeds
import, and (ii) inflow of foreign capital which 1s used in
the highly productive sectar to earn higher revenue. Thas
might induce higher domestic savings an the financial
azssets, Therefore, the coefficient of foreign exchange

recserve, Bé is expected to be posaitive.

5.4 Results and Discussion
The data on relevant variables have beern collected
from secondary souwrces reported in Chapter-3. Then,

eguation 5.4 specified in section 5.3 has been estaimated



using OLS technigue and the resulte are reported in  Table
a.1. As pointed out earlier, this analysis is limited +to
period 1980-81 to 1991-97 due to various constraints.

A glance through the estimated results suggests very
good fit of the model as indicated by high value of Rz which
is 0.99. Further., we note that, Estimated Standard Error
(ESE) of phe coefficients is guite low which bas resulted in
high t-values and &ll the coeffacients are significant at 1

per cent level,

Now, as reported i egction S.3.1, 1af we lock at the
indivaidual coeoefficients we find that the wvariables Frice
level and Call Rate are negatively related to savings  and
their coefficients Bl and [-~ are Alzo negative. Roth are
significant at 1 per cent. This appears to provide some
explanation for Shetty (19%90a) conjectures that there have
been <shift in comnsumption. The price level cogfficient
being significant implies that out of FD1, if price changes
by 1 per cent consumption will 1ncrease by about half
percent, other thinge being egual. Ac  prices have been

rising. this might have affected HHS negatavely.

The negative corfficient of representative  interest
rate (i.e. €all rate ain o caze) can be seen in conjunction
with positive and significant coefficient of Net worth.

Raoth these combined together along with peositive coefficient
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of credit ratic explain the consistent increase in savings

in Financial assets.

In case of FDI and FER we find that both Eg and R,
have expected sign and significant at 1 per cent level. As
these variables are in log torm., we have partial elasticity
coefficients. Thise 1implies that, ceteris paribus, FDI
affects HHE savings more than proportionately., The change
in FER aperates through changes in Ranbk’'s reserve which
induces inérease the money supply in the economy. We have
noted in  Chapter-4, that among the compenents of FA,
currency held has shown large increases. The pgsitive
assaciation bLetwees: FA and FER, thus., well accounted for
through increase in currency increases as part of savings in

FA.

5.9. Summary

In the amnalysis carried out above, we have
identified the determinants of =savings in FFinancial Assets.
OQur model includes the variables Frice Level, Call Rate, Net
Worth, Credit Ratio, Personal Disposable Income and Foreign
Exchange Reserve which are rgported to have influence on FA.
Certain hypothesicses have been made regarding the
coefficients of the variables and are examined with the help

of Regression analysis of these variabhles.

Dur findings tally to the hypothesises made in

section 5.3.1, that the variables Frice Le.el and Call Rate
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are negatively related to savings and there coefficients By
and Es are negative. On the other hand. the variables Net
worth, Credit Ratio., Fersonal Dispo=able Income and Foreign
Exchange Reserve are positively related with savings and
their coefficients B Bgq. B and H, are positive and

significant.

109



Table-3.1

Regression Results for Determinants of PA

(Period 1980-81 to 1991-92)

S1.Mo. VVariable Co-efficient T-VYalues
1 Intercept -7 .4737 13.888%%
(0.5381L)
2 F -0, 0485 7 .2323%
(Q.Q067)
3 CR -0,0749 6.84096%
(0.00549)
4 NW Q.0206 4,.5307%
(0.00435)
S CRAT 00,2301 6.1028%
(G.O0377)
& PDI 1.3140 43.442%¥%
(Q.0303)
7 FER 0.1811 G.6500%
(0.0321)
Note ¢ L. Figure in parenthesis are Standard Errors
2. %X denotes significant at 1% level.
Source @ Computed by the author.
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Chapter—-6

CONCLUSION




6.1, Review of the Main Findings of the Study

The objective of our study has been to look at the
trends of savings behaviour and its sectoral composition, to
identify the determinants of savings especially that of
savings in Fipancial Assets and the relationship between

financial savings and factors/variables affecting it.

The analysis of trends and growth rate in Chapter IV

suggests that there are two distainct phases 1in  savings

during 195%0-51 teo 1991-92. BReginning from 1950-31 tco 1978-
79, it has increased on all accounts, viz. ahsolute terms as
weell as per cent of GDP/NDP. After 1978-79, it has stagnated
at around 221 per cent and 14 per cent of GDF and NDF
respectively till 1988-89. Thereafter, Gross savings picked
up .gradually and is reported at 22.69 per cent in 1989-90,
26.47 per cent during 1990-21 and 27.32 per cent in 1991-92
as percentage of GDP. (Similarly, NDS also has picked up
gradually and is reported at 15.43 per cent 1in 1989-90,
17.40 per cent in 1990-91 and 17.96 per cent in 1991-92 in

terms of NDP).

During 1979-80 to 1988-89, it has been on the
¥
stagnation phase for which conflicting explanation have

been put forward by researchers. Shetty (19%90a) has
attributed this stagnation to falling contribution by public

sector savings which 1in net terms has reported to be
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negative and fall in the foreign remjftances. Roy and 6en
(1991 attribute this stagnation te falling return in  the
private corporate sector investments. Dur analysis suggests
that views eqpressed by Shetty (1990a, b) about stagnation
may partly hold during 197980 to 1988-89 as public sector
has been net dissaver during the =aird period. However, when
we extend this analysis to year 1989-90 to 1990-92, we find
that despite continued dissaving by publaic sector. there has
been a turn around in gavings as 1t has shown increasing
trend. which has come mainly from HHS. Thus, Shetty’'s other
argument does not seem to hold that drop in HHS can be
attributed to conspicucus consumption, When this change is
seen in conjunction with determinants of savings, we find
that due to limited cpportunity of substitution of savings
in FA for PA, HHS might have stagnated. 'This appears to
support Roy and Sen (1991) hypothesis. Another explanation
may be added to these factors that lower growth in  HHS
sector savings both in Financial Assets and Physical Assets
may also have contributed to this stagnation. The former
has slowed because of fall in foreign remittances, marginal
decline in net worth and more credit advances has been going

to government sector.

Another objective of the analysis has been to
examine the sectoral compesition of savings. This aspect is

reported in detail in Chapter—-4. We note that saving in



Fraivate Corporate Sector and Public Sector has stagnated
right through as indicated by their share in GDP as well as
NDP 1t as Household Sector whach has i1ncreased from about
7.67 per cent of GDF 1n 1930-%31 to about 22.37 per cent 1in
1991-92 (and from about 5.39 per cent of MNDP an 1950-5%1 to
about 18.01 per cent in 1271-92). Fur ther, in household
seclor, it 15 savings in Tinancial assets which has recorded
dramatic increase from about 0,46 per cent of GDP 1n 1953G-51
te 10.87 per cent 1n 19921-92, recordaing an overall annual

growth of about 17 per cent. Thus. household sector saving

which was predominantly in Fhysacal Assets in 1950s (7 per

\

cent of OGDFP) 1= now dominated by Minancial Assets as  per

—

cent of GDP. Yel another otvective of o astuady has been to

identafy the factors which affect savings in general.

Review of the studies on savings trend suggest that
variables like Fersonal Disposable Income, Rate of Interest,
Inflation Rate, Taxation, Rate of Return on Investment and
Foreign Remittances affect savings either total or ‘Some
components of it. But we have not come across a cause—effect
relationship between savings or 1ts components and other
variables. Taking theoretical consideration about variables
which are likely to affect savings or 1ts compornents, we
have carraied out regression analysis. We have regressed
savings in Fainancial Assets on Praice level, Call Rate, Net
Worth, Credit Ratio, Fersonal Disposable Income and Foreagn

Exchange Reserve. Our results suggests that the coefficient
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of price level and call rate are negatively related to
savings in Financial Azsetlts and that of net worth, credit
ratio, personal disposable incone and foreign eschange
reserve are positive, which supportsvthe conjecture by Rao
(1283), Shetty (19%0a, b), krlshnamgrty and Sharma (1970},

Choudhury (1970), Roy and Sen (1991).

6.2, Implications of the Findings

As reported above, analysis of trend of savings
suggests  twe distinct phase and possibly making of  another
rising trend. This aspect is breoadly similar te those
reported by Shetty (1990) and Roy and Sen (1991). Sectoral
composition too is similar to the one reported by Roy and
Sen (1971) that a long term stable trend is evident in HHS

saving in Financial assets.

Analysis of sectoral composition suggest that
stagnation during 1980s may have come about due to falling
share savings in Fublic sector and erratic performance Qn/
saving fron by PCS. During last five years as PCS has shown
increase in percentage of GDF - from 1.69 per cent in 1986-—
87 to 3.07 per cent 1991-92, total Gross Saving too has
shown increasing trend. This observation disputes the claim
of Shetty (1990) that stagnation has come about due to

structural shift in consumption and csupports the views

expressed by Roy and Sen (1991).
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Study of determinants appears to be very

interesting. First, most of the variables used as
determinants were indicated by other researchers. Eut
ewgept for FDC and  interest rate no cause—-effect
relationship has been carraied ocuvt. Qur multiple regression

analysis sheds light on the direction of causzation of these
variables on HHZ Savangs ain (. With high value of R<  and
all the coefficients being =zignificant 1 per cent level of
confidence removes some of the confusion ;bout the role of

interest and prices 1n savings.

6.3. Limitations of the Study and Future Scaope of the

Research

There are a few limitations of the study which could
not be overcome. First, in case of analysis of trend, we
have uwused GDF or NDF. It has been pointed by other
researchers that the stagnation in savings in eighties may
have come because of shifts in concumption. This could not
be investigated hecause income distribution data were not
readily available. Secondly, determinant analysis is
limited to HHS =avings in FA only and that toeo at the
aggregate level. There are various components of savings in
FA. The variables whaich appear to explain the HHS in FA may
not per;orm with =same intensity on other components.

Finally, our study has to be completed within a very short

period because of time constraints on M.Fhil dissertation.



This study raises a number of issues which can be profitably
pursued. Fgr example, how far shiftes in consumption in HHS
has been responsible Tor stagnation in total saving.
Ancther aspect couuld be extending back the period of

investigation of determinants of HHS saving in FA.
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