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C h a p t e r - 1 

INTRODUCTION 



1,1 Introduction 

The term 'saving' means "income not spent." At the 

end of any period, saving is equal to income m that period 

minus consumption. 

Considering the role of savings m overall economic 

activity, it is not surprising to find the importance 

accorded to it in econoniic analysjs. But saving has been 

treated as a purely passive concept (Kumar, 1992). Initial 

theoretical foundation'-i of 'o.-ivit̂ gs are based on theories of 

consumption v-Jhich is basically keeping up with the passive 

role assigned to savifigs. The study of fornis which savings 

can take and its determinants is of relatively recent 

origin, 

Savings can occur m 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 household sector, Miough typically the public sector 

is net borrower while the households and corporate sectors 

are lenders. 

The empirical work on saving has proceeded in many 

directions which includes determinants of savings at the 

aggregate level (Deaton, 19^2) or, the studies pertaining to 



determinants of variouiii forms of savjng. For the latter 

case, there have been several attempts, notably by Boskin 

(1978), Bljnder and Denton (J985), Fry (1988), Gaovannina 

(1983, 1905), Gupta (198"7) and others to investigate the 

relationship between savings (total as well as various 

forms) with the rate of interest. The findings of these 

researchers can be classified broadly into two categories 

those studies which look for a direct effect of interest 

rates on the savangs, and those, which for a relation 

between the rate of growth of consumption and the interest 

rate. In both tlie cases, association between interest 

rate(s) and various forms of saving appears to be 

inconclusive as sonie studies have reported positive 

association while other have found no such evidence. 

There have been several studies pertaining to the 

savings behaviour in India also which could be classified 

into several groups (Choudhury, 1990), covering (i) the 

methodological issues, (ii) the trends in the savings 

behaviour as well as trends of savings at the sectoral 

level, and (iii) the potentials for household savings in 

India. While all these studies emphasise the rolB of savings 

in €?conomic growth, Mio finding of these studies is often 

contradictory or, someLinies explanation put forward may be 

valid for specific tinie period. As time goes by, one needs 

to look at these findings m the light of fresh data. The 



objective of this EIUCI/ i-s to carry out an analysis of 

savings in India m ordpr to removp some of the confusions 

regarding savings trend xu India. 

1.2 Objective and Scope of Study 

As apparent, froin the short review reported above, 

the issue of the association between interest rate and 

savings with other variables seenis to be far from settled. 

We intend to investigate? (.his iL-Eue i-Jith Indian data. 

The main objectives of our study m detail sre: 

i . to study the trends of sa'/ing behaviour. 

2. to look at ttie sectoral composition of savings. 

3. to identify the deterininants of savings speci­

fically that of savings in financial assets. 

4. to study the inter-relationship between savings 

and factors influencing the same. 

The study is based on secondary data collected from 

various issues of National Accounts Statistics, Economic 

Survey, Report on Currency and Finance, Reserve Bank of 

India Bulletin, and Economic and Political Weel-ly, arid 

covers the period 1950-51 to 1991-<?2. However, study of 

determinants is limited to savjngs 3n Fmancjal Assets 

during 1980-81 to 1991-<^2. 



1.3 Chapter Plan of the Study 

The study has been oryanised into six chapters: 

In Chapter 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 e>:isting 

literature in the relevant area in Chapter II which forms 

the basis of our investi(3ation in Chapter IV and V. 

Specifically, wf? h.-/r> Btudied and reported the existing 

literatures 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 methodological aspects of the study has been 

reported in Chapter III. This chapter reports the data 

sources and outlines the methods used in our stud/ for the 

purpose of refinement of data. This is followed by the 

statistical and econometric techniques used for data 

analysis. 

In Chapter IV, we have analysed the saving behaviour 

with Indian data for understanding the actual phenomenon of 

saving growth since 1950-51. Here, we have looked into the 

time evolution of savings durin.g 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 savings in Financial Asset's by 

Household Sector Saving which 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 DF EXISTING LITERATURE 



2-1 Introduction 

As pointed out in the last chapter, the main 

objective of this study is to look into the long term trend 

of savings in India and to identify its determinants in 

recent times. We have al^o pointed out that though savings 

plays 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 existing literature on savings. This 

will provide a background for analysing the trend and 

composition of savings in India in Chapter-4 and identifying 

its determinants in Chapter-^ 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 determinants 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 consumption. In Economics, saving has been treated as 

a purely passive concept (Kumar. 1<?=?2). Saving can occur in 

the public sector when tax revenues exceed final consumption 

by government plus transfer payments and subsidies and in 

the corporate sector whr>re profits are not distributed, 

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

The theory of savings proceeds mainly in two 

directions which is consistent with the passive role 

assigned to it. In this section we present a brief review 

which provides valuable insight for studies of trends and 

growth of savings. 

U^ m Jim m A m S a v i n g s 
Mode ls 

^ a v i p q s 

i p N a t i 

I n 

o n a l I nca 

N a t i o n a l 

in)(? 

l i 

ACCDU 

ncome 

i n t i n a 

and 

a n d 

P I 

Macro 

-•oduc t 
Accounts; 

The product and income sides are two different 

measures of the same continuous flow of currently produced 

goods and services m tJie economy- The product side 

measures expenditures on output. These expenditures then 

become payments compensating the factors that produced the 

output. These factor incomes then are disposed of in 

consumer expenditure, ta>! payments, saving, and transfer 

payments to foreigners. We can view gross national product 



(GNP) in three different ways - all meaBuring identically 

the same flow. The first is GNP measured by expenditure on 

final product; \he second is GNP measured by the type of 

income generated xn production; the third is GNP measured by 

the way this income is used or disposed of. The first and 

third of these measurements give us the-basic GNP identity 

that is fund.amental to the study of Economics on an 

aggregate or "macro" level (Branson, l*???) : 

C + I + G •<• (X~M) -- C-NI-' ̂ C + S + T + Rf (2.1) 

The left hand side of this identity measures GNP by 

e>!penditures on final product. l-\Bre C is consumers 

expenditure, I is business- expenditure on plant, equipment, 

inventories and residential construction. all aggregated 

into gross private domestic investment; G is total (federal, 

state and local) government purchases of goods and services; 

(X-M) is net exports. 

The right-hand side of equation (2,1) measures GNP 

by the way income earned in production is disposed of. Here 

Cf again, is consumer expenditure; S is total saving by 

consumers and by businesses in the form of depreciation 

allowances and retained earnings; T is net tax payments 

(total tax receipts less transfer, mtereot and subsidy 

payments by all levels of government); Rf is transfer 

payments to foreigners by private citizens, for example, in 

8 



private pension plans or donations to international relief 

efforts. 

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

saving-investment identity, 

I + G + (X-M) = S + T + Rf (2.2) 

The sum on the left hand side represents 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 consu.rier expenditure 

as saving, then this equation can be interpreted as an 

investment = saving identity. 

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 = S + (T-G) (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-6. The 

latter is the total federal, state and local government 

surplus. Output going to business investment plus 



residential construction must be equal to the sum of private 

saving-after ta>: income not spent - plus the net surplus of 

government. 

Stating in a slightly different way,, starting with 

the basic identity, 

C + I + G = Y = C + S + T (2-4) 

Subtracting the real consumption component from each 

side of equation (4) gives us 

Y - C = I + G and Y - C = S + t (2.!;.) 

So that I + G = 3 + T (2.6) 

is just another way to express the basic real identity 

(2.1). Equation (2.6) expresses the sa^^ing-investment 

balance implicit in the basic GNP identity. On the product 

side, I+G is the aipcunt of real output that does not go to 

consumer expenditure,, 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 consumers - I+G - must equal the amount of income 

that consumers do not send - S+T. 

By moving the G term to the right hand side of 

equation (2.6) we obtain another e>:pression for the saving 

investment balance, 

I = S + (T-G) (2.7) 

10 



Here, I is totsl private investrneDt (groB=> or net, 

depending on the definition of Y), S is total private saving 

and (T-G) is the? •government surplus,, whjct) 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 Econom3c Growth 

In the theory 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 neo­

classical growtt) models, and many subsequent models of 

economic growth. 

Harrod (1937) assumed savings as a simple 

proportional function of national income (Sen, 1970) 

S = sY (2,8) 

where s = the avf-iciqe nnd marginal propensity to save. 

Given the proportional savings function and the 

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

Y = sY (2.9) 

= > hy = s/V (2.10) 

Where, V = capital output ratio 

o 

Y = rate of change of national income 
o 

Y/Y = rate of growth of national incbme 

11 
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Harrod'B model Bays that V/Y must equal the ratio 

of propen-sity to savp, s, to thB capital output ratio, V, 

its equilibriunf 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, 

!/I = as (2.11) 

where, I = the flow of investment 

I = the rate of change of I 

<T = the potential social average investment 
product w i ty 

5 = tf)e constant average and marginal 
propensity to save. 

Domar'5 model demonstrates that, as both s and cr are 

assumed to be constant, the rate of growth of investment 

that will maintain actual income equal to the maximum 

potential level of income is a constant proportional rate of 

SCT . 

Thus, Harrod-Domar classical model of economic 

growth considers saving as the fraction of income denoted to 

save and that economic growth depends upon savings only. 

But the neo-classicalists do not consider the 

classical argument. According to them in the full 

employment level saving is automatically invested, i.e. 



S = I (2.12) 

One of their tfiree proposi tionfi says that saving is 

a simple proportional function of the rate of national 

income or national product, Y(t). 

S = s Y( t) (2.13) 

The neo-clasBicalists 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-Domar model. According to them, the long run 

growth is not possible due to the presence of diminishing 

returns to capital-

2.2.2. 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 

Duesenburry (1949), Kaldor (1955-56, 1961) and Modigliani 

(1964). The classical saving function makes the saving 

ratio S a function of the profit rate P. 

S = S(r) : S > 0 (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 

ratio a function of profit rate P and capital-output ratio 

V. This could be written as 

S = S^W + SpP " (2.15) 

Here, wage incame W plus profit income P add to 

output Q. Kaldor assumes that the saving ratio out of profit 

S is greater than that of wages B̂ ^ and it lies between 1 

and O. That is, 

1 > Sp > Ŝ ^ - O (2.16) 

Ando-Modigliani suggested consumption function which 

could be converted to a saving function 

C = C<QW + a^K; 1 > a^ > a^ > O (2.17) 

Assuming S + C = Q (2.18) 

S = Q - C 

O - Q Q W + a^K (2.19) 

Here, consumption depend on labor income W and 

consumer net worth K. in the consumption function. 

Trtflation. Saving and (3rowth 

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 (2 - 20) 

This is the upper limit to growth in the long run in any 

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 B 

extra units of capital to produce an additional unit of 

output and that the ratio of the increment of capital to 

national output is 9 per cent, the rate of growth permitted 

by these conditions is given by the division of the two 

ratios 

6Y 6K fK 97. 

where 

f;Y 

/ 

tY 
= z-y. 

= growth rate of output 

(2.21) 

&K 

Y 
= I/Y = investment ratio 

= I/GY = incremental capital-output ratio. 

The natural rate of growth may lie substantially 

above this rate and it cannot be achieved unless the ratio 

of investible resource to output rises or capital required 

per unit of additional output falls. There will also be a 

gap between the growth of the labour force and the growth of 

15 



employment opportunities. Given the capital-output ratio, 

the capital-labour ratio must rise at the same rate as the 

productivity of labour, whxch means that the growth of 

employment will be uniquely determined by the difference 

between the rate of (growth of capital and the rate of growth 

of productivity. The formulation of the employment proble 

gives an alternative expression for the actual growth rate 

of 

6Y 
= e + t (2.22) 

m 

Y 

Where e is the rate of growth of employment 

t is the rate of growth of labour productivity. 

If the natural rate of growth lies above the 

attainable rate of growth, there must be profitable 

investment opportunities for saving in excess of the saving 

currently being undertaken. Otherwise, it will give rise to 

excess demand. Planned investment will exceed planned 

saving causing aggregate demand to exceed aggregate 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 set by the 

propensity to save, i.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 •is little or no scope for reducing capital 

requirements per unit of output which, given the saving 

ratio, is the only way in which the actual growth rate could 

ey.CBed the warranted rate determified by plans to save. Of 

course, if inflation makes e>! post (actual) saving greater 

than e>! 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 th» lmv©l of per capita income, both of which, will 

rise in the initial stages of monetary expansion. 

Provided that the capital-output ratio is fairly 

uniform across 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 K''.en 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 *<lter favourably the structure of capital 

to yield more output per unit of capital invested, and 

through an expansion of monetary assets it can encourage the 

process of >>oluntary saving. The inter-dependence between 

growth, 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 e>!pecting the saving 

ratio 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 development and sustained expansion of 

living standards. The key variable is saving generated by 

investment. 

2.2.4 Saving in Open Economv 

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 is 

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 is 

seen from the ;tational income identity (Jones, 1975) i 
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Y = C + I + X - M (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 - I = X - M (2.24) 

or I - S = M - X ' (2.25) 

where S = 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 helps in controlling balance 

of payments. It can improve the balance of payments only if 

it increases domestic output more than it increases domestic 

expenditure; i.e. if it increases domestic saving. In 

equation (2.25), if S is raised, as a result of devaluation, 

the payments will improve. Saving can' only raise if 

devaluation expands 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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I I 
(2.26) 

«Y Y 

where, 

growth rate 
Y 

I/GY = the incremental capital output ratio 

I/Y = investment ratio. 

Since from equation (2.25), I = S + M - X, we have 

^Y I S M - X 
. = + (2.27) 

Y GY Y Y 

I/6Y = the incremental capital output ratio. 

Assuming 1//>Y and S/Y remain unchanged, an import 

surplus raises the growth rate. If all capital imports are 

saved and invested the 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 apparent inverse 

relation between foreign capital inflows and domestic 

savJ ngs. 
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2.3. Empirical Works on Savings 

The empirical works on savings has proceeded in many 

directions which ii.Mjdic determinants of savings at the 

aggregate level (Deatorn, 198,9) or, the studies pertaining to 

determinants of various forms of savings. For the later 

case, there have been several attempts, for example, Boskin 

(1978), Blinder and Deatbn (1985), Fry (1988), Glovannini 

(1983,85), Gupta (1987) and others. They have tried to 

investigate the rBli^tion^hxp between savings (total as well 

as various 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 a 

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 reported' positive 

association while others have found no such evidence. As 

apparent, the issue of the association 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 Srivings behaviour as well as trends in 

savings at the sectoral level. 

2.4.1. Studies on Methodology 

The Central Statistical Organisation (CSO) has been 

releasing the official estimates of national income and 

related aggregates including those of saving in its annual 

publication National Accounts Statistics (NAS). On the 

other hand, the Reserve Bank of India (RBI) also publishes 

the estimates of savings in its Report on Currency and 

Finance. For this purpose the RBI utilises the 

information/estimates as available in the NAS and its own 

estimates of household financial saving and saving of 

private corporate sector. The difference between the. above 

two sets of estimates of domestic saving has been 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 of the estimates of capital formation and 

saving, also looked 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 



series of discussions and have agreed on a uniform 

methodology and data base and areas of responsibilities so 

as to avoid duplication of work in future. The arrangement 

came into effect in late 1987. Thus, with the introduction 

of New series of National Accounts with 1980-fll as base year 

in February 1988, the onl/ difference between the two sets 

of figures of dom-i-Lic saving prepared by RBI and CSO 

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

preparation of estimates and their release. 

Thus, the methodology that derived follows that 

saving represents the e>!ces5 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 

sectors (i) public sector, (ii) private corporate sector and 

(iii) household sector. 

Public sector covers government administration, 

departmental enterprises and non-departmental enterprises. 

The non-departmental enterprises comprise government 

companies, statutory corporations and port trusts. Private 

Corporate Sector comprises all non-government, non 

financial/financial corporate enterprises and cooperative 

institutions. The households sector comprises, apart from 



individuals, all non-governiTient, 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 houst^holds. 

In this regard Datia Roy Choudfiury and Bagchi (1990) 

argues that the paper from CSO 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 New Series of Savings, 

Chakarvarty (1990) particularly questioned the estimation of 

consumption of fixed 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 savings have to be written off by as much as 

nearly 50 per cent in order to arrive at the estimates of 



net savings. However, he felt that, though the CSO 

publications do mentjon that the life table of the various 

types of physical assets have been taken into account for 

measuring depreciation, it is not clear whether this has 

been done with the care that is needed. Although it is 

quite 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 which uqhL lead to a bunching of investment 

requirements for replacement purpose in the coming years 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, is 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 expressed by Ghosh 
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on the mere fact that the? savings estimates - the savings in 

financial assets, to be exact - have a sufficiently 

extensive and curr»ent data base which is not equally true of 

the estimates of capital formation a?, they are often bascf̂ d 

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 v;hich have looked into 

the long term trend of savings in India. The study by Rao 

(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 1950-51 to 19.54 per cent in in 1979-

80. But 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 NDP 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 

periods. It confirms the e>:istence 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 

quinquential period as compared to the earlier ones. This 

sharp increase in the second half of the seventies, Rao 
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(1783) points out, is due to the increasing quantum of 

remittance from IniJitTn nntionala .abroad, and foodgraln 

procurement and stTocI \f,g an a large scale by the government. 

Rao (1*?83) has also analysed the components of net 

savings by disaggregating it into three sectors. He argues 

that during the period 1950--51 to J 979-80 savings in HHS 

sector accounted for about 76.26 per cent. This, he says, 

may stabilise some where around 75 per cent of the total in 

the long run. On the basis of all of these analyses, 

savings, Rao (1983) has drawn the following paradoxical 

features of aggregate savings behaviour in India: 

(i) 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. 

(ii) 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. 

(ill) A deliberate atteoipt nn the pari 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) An 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 is linked with 

factor 1 above. 

(vi) The growth of the corporate sector. 

(vii) The fluctuating character of the, annual 

NDP 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 desired 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 perhaps be correct to conclude that each of 

these factors contribute to an explanation of the rise in 
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the savings rate in India in spite of its continuing low per 

capita income." 

Krishnamurty and Sharma (1990) seeks to examine the 

implications of New National Accounts Series released in 

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 crosr- H-r-cLion 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 provided 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. !, 



A methô J of e>:a(nining 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 Krishnamurty and Sharma (1990) are s 

(i) Output, whichever way it is measured, is 

higher in the new series compared to the old but the 

coefficient of variability is about the same. However, 

average increments from year 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 Iwc series, on the average, do not 

significantly differ from each other, 

(ii) A comparison of average gross and net 

saving reveals a mi>!ed picture. Except for gross corporate 

saving which shows significant discordance in movements in 

levels as well as growth rates, total gross saving and its 

other constituents do not. 

(iii) Net saving, however, shows divergence 

only in 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 except for corporate sector-
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(v) Gross and net saving rates have a similar 

pattern e>!cept in the CÊ se of public saving and the growth 

of corporate saving rate. 

(vi) Composition^ of gross saving by sectors 

does not show any differential behavioural patterns except 

the growth rate of share of corporate saving. 

(vii) Composition of net saving shows a mixed 

picture. This is not unc?>!pected due to differential 

patterns observed with respect to capital consumption-

(viii) Composition of housefiold financial saving 

shows similar behaviour except in the case of shares and 

debentures, and provident and pension funds. A conjecture 

with regard to shares end debentures is the revision in 

estimation of paid-up capital 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 btehaviour in 

India based on their survey (1987), e.g. the principal 

hypothesis related to income, differential propensities to 

consume/save between agricultural and non-agricultural 

sectors and the role of intersectoral terms of trade, 

interest rate, inflation, taxation and banking 

infrastructure. 



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; 

(li) lower propensity to save iri agricultural 

sector compared to non-agricultural sector. 

(iii) Narrowing of the propensity differential 

between the two sectors in the post seventies as a result of 

a sharper rise in the saving propensity of the agricultural 

sector following the green revolution; 

(iv) Adverse impact of a rise in inter-sectoral 

terms of trade in favour ofiagriculture on the aggregate 

saving rate, given other factors; 

(v) Regarding the role of rate of interest in 

influencing saving behaviour they say "The evidence about 

the strong supportive role of interest rfite in India has not 

been very clear-cut. In the Indian context the nominal 

rates of interest in Lhe organised markets have been 

regulated by public authority and their variation has not 

been larger over the ye^ars. However, what is of relevance 

in the analysis of saving rates is not nominal rates of 

interest, but real rate of interest, i.e., interest rate 

adjusted for actual or expected rate of inflation." 

(vi) An unequivocal 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 in a Cl'unt̂ -y like India with low consumption 

levels where consumers are likely to resist cuts in real 

consumption. Which of the two opprisifig consequences of 

inflation could dominate in turn depends on a host of 

interrelated factors such as e>!tent of inflation, 

composition of consumption (durables and non-durables) and 

saving (physical and financial assets), e>!pec tations, 

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 conte)!t. However, the 

study of Krishnaswamy, Krishnamurty and Sharma (1987) 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 B,rB not robust. 

However, they point 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. 



(i>!) There has been financial development in 

India and in particular, strengthening of banking 

infrastructure over the years. This is particularly 

noticeable in the post-bank-nationalisation period,- i.e., 

1969 onwards. This has led to larger mobilisation of saving 

and increase in the saving rate particularly of the 

household sector in the seventies. 

Ghosh (1*?^0) 1 nver,iigf^ted the problem of stagnation 

in rate of saving and attempted to identify the factors 

which possibly have led to this tend in the recent past. 

According to him, the remittances for e>;portriate Indians 

working abroad are not part of domestic savings though they 

may be deemed to be national savings and therefore to that 
i 
I 

extent measures of domestic saving should be independent of 

1 

remittances. Again, taking up the question of overall 

savings, Ghosh argues that since in macro terms I=S, the 

deflator for investment becomes, in effect, the deflator for 

savings. According to him in theory, there is no other 

satisfactory way of deriving a deflator for domestic saving 

though some argue that the deflator for gross domestic 

e>!penditure 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 



steep decline in the rste 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 

sixties and (iii) 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 

(i990) is that there art^ increasingly new types of 

government expenditure under the Rural Development 

Department of the Ministry of Agriculture whicJi are really 

of the nature of capital expenditure but may not be treated 

as such in the national income accounts. To the extent 

funds under the RLEGF/NREP/DPAP and similar programmees lead 

to payments 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 tfie form of' financial 

instruments of saving is 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 (i<?90a) in his Paper makes a plea for 

producing real saving series as a memorandum item in 
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National Accounts. He argues that savings of the private 

corporate sector, the public sector and of the 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 financial assets. However, 

this approach of Shetty (1*^90) will not lead to the e>: post 

identity of I=S 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 S£*ving in real terms would be same as for 

investment to maintain the identity I=S 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 implicationi 

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 

so, 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 
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relative prices induced any significant change in choice of 

technique, capacity utilisation,, etc, leading to more 

efficient use of capital at least in IJu? private sector?" 

Roy Choudhury (J 990) uses deflated data of household 

savings and personal disposable income to study the pattern 

of household savings in India. The deflator to be used for 

obtaining the series of savings at constant prices nped not 

be the same for the total and for the housefiold sector. She 

uses data on Household Savings available from Old and New 

Series of NAS to draw conclusions regarding the household 

savings behaviour since 1970-71 and changes therein. Then 

proceeds to analyse the time series of household financial 

and total savings by the use of alternative savings 

functions and draw conclusions regarding the household 

savings behaviour m terms of average and marginal 

propensities to save and income elasticity of saving both at 

current and constant prices. This Paper 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 (1990) 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 in prices being an 

important determinants of the levels of saving •t;hough it 
1 

appears to have a moderate influence. 



Roy ChoLidhury and Bagchi (1990) e;;amines critically 

the revisions undertaken by CSO 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 

estimates, 

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 (1990) further, discussed 

the method of estimation and whether the stagnation observed 

is not due to the particular method adopted for estimating 

total corporate sectjr saving by using the blow-up factor 

(paid up capital proportions) applied to RBI 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 behaviour in India arB roughly, gross domestic saving 
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as percentage of GDP at current market prices experienced a 

rising trend until the latter half of the 19705 and touched , 

a peak of 23.2 per cent: ir> 1978-79 instead of foreign inward 

remittances, large foodgrains procurement, and currency 

expansion. The rate has consistently remained below or 

equivalent to the peak reached in the latter half of the 

1970'E. From his study Shetty has drawn the following 

conclusions : First. despite substantial fiscal concessions 

for the corporate sector, ttie sectors saving rate has 

stubbornly remained feeble. Second. the 1980's have been a 

decade favouring rather significantly the urban saving 

groups and yet the improvement in household saving rate has 

been moderate. Third, even this moderate level of household 

saving has been sustained because of substantial 

subsidisation of household consumption as wel1 as household 

saving. Fourth. such subsidisation is to an extent 

responsible for the sizeable dissavings by the public 

sector. Even tfie corporate sector confers many benefits on 

its high income executives and employees such that they tend 

to subsidise household consumption as well as saving. 

Fifth. the fiscal privileges on saving instruments seem to 

have tended to produce sizeable perverse 'wealth' effects 

which in turn seem to have contributed to the encouragement 

for conspicuous consumption. Finally. in such 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 adversely affect the 

disposable income of the household sector and in turn the 

household saving. Therefore, attempts have to be directed 

at the root of the problem which is to curb conspicuous 

consumption. 

Recently Roy and Sen (1971) studied the saving 

investment data in the wider context of recent industrial 

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 behaviour 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 investible resources 

and the productivity of these resources. In the 19705, 

India's savings rate was high by developing country 

standards but that did not contribute to higher growth. 

•More recently, economic qrowth 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 ars now becoming available for sectors and uses 

that generate higher income per unit of capital. 

In India, 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 phiysical assets liJe machinery in 

agriculture and small industry. In this Paper, we found 

that in the eighties, the share of corporate securities in 

financial savings has increased, thie share of machinery in 

physical savings has also increased and the share of non­

residential construction in physical savings has fallen. 

The first tendency suggests that more resources are going to 

private industrial investment via ttie capital market. The 

last two are consjstetit with a significant growth in 

informal and unorganised industry in recent times. 

2.4.3. Studies on Potential for Saving in the Economy 

Lall (1990) in his Paper examines the possibilities 

of tapping savings potential in the tiousehold 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 instruments and worf- out details of associated 

infrastructure liJe the operational cost in terms of the 

rate of interest on the saving deposit, building up of 

collection and servicing institutions and so on. But he 

expressed his reservation about generalisations from a very 

limited sample ami 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 ttie 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 question with 

which the whole 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 

issue 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. 

t 

Even if the question of quality 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 economy and to identify the determinants 



of s<sving5 in India in generc^l. Since the is-sue of the 

association between antf?reEt ratK i^nd saving-?; is also not 

settled, we mtefid to investigate this conflicting 

assDciatiDn also witf) Indian data, along wj th other factors. 
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Chapter—3 

DATA AND METHODOLOGY 



3.1. Introduction 

The objective of this chapter i<3 to outline the 

methods used in this ?;-•'udy for the purpose of refinement of 

data which has been U5̂ i>d i.n tt»e study vis-a-vis statistical 

and econometric techniques used for data analysis. 

The chapter has been djvided into three sections. 

Section-I consists of the data sources followed by an 

elaborate discussion on the adjustment of data in Section-

II. Finally, section-III provides the statistical methods 

used for purposes of analysis. 

3.2 Data Sources 

The data used in the study as 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.S.O., New Delhi 
(1989 and subsequent issues). 

2. Statistical Abstract of India (SAI), C.S.O., New Delhi 
(various issues). 

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

4. Report on Currency and Finance, Vol.11, Statistical 
Abstract, R.B.I-, Bombay (various issues). 

5. R.B.I. Bulletin, R.B.I., Bombay (various issues). 
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6. Economic and Political Weekly, Sameeksha Trust-
Publication, Bombay (various issues). 

3.3. Data Adjustments 

This section deals with various preliminary 

adjustments of data. Since, it has been collected from more 

than one sources, it was found that in some cases these ars 

not comparable. Thus, some preliminary adjustments of the 

data is required before Ihe^se are used for the analysis. 

3.3.1. Data on Domestic Savings 

Data on Domestic Savings (Gross and Net), at 

current prices are taken from National Accounts Statistics 

19S9, 1970 and 1991, 

3.3.2. Data on Net Domestic Product (N.D.P.) 

Data on N.D.P. for the period under review has been 

collected from the Economic Survey (1992-93) and National 

Accounts Statistics (1989, 1990). 

3.3.3 Data on Wholesale Price Index 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 years 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. 
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3.1. Conversion of Base of Inde;; Number 

In our tjasir: d a t a , t h e W . P . I , ( f o r a l l comrnodi t i e s ) 

for the years mentioned above are at base 1770- 71 = 100. 
« 

Considering the given W.P.I, for 1901-82 = 100 as base, we 

have derived a new se^-ies of W.P.I, for the abov-e mentioned 

years. Again, considerjr.g tf-ie W.P.I, for 1780-81 = 100 as 

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

for the years 1779-80 to l<77l-92 (Goor) et__al. , 1970). 

3.4. Statistical Methods 

To test the iniLial relations and tht" direction of 

movemt?nt of trend and computation of growth rates of 

•̂ r̂ -'inqs, various staL.istjcal methods ĥ v̂c- beefi used. These 

methods ars as discussed below ; 

3.4.1. Computation of Rates of Inflation 

Rate of inflation is defined as the ratio of the 

difference of ihe prjce level of two consecutive periods to 

the price level of the ba<--e pefiod (Jofinston, 1987). 

It could be written as : 

tl - t„ 
R1 = (3.1) 

<-o 

Where Rj^ = Rate of inflation in the present period 

tĵ  = W.P.I, of the present period 

tj-j = W.P-I, of the previous period. 
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3.4.2. 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) 
r = (3.2) 

4" V (>; ) . V ( y ) 

where r = correlation co-efficient 

CoviXf Y) = Covariance of X and Y = Z(X - >• ) (Y - y) 

V(>:) = Variance of X = E (X - x)^ 

V(y) = Variance of Y = E (Y - y)^ 

This is called product monient correlation (Yule and 

Kendall, 1991). For computation purposes we use the 

following formula for correlation co-efficient which is 

nothing but a simpler form of (3.2). 

i/n Sxy - (2>;) (Ey) 
r,.y = — : (3.3) 

J- S>;.Sy~ 

where S>i and Sy are standard deviation of >; and y, 
respectively. 

3.4.3. Computation of Annual and Trend Growth Rates 

The growth rate has been defined as the rate of 

gradual increase of a variable (Schwarr, 1989). Annual 

growth rate of a particular variable is defined (Johnston, 

1987) as : 
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(3.4) 

where, g = Annual growth rate jn the present period 

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 (Johnston, 1987). 

Depending upon the causal relationship among a set of 

variables they may be linear or non-lxnear (Johnston, 1987). 

Considering a linear regression model (Johnston, 1987), 

log Y =̂  a + BX 4 U (3.5) 

where a = O<Q + B 

and ignoring the disturbance term, we rewrite the function 

as (Johnston, 1987). 

Y = ê ^̂ '' (3.6) 

where e^ = intercept 

A continuous time formulation of equation (3.6) can be 

written as, (Johnstc, 1907) 

yt ^ ^aBt ^3_^j 

where Y^ = value of Y at t - 0 
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dV, 
B = 

Yt dt 
= instfintaneouB rate of 
growth at time t. 

when time is measured in djccrete inLervals, a constant 

growth series would be expressed as (Johnston, 1987). 

Y t = Y„ (1+g) (3.9) 

where g = proportionate rate of growth m Y per unit of time, 

Equation 3.S and 3.9 could be rewritten as (Johnston, 1987), 

B = log (1+g) (3.10) 

which can be written as (Johnston, 1987) 

g = log -̂  B-1 (3.11) 

This gives the rate of growth per unit of time, 

3.4.3.1. Semilog model of transformation 

Bo>! and Cox (1964) have suggested a general form of 

transformation of non-linear relations to linear form, 

namely (Johnston, 1987). 

(Tl) 

y l l _ i 

'^1 

l o g Y 

T . ?< C> 

T i = 0 (3.12) 
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and X ( T 2 ) 
-T:̂ ' - 1 

To 
l o g X 

T o ? U 

T o = 0 

When-? Y !•••; transformed to Ŷ '̂ -̂ - and X to X̂ ''̂ ^ 

(Johnston, 1987). 

If ^i ~ <-''ii To - 1, the combination of T values 

givc?s (Johnston, 19B7). 

log Y = c( + B>; + u (3.14) 

where a ~ a,-^ + B 

This IS the semilog model (Johnston, 1987). 

3 . 4 . 4 feti-Jilfltiop . <"'f . J.lt?hay i oura_l _ (Zqiiat i j^D. 
Pegress i on .t1o_(|el.)_ 

..-CLioeE^r. 

For establishing causal relationship among a set of 

variables, we have to specify a functional relation, 

y = f i>'i >:„) (3.15) 

where Y is dependent and X is independent variable, 

and Y is a function of X. 

We have assumed here that there is linear 

relationship betweeri dependent variable Y and a set of 

independent variables. Or, an case there is a non-linear 

relation, we can transform the equation as suggested above 

to linear form. 
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There are variouB techniques or methods to estimate 

the parameters. Among them ordinarily used technique is OLS 

which may be outlined as follows: 

The standard regression model in matrix form is 

written as (Johnson, 1^87) 

Y = XB + u (3,16) 

where 

Y = 

n 

C>:i , y-r,!, B 

Bo 

u = 

"1 
Uo 

tC 

The assumptions of the model are: 

(i) E(u) = 0 

(ii) E(u''u) = 6^ In 

(iii) X is a set of fixed number 

(iv) X has f arik k < n. 

Given the assumptions, let b^ denote any arbitary K-

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

error or residuals. 

e# = Y xb, (3.17) 

We choose bĵ  to minimise the sum of the squared 

residuals e' ^f^e^. Thus from (3.17) we obtain, 

^̂ !»:̂ * = (Y - Xb)̂ )''(Y - Xb^) 

Hence 
d(e *e^) 

db, 
- 2X-'''Y •- 2X''xb- (3.18) 
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The necessary condition for a stationary point 

require that we require that we set equation (3.18) equal to 

the zero vector. Denoting the resultant OLS solution for bj|, 

simply by (3, we obtain, 

(X/X)B = X^Y (3.i9) 

These are referred to as OLS normal equations. 

Since (X'^X) is assumed to be non singular, an 

equivalent expression for equation (3.19) is 

(3= (X''X)~^X''Y (3.20) 

which is tf-ie OLS estimate of b. 

The technique 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 these categories and 

application of OLS would provide estimated vector (3 with all 

the desirable properties. 

3.4.5 Probi^ems Associated with Application (Case of 
Autocorr r_l alien ) : 

In linear regression model, when the assumption of a 

serially independent disturbance term is violated and 

instead a linear relationship between the succesr^ive 

stochastic disturbance ter^ns is found, theft it is called the 

case of autocorrelation (vlohnson, 1987). This situation is 

likely to arise in time series d^ta (Cro>;ton, Cowden and 

Klein, 1988). One has then to be careful while estimating 
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coefficient. of a time s-eries model as presence of 

autocorrelation makeG estimated parameters inefficient. 

1987) 

Considering the Linear Regression Model (Johnson 

Y^ = X^b + Lî  (3,21) 

with classical assumptions, 

e (U^) = 0 
E (U^,.U^^.5) = 0, when s =̂ 0 

= G'"u, when s = 0 

(3.22; 

The presence of autocorrelation is suggested when 

E = (Li^.U^^^) 5̂ 0 (3.23) 

Thus, in pres6?nce of autocorrelation all the off 

diagonal elements of the matri>f U' U arR not equal to zero. 

This is the most simple form oi autoregressive scheme. 

To understand the nature of autocorrelation, we 

assume another model Û j. ~ '̂ '-̂ t-1 "*• ̂ t (3.24) 

with the assumptions, 

E(Vt) = 0 
E(V^. V^^^) = Gu^, 5 = 0 

= 0 , B ^ 0 
J 

(3.25) 

Equation (3,J^) can be rewritten as (Johnson, 1987) 

a 
U^ = E P'"V^_^ (3.26) 

E (U^)^ = E (V̂ . -̂ P'^\_x ^ ^:'^'^t-2 "*" )" "- (-̂ -27) 

which can be rewritten as (Johnson, 1987) 
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E (U^)^ = bv"^ (1 + F^ + F^ + . . . . ) (3.28) 

This gives (Johnson, 1987), 

i 
Gu^ = (3.29) 

n 

Similarly, the covariahce between the successive 

disturbance terms (Johnson, 193'7) 

E (UfU^-i) = E {(V^ + P'-'t-J •̂  ̂ •"''''t-2 •̂  > ('"'t-i 

+ F'V^_2 + F''̂ '̂'t-3 "̂  ••• ^̂  ••• (3.30) 

which can be written as (Johnson, 19B7), 

E (Ut..U^_j) = FGu^ (3.31) 

Similarly, 

E (U.j..U|_2) ~ P'̂ Gu'̂ , and in general, 

E (Ut-U^.^) - p-6u^ (3.32) 

Thus, in presence of autocorrelation, the assumption 

of serially independence distribution term is violated and a 

linear relationship between the stochastic disturbance terms 

Bns found. Here the model follows a first order 

autoregressive scheme. However, in more complicated models 

also, there is the breakdown as shown below. 

Equation (3.32) can be rewritten as (Johnson, 1987), 

E (U^-Ut-s) 
= P^ (3.33) 

Gu^ 

The left liand side of the above equation indicates 

the Sth order correlation of the u series. Further, 

correlation coefficientE of zero order- for any series is 

simply unity. 

54 



Gathering all the informations, we have (Johnson, 

1987), 

E (LI^U) = V -̂ Gu'^ 1 
P 

f--
1 P 

p.n - J pn—2 pV\ - 3 

pn-2 

(3.34) 

Thus, when E (U'U) = V, 

instead of getting E (U'U) = Gu*-In we obtain the 

result as in equation (3.34), 

3.4.5-1 Test for correction for Autocorrelation 

Suppose that in the model Y = XB + U one suspects 

that the disturbance term follows autoregression scheme, 

i.e. (Johnsbn, 1937), 

U^ = vi:''Û _̂  "̂  "t (3.35) 

The null hypothesis of zero autocorrelation would 

then be set up as 

H Q : 0= 0 (3.36) 

and the alternative hypothesis as 

H|̂  : 0 ?: 0 (3.37) 

The radl hypohhesla is about the U ' B which are 

unobservable. One, therefore, looks for a test of the null 

hypothesis using the vector of OLS residuals, e = Y - Xb. 

This raises several difficulties. We Know that 

e = Mu • , ( 3 . 38 ) 

where li = I - X iX''x)~^X'' 
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15 symmetric, idempotent of rani' n-k . Thus the 

variance-CDvari ancp matr3>i of the e's is 

E (e''e) = Gu-^M (3.39) 

Thus even i f t he n u l l hypio tfie?^is i s t r u e , so t h a t 

E ( L / L I ) ^ Bu"l ( 3 . 4 0 ) 

the OLS resaduals will display' some autocorrelation, 

for the of f-dj agonal terms in hi do not vanish. More 

importantly M is a function of the sample values of the 

explanatory variables, so that it js impossible to derive an 

exact finite sample test on tf)e e's which will be valid for 

any X matrix that maght ever turn up. 

3.4.5.2 Durbin-Uiatson Statistic 

The presence of autocorrelation could be tested with 

the help of Durbin-Watson Statistic (Gupta, 1982). 

The Durbin-Watson Statistic could be defined as the 

ratio of the sum of the squares of the successive 

differences of the residuals to the sum of the squared 

residuals. 

It could be written as 

n 
J: (e^ - ^t-1 ̂ ^ 

d" = (3.41) 

n 
H 
1=1 
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where e^ is tht rf.̂ 5Hi.dual in Y^ find X^b + e^ . 

As is seen 3n the numerator, t ranges from 2 to n 

while in the denominatof-, xi riirigf??_v from 1 to n. 

d and di repre5;en t̂ . the upper Ivmit and the lower 

limit respectively of the b. 

Mow qivpti t ho numhrr of (ih--rr v.t t 1 on" (M) s»nd the 

number of parameters to bt? e-̂ stlniatDd (I' ), the decision rules 

are: 

If d'̂  s di , then do riot reject the ti/pothesjs. This 

indicates the presence of pi(?'-,itive first order 

autocorrelation. 

If d" < djj. t»ien reject the hypothesis. There is no 

correlation. 

On the other hand, i f d"̂  < 4 - d| , reject the 

hypothesis, i-e there is no correlation. But if d*̂  > <̂̂ n« 

this shows the presence of negative first order 

autocor relation. 

The test is inconclusive when, d. i d^ I du 'L 

and 4 - d u i d " i 4 - d L -

When d*̂  ~ 2 there is no correlation of any kind. 

3.4.6 Other Related Statistic: 

In addition to the correlations and all some other 

statistics are used for testing significance of the 
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parameter (or, estimated coef-f icient) and to test the 

goodness of fit. Those are mentioned below: 

t-statistxc; 

The t-Btalistic is com^nonly called students t-

distnbution or, simply students distribution. It is used 

when sample size is 30 or less and the population standard 

variation is unknown. 

The t-stalistic is defined as (kendall and Stuart, 

1961), 

1?- u 
t = X 4"-Tr (3.42) 

4'i:(X-̂ )'-
where s -

4" n - 1 

The t-hable gives, over a range of values of V, the 

probabilities of exceeding by chance value of t at 

difference levels of significance. The t-distribution has a 

different value for each degree of freedom and when degrees 

of freedom sre initially large, the t-distribution is 

equivalent to normal distribution and the probabilities 

shown in the normal distribution tables are applicable. 

•̂  • ̂  - ̂  The Coefficient of Determination ; R^ 

It IS given by the ratio of regression sum of 

squares to total sum of squares (Kendall and Stuart, 1961), 
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;(Y - V)' 
R-

BX^Y 

y/y 
(3.43) 

i:(Y - 7)-^ 

It 15 used to meaEure the fitness or variability of 

the estimated line m regression analysis. If a regression 

line yields R^ as high as -99, the empirical equation can be 

inadequate and uni :?lia!jle for predictioti purposes if the 

variances of the estimates are very large to make the 

estimates highly insignificant. Moreover, when the number 

of regressors is iric reacF^d by more than 2, the contribution 

to the variance of regression 1 inî  is significantly* 

increased. R"" can best be regarded as an indicator of thie 

empirical equation rather than conclusive evidence. Stating 

in a slightly different way, R^ measures the percentage of 

variability in the endogeneous variable explained jointly by 

the exogeneous vi^riables. So, R'"' is indicator of goodness 

of fit. 

The approximate unbiased version of R'̂  is R^. 

n-i 
f̂ ^ = (1-R-) 

n-K-1 

E (R^) = P" -
P^(l-P^) (l-ZP-^) 

n 

+ O (n ^ ) 

(3-44) 

(3.45) 

R'̂  has smaller bias than R^ , aitliough both R-̂  and R-̂  

are consistent. 
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CHAPTER-4 

ANALYSIS OF OVERALL SAVING TREND 



4.1- Introduction 

As outlined jn Chapter—I, ttie main purpose? of this 

work is to study savings behaviour in Indian economy since 

1950-51. In Chapter-II, we have? lool-ed into the nature and 

importance of savings in economic activity in general. It 

has been pointed out there that savings assume dominant role 

in the economy (Kumar, 19*^2). But it is ironic to note that 

in the liter aturiv savings has tieen treated at best 

complementary or pa= = i.ve /ariable (Kumar, 1'792). While its 

volume has found the importance, savings deserve in economic 

development and growth of economic (Sen, 1970), its 

composition has never been an importc-int aspect of 

investigation. The objective of this chapter is two-fold. 

One, we have looked into not only time evolution of savings 

during last four decades but also changing structure of 

savings among its various components but examined structural 

changes also. 

It has been reported (Rao, 1983, Choudhury et al,^ 

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

been compiled by two independent sources, viz. C.S.O. and 

R.B.I. Both the series have been reported to differ in 

absolute amounts (Vaidyana than, 1990) but tfteir broad trends 

have been reported to be similar (^^rlshnamurty et al . , 
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1990). For purposes of our analysis, we have collected data 

compiled by CSO and published in National Accounts 

Statistics (19B<?) issue for the period 1^50-51 to 1987-88 

and subsequent issues for latest data on savings. 

Another problem wilh rir^La sources has been that most 

of the savings data are rGf^orted at oiarKet or current 

prices. There have been attempts to generate series on 

constant prices (Shetty, 1990a). P/hJ le for broad sectors 

the IPD may be derived and a series at Constant (1980-81) 

prices ma/ be generated, further disaggregation and 

derivation of Implicit Price Deflator (IPD, hereafter) for 

these as suggested by Shetty (1990) runs into difficulty. 

Shetty (1990) has -^ugqpsted to use different IPD for 

different series of coniponents of savings. Our modest 

attempt to generate a series at constant (1980-81) prices 

using/deriving IPD as suggested by Shetty (1990) has failed 

on two counts. For one, we have not been able to collect 

data on some series. Secondly, m case where could be IPD 

derived and series generated it distorts the percentage 

distribution. Another complication about savings data 

arises from series ori gross and net. Ir> tfie NAS while 

broad sectors for both categories a m same, it is their 

division in further disaggregation of various sector into 

sub-sectors where data is not reported- Therefore, we have 

used CDS for purposes of analysis. Wherever NDS has been 

used il has been used 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 in section 4.3. Section 4.4 f.ompriBes the anal/sis of 

the growth rates of savings 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 NDP, GDP, NDS, GDS and NDS as 

percentage of NDP and GDS as percentage of GDP is reported 

for the period 1950-51 to 1991-92. An e;;amination • of columns 

4 and 5 suggests that savings as in absolute terms has shown 

a steady growth throughout the period under review 

(Fig.4.1). GDS shows a 151 fold increase from Rs.917 crore 

in 1950-51 to Rs.148039 crore in 1^91-92. It was at the 

lowest ebb in 1952-53 with F?5.806 crore which is equivalent 

to 6.76 per cent of GDP- But soon it has recouped in the 

very ne>!t year with 10,46 per cerit of GDP and thereafter 

went along steady increasing path tj11 1978-79 with Rs.24133 

crore which is 23.17 per rent of GDP. After 1978-79, during 

the last decade, i.e., 1980's it has 5tagn£(tcd at around 21 

per cent of GDP till l<?SS-8^. Thereafter, during 1989-90 to 

1991-92 it has gone up to over 27 per cent of GDP. 

NDS also has given t>-ie same kind of picture 

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



has steadily gone up to 18.3? per cent in 1978-79. 

Thereafter it has stagnated at around 14 per cent of MDP. 

This suggests a very int£?resting thing that for about thirt/ 

years savings as a percentage of GDP has steadily climbed 

upto about 23 per cent but durang last decade, i.e. in 

I'^SO's it has stagnated at around 21 per cent on average. 

4.2.1, Sectoral Trend 

As reported earlier, total savirtq 1% divided into 

three broad categories - Household Sector Savings (HHS), 

Private Corporate Sector Savings (PCS) and Public Sector 

Savings (PS), both in case of gross and net. While over-all 

trends reported in ttie previous section is that of 

Increasing one, its percentage in national income which has 

shown stagnation during last 12 years or so, an analysis of 

sectoral trend is expected to reveal which sector has 

performing relatively poorly on savings front. 

Sectoral dirh ibut ion of GDS and ND3 is reported at 

current prices in Table 4.2 and 4.3 respectively in columns 

( 2 ) , (3) and (A). 

Gross and net HHS savings shows a steady rising 

trend throughout the period of study (Fig.4.2). Gross HHS 

has registered a 168 fold increase from Rs.718 crores in 

1950-51 to Rs.12123 crore in 19'71-92. It has 73.64 per cent 

share in GDS in 1950-51 which has increased to 84 per cent in 
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1990-91. During the last decade, i.e., 1930'G its share in 

GDS has shown an increasing trend although it was falling at 

the first half of the decade. Net-HHS reveals a similar 

Kind of trend. It has shown a smooth growing trend since 

1970-71 to l<?<7J-'72 lu Fig, 4.2. HHS (r,et) constitute 02.21 

per cent of NDS in l<7f31 which has increased Lo over 100 per 

cent in 1^67-68, J V6S-69 and from l<?03--04 until Lhe l£ist 

period under review. Its share in NDS is around or over lOO 

per cent when that of PS is found negative. HHS at constant 

prices reveals the same kind of arialysis as in case of 

current prices, i.e., it also reflects a steadily growing 

trend throughout the period of study and comprises the 

highest share in GDS and ND^. Of course, net-HHS at current 

prices reflects a haphazardly growing trend (Fig.4.2). In 

comparison with the net HHS, gross HHS has been growing more 

sharp and steadily. 

Trend of gross PCS 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 R5.89 crores, it went up to Rs.16633 crores in 

1991-92 which is about J 40 fold in absolute terms. It was 

lowest with Rs.60 c-of es m 1*^52-53 which has constituted 

only 7.44 per cent of GJ)S. In the years 1975-76, 1979-80 

and 1985-86 it has nhown ---udden ri<̂ -e but was not that high 

and firopped down agajrt. From J 983-84 onwards it has 

fol low'-̂ d a steady' str-aight and continuously growing path 
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till 1987-90 when it has accumulal-.Dd a highest level of 

saving, i.e., 12,04 per cent ir. i LB pari. Net-PCS shows a 

haphazardly growing trend. It was at the lowest ebb in 

1975-76 with only O.J^ per cent of rJDS. Its trend of growth 

was steady straigtit only during l'787-88 to l<770-91. 

A trend of Gross FB at current prices as depicted an 

Fig,4.2, which shows a hapharardly growing path. It was at 

its lowest ebb in 1^53-54 and thereafter fallowed a growing 

trend till 1970-71. Then it has increased up till 1979-80. 

But after that its growth path is haphazard till it reaches 

it maximum level m 19<7l-92. However, it constitutes 18.39 

per cent of GDS in 19S0-51 which has fallen down to 6.87 per 

cent in 1^91-92 which is about 2.5 fold fall m percentage 

terms. Net-PS 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, 

1958-59, 1959-60, 1966-67 to 1968-69, 1972-73, 1980-81 and 

1983-84 to 1991-92. Its share in NDP in 1950-51 is 9.96 per 

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

Sectoral distribution of GDS and NDS as percentage 

of GDP and NDP are reported in columns 6, 7 and 8 of Table 

4.4 and 4.5 respectively (at current prices). Both in terms 

of GDP and NDP. HMi? ha-- shown highest share m it. In 

1750-M, HHS's share an POF-' is 7.67 per cent whereas PCS and 

PS share was 0.'?5 per cent and 1.77 per cent respect' /ely. 
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In NDP also HUS has registered the highest amount of share 

among the three sec tors . Thii's, HUB is the hicjhesi;! amount of 

savings supplxpr in terms of nation.-d income a/nong the three 

sectors. Share of HHS iri GDFVMDP hns "otiown a growinq trend 

throughout the first Lhlrty years till l'77n--7''?. In 1970-79 

its share in GDP and NDP were 17.03 per cent and 16.29 per 

cent respectively. But after 1978-79. during the last 

decade, i.e. 1980's its sfiare in GDP and 6DS stagnated at 

around 16 per cent and 13 per cent respectively. Share of 

PCS in GDP has registered a three-fuld increase from 0.95 

per cent in 1950-51 2.73 per cent in 1^89-^0, whereas its 

share in NDP has shown a two-fold increase during this 

period. During the last decade, i.e., 1^80's its s()are in 

GDP remained constant at around J.5 per cent whereas its 

share in NDP has shown a fluctuating trend. Share of PS in 

GDP also has shown a haphazard trend till l"?78-79. In 1978-

89 its share in GDP is around 4.59 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-

54, 1958-59, 1959-60, 1966-67 to 1968-69, 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 

recor<.I'"H-J increase in absolute terms as well as in percentage 
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terms till 1^78-79. Thereafter, these have stagnated below 

the peak level achieved during 1970--79 till 1908-89. It ie 

during last couple of years that GDS has increased 

considerably and i'L.i<'he(j all time tiicjh of about 27.32 per 

cent of ODP ir̂  19'?.I "r^. 

4-3 Sectoral Composition of Household Sector 

In the last section, we hiave sreen that overall 

evolution of savings (total) vis-a-'/is sectoral have shown 

rising trend with HHS performing better chan the other 

sectors. Noticeable surprise has been Net-PS, which has 

exhibited negative trend durjng 1900's. This has clearly 

changed the composition of the savings v^hich we aim to 

capture in this section. 

4.3.1 Composition of HHS 

As mentioned in Chapter II, HHS have been divided 

into two sub sectors, vir. Financial Assets (FA) and 

Physical Assets (PA). We 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 distribution 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 xn 17^1--92, whereas 5h<^re of PA in HHS 

dropped down enormously from *?1.36 per cent in 1950-51 to 

51.69, per cent in 19<71-Q2. Fig. 4.3 de'picts the trend of 

growth of FA and PA. As can be seen from Fig.4.4, FA gives 

a smoothly increasinq trend more or less similar to that of 

Gross HHS. The trc-nd of PA is found growing quite 

haphazardly. During tfie last decade of study, i.e. during 

1980's, FA' 5 share has increased f ̂  oni 39. zr? per cent m 

1980-81 to 48,31 per cent in 19'7l--72, the- ?hare of PA m HHS 

has shown B continuoLtsl / feilling Ircr/U t_ofistant (198C)-81). 

We have reported the share of FA and PA 3n GDP and 

HHS on five year averages in column 2, 3, 4, and 5 of Table 

4.7. It may be seen from column 4 of this table that the 

share of FA ir̂  HHS has been steadily increasing from 16.60 

per cent in the first quinquennial sub period to 47.97 per 

cent in the eighth whereas HHS in PA has declined from 83.12 

per cent sub period to 48.61 per cent during the same period 

(Column 5 ) . Share of FA in GDP also has registered about 

eight fold increase from 1.28 per cent in 1950-51 to 9.64 

per cent in 1989--90, whore In case of PA it has increasBd by 

about one and half times. 

Rao (1983) has attributed this rise in FA's share to 

three factors. One is the conversion of hording in non-

currency form such as gold and jewellery, to currency and 

bank deposits because of the growing communication and 
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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 expanding infrastructure 

of banking and other facilities for financial savings, which 

must have provided both motivate on and access for the 

Increase in the rate of FA. T liet-p forr, IL is worthwhile to 

loots into the various components of FA. 

The break up of FA is provided in Table 4.8 and 

analysis by quinqueri, i i a] ppr leds and thsir percentage share 

m HHS are given m Table 4.'?, It is seen from Table 4.9 

tfiat there has bc-cn a drastic change in the composition of 

FA m the last sub pervod as compai pd to the first. While 

ttie share of currency has more than doubled from 7.17 per 

cent to 15.75 per cent and that of npt bank deposits 

increased by about four and half times (5.42 per cent to 

25.13 per cent), that of shares and debentures dropped down 

from 28.32 per cent to 9.<70 per cent. The net claim on 

government also fell down from 13.29 per cent to 8.26 per 

cent in the seventh sub period, but recouped m the last sub 

period (14.54 per cent). Life Insurance Fiinds and Provident 

Funds also declined from 18.18 per cent to 10.39 per cent 

and 27,62 per cent to 23.59 per certt respectively. 

From the above analysis, it is quite clear that over 

the period under review, neither the private corporate 
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sector nor the government have been able to channalise FA 

into their investments and that the FA I E the responsible 

sub sector which cjives r j se to HliG which has the highest 

share in domestjc savings. 

4,4 Growth Rates of Savings 

From the Icist two sections, vaz. 4.2 and 4.3, it is 

evident that (i) there has been a general rising trend in 

savings, (ii) at sectoral lisvel , increasing performancs of 

the HHS, and (iii) in the HHS, phenomenal rise of savings in 

FA. In this section, we present rate of growth to see if 

these observations arG supported by thie observed growth 

rates. 

We have reported growth rates on the basis of 

quinquennial averagejs, annual, over the entire period and 

decadal. Methodology- for the composition of growth rates 

have been reporte?d m Chapter III. 

4.4:1 Quinquennial Growth Rates 

Quinquennial growth rates of NDS as percentage share 

in NDP has been reported in Table 4-10. Taking the figures 

of savings and the NDP over five year periods and the 

average sfiare of savings an the NDP in thpse periods, we 

found a steady increase in the growth rate over the first 

six five year periods followed by a slight fall in ttie 

seventh period which has recouped but still below the 
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previous growth rate, in the last period. The growth rate is 

much higher in the sixth quinquennial period as compared to 

the earlier ones. During thie last two ppriods, more or less, 

it has maintained the same level on an average as compared 

to the sixth period, i.e. i97!:.-76 to 1^77-30. Rao (1983) has 

pointed out that thuE sharp rite in the Eer.oftd half of the 

seventies is due largely to the increasing quantum of 

remittances from Indian nationals abroad wtiich resulted in a 

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

Sectoral growth rates fiave been reported in Table 

4.11 for the quinquennial periods. The quinquennial share 

has reported an increasing trend of growth from 82.10 per 

cent in the first sub period to 114.75 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 a vety 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 t)-ie period of study 

and has declined from 9.38 per cent in the first sub period 

to (-)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 has dropped from 8,95 per cent in the first 

sub period to 6.13 per cent in the last which is the 

declining factor in the saving scene. However, as a 

proportion of NDP. both HHS and PCS have shown a more or 

less steady increase over the different quinquennial 
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periods, the former rising from 4.2^ per cent to 16.22 per 

cent and the latter from 0.46 per cent to 0.07 per cent. But 

the share of PCS has dropped down from 0.49 per cent to 

(-)2.98 per cent. On the whole, tt-ie growth trend of the 

total savings a& a percentage of NDP has alE.o been reflected 

of its components, though prj manly in the PS. The 

performance of PCS in the saving scenario has been 

disappointing till 197-7-80. Indeed, from 1^77^-80 till 1991-

92, iL shows an .increasing trend. 

4.4.2 Study of Growth Rates 

We have computed the growth rate of savings for the 

entire period 1950--?l to 1971-92 using the method suggested 

in Chapter III. Wherever Autocorrelation was suspected as 

indicated by dw statistic we fiave re-run the regression 

using Autocorrelation correction and results are reported in 

Table 4,12. A glance through the Table suggests that 

eguation fits quite well as indicated by high value of R ^ 

over 0.95 in almo^^l all the cases. The coefficients are 

highly significant a?̂  indicated by "f-values. Using the 

coefficients in column (4), over-all growth rate is computed 

and reported in column (7) of the same table. The growth 

rate of GDS and NDS are almost same throughout the period 

under review, i.e. around 14 per cent. T.he growth rate of 

NDS is slightl/ higher than that of GDS. 
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Regardirig the 5.ec tor^U growth rate, the HHB shows 

the highest growth rate among the sectors. It has shown 

14.85 per cent gross and If'.72 per cerit net growth rate 

during the entire period. Next to HHS, PCS-g'-oss shows about 

13.56 per cent growth rate followed by the public sector 

saving in gross with 11-25 per cent. PCS-net also has shown 

11.91 per cent grov̂ t̂h rate. 

Growth rate of NDS from PS-net could not be computed 

since some of the values are negative and, therefore, log 

value is not possible 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. It has registered about 17 

per cent growth rate throughout our period of study. The 

growth rate obtained by FA is also the highest among all thfe 

other sectoral growth rates and the GDS and NDS growth rates 

per annum. 

4.4.3 Decadal Growth Rates 

To study the decadal growth rates, we have sub 

divided our period of study into foui- groups, as below: 



(i> 1950-51 to 1959-60 

(2) 1960-61 Lo 1969-70 

(3) 1970-71 to 1'?7<7-S0 

(4) 1<7B0-81 t o 1991-92 

The -firsst three groups con-tains ten years each 

whereas the last group contains twelve y^ar-s . The results 

are reported in Table 4.13, 4,14, 4.15 and 4.16 

respectively'. Here also we could not compute the growth rate 

for NDS from PS due to the reason merit-ioned above. During 

1950-51 to 1959-60 as reported an Table 4.13, the growth 

rates of GDS and NDS were more or less the same, i.e around 

9.5 per cent,' although that of NDS is 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 &rB 9.90 per cent and 12.77 

per cent in gross and net respectively, followed by 7.35 per 

cent in PCS gross and 5.12 per cent m PS-gross and B.42 per 

cent in PCS-net. Between HHS, FA and PA, 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 

achievG»d by the FA is highest rate of growth in comparison 

with all the othc^r t.̂ t-.l ,TB well as sectoral growth rates. 

During 1960-61 to 1969-70 as in Table 4.14, the 

growth rate of PCS (net) j •? negative v^tiereas GDS and NDS has 

registered more or less some growth rate, i.e. around 13 per 
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cent, although growth rate of ND3 is slightly ; higher then 

GDS. In case of sectoral distribution, HHS has :'regiBtered 

the highest growth rate among all the sectors both in gross 

and net. The HHS (net) is higher ttian the HHS (gross) and 

both of them arG higher than GDS a-? well as NDS. Growth 

rates of HHS (gross and net) are 16.7'? per cent and 20.50 

per cent respectively which is followed b/ PS gross with 

6.17 per cent and then by PCS (gross) wj tt> 5.10 per cent. 

Between HHS, FA and PA, tfie latter has registered 

the higher amount of growth rate, i.e. 18.IT'? per cent. The 

former's growth rate was very low which is equivalent to 

6.91 pe^r cent which tallies with PS (gross) growth rate of 

6.17 per cent. It is mainly due to the negative growth in 

PCS (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 19.07 per cent is 

higher than GDS of 17.92 per cent. In case of sectoral 

distribution, HHS (gross) with 16.92 per cent has followed 

PS (gross) with 19.89 per cent at the top. PCS (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 NDS total. In fact, HHS is leading in respect 

of growth rates. 
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Regarding the fractions of HHS (gross), FA is 

leading with 20.04 per cent growth ra\e whereas PA',,5 growth 

rate is 15-50 per r--iif-. Thu<=., it is seen from 'Table 4-20 

that the HHS is leadinq auiiong all the sectors and between 

the fractions of HHS, FA is at the tiighe^t position during 

1970-71 to 1979-00, 

Table 4.16 reports the qrowLt) rdle of savlr^gs during 

1«780-81 to 1991-92. It reflects that duriny this period, the 

growth rates of PCS (net) is the highest with 34.93 per 

cent. GDS has registered a very low growth rate of 4.02 per 

cent during this period afuJ the F'S (grots) is at the lowest 

with 2.31 per cent. Growth rate of TiDS is 20.36 per cent 

which is higher than the GDS. In case of sectoral 

distribution in gross, PCS is leading with 22.60 per cent 

growth rate, followed by HHS with 17.44 per cent, whereas PS 

is at the bottom. In fact, PCS registered a growth rate 

higher than that of HHS (18.89 per cent). 

Regarding the component of HHS (gross), the growth 

rate of FA is IB.30 per cent which is higher than that of PA 

(16.71 per cent). Thus, during this period, PCS has 

registered the highest rate of growth followed by HHS and 

between the fragments of HHS, FA has registered the highest 

growth rate. 
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4.5 Summary 

In this chapter birJhavioLir of savings lin Indian 

Economy since 1950-51 has been anal/sed. A critical 

evaluation of the overall trends of savings in section 4.2 

suggests that savings a-s proportion of national income shows 

a steady trend till 1978-7S>. Starting at abnu+- 9 per cent in 

GDP in 1950-51,, it has steadily gone up to 23 per cent in 

19'78-79. Thereaft&r, jt has stagnated around 21 per cent 

till 19S9-90, i.e. throughout the last decade. Trend of NDS 

also has reflected similar growttt as GDS, With overall 

saving trend reported is that of increasing one, it is 

percentage share in national income which has shown 

stagnation during the last decade. An analysis of sectoral 

trend has also been carried out as an attempt to e>:amine the 

stagnation. The overall evolution of savings (total) vis-a­

vis sectoral have shown rising trend witfi HHS performing 

better than the other sectors. Noticeable surprise has been 

the net-PS which has exhibited a negative trend during the 

1980's. 

Out of the three sectors, performance of HHS has 

been better than others. We have also studied the 

composition of HHS in its two broad sub sectors vi^. FA and 

PA in section 4.3. This is evident fro/n the analysis that FA 

has shown a rising trend which gave rise to HHS and it 

finally lead to a rise in the total savings. We have 

presented various growth rates (e.g. guinquennial, overall 
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and decadal) which hĉ sj supported the above findings. 

Our observations tally with that of Shetty (1990a, 

1990b), Rao (1983), Roy and Sen (1991), Pandit (1985) and 

Choudhury and Bagchi (1<?90). 
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Table 4.1 

Total Net Domestic Savinas and Gross Domestic Savings and their 
in Net Domestic Product and Gross Domestic Product 

Share 

Y e a r 

i 

1<?;:>0-51 
1951-52 
1^52-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
l<?61-62 
1962-63 
1963-64 
1964-65 
1965-66 
l<?66-67 
1967-68 
1968-6^ 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
197^-80 
1980-81 
lS>Sl-82 
1982-83 
19P3-84 
l<?84-85 
1985-86 
l<?86-87 
1987-88 
l<788-09 
1989-90 
19^0-91 
1991-92 

Source 

NOP at 
Factor 
Cost 

-> 

8566 
9023 
8862 
9670 
9003 
9116 
10932 
1134 

12421 
13017 
14231 
14955 
15952 
18253 
21390 
2271 

25295 
29855 
31414 
34530 
36646 
38874 
42684 
52566 
61485 
64786 
69641 
79904 
85411 
92161 
110139 
128417 
141965 
166586 
135697 
207848 
230815 
299774 
355465 
405055 
478981 
547691 

: Basic 1 
Statis 

G D P iA\ 
F.̂ c tor 
Co^t 

3 

9366 
9966 
9774 

13638 
10073 
10258 
12217 
12598 
14034 
14793 
16201 
17177 
18476 
21237 
24765 
26145 
29571 
34611 
36674 
40387 
43163 
46257 
51005 
62007 
73235 
78761 
84894 
96067 
104196 
114356 
136013 
159760 
178132 
207589 
231387 
261920 
291974 
332616 
394992 
442769 
472660 
54J 808 

Data -from 1) 

NDB 

4 

562 
548 
319 
412 
494 
829 
931 
645 
564 
848 
1041 
951 
1216 
J 408 
1544 
1999 
2420 
2165 
2169 
3246 
3721 
4134 
4144 
7044 
7172 
8513 
11135 
J 2783 
J 5669 
14417 
16686 
19209 
17784 
21812 
23117 
28935 
33561 
33808 
43689 
54924 
73225 
86230 

rJationa 
tical Organisation, 

GDS 

5 

9J7 
1005 
806 
<-)'">'"* 
" *. ̂  1054 

1430 
1599 
1370 
1409 
1765 
2063 
2093 
2476 
2826 
3135 
3791 
4514 
4497 
4697 
6044 
6783 
7 508 
7833 

il432 
12726 
14928 
1.8030 
20230 
24138 
24698 
28773 
33668 
34670 
41041 
45201 
55150 
63426 
65309 
82600 

100471 
125109 
148039 

1 Accounts 
New Del hi; 

(Rs, 

(4) as •/. 

of (2) 

6 

6.56 
6.07 
3.60 
4.26 
5.49 
9.09 
8.52 
5.79 
4.54 
6.5J 
7.31 
6.36 
7.62 
7,71 
7.22 
8.98 
9.57 
4.25 
6.90 
9.40 
10.15 
11.27 
9.47 

13.40 
11.66 
13.14 
15.99 
16.00 
18.35 
15.64 
15.15 
14.96 
12.53 
13.09 
12.45 
13.92 
14.54 
13. 70 
14.00 
15.43 
17.46 
17.96 

Statistics 

crores) 

(5) as '/. 
of (3) 

7 

9.79 
10.OQ 
8.23 
6.76 
1.46 

13.94 
1.09 

10.87 
10.04 
11.93 
12.73 
12.18 
13.40 
13.31 
12.66 
14.50 
15.48 
12,99 
12.81 
14.97 
15.71 
16.23 
15.36 
18.44 
17.38 
18.95 
21.24 
21,06 
23.17 
21.60 
21.15 
21.07 
19.46 
19.77 
19.53 
21.06 
21.72 
19.63 
20.91 
22.69 
26.47 
27.32 

, Central 
2) ^(ior\oiT\i.c Survey, 

Ministry of Finance, Economic Division, New Delhi 
Percentage Distributicm compiled by the author. 
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Table 4.2 

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

(Rs. Crores) 

Year 

19J51-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1^60-61 
1961-62 
1962-63 
1963-64 
1964-65 
19^5-66 
1966-6 7 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
199i-<?2 

Gross Dofiier-tjLC Savinqri ryrcf?nlage DislrJbutaon 

Total 

9J7 
1005 
806 
922 

1054 
1430 
1599 
1370 
1409 
1765 
2063 
2093 
2476 
2826 
3 J 35 
3791 
4514 
4497 
4697 
6044 
6783 
7508 
7833 
11432 
12726 
14928 
18030 
20230 
24138 
24698 
28773 
33668 
34670 
41041 
45201 
551 50 
63426 
65309 
82600 
100471 
J25109 
148039 

HUB 

718 
621 
60 J 
709 
789 
1178 
1217 
1008 
1046 
1349 
1362 
1284 
1572 
J 730 
193 7 
2586 
3432 
3431 
3412 
4475 
4873 
5477 
5713 
8562 
8610 
10534 
12698 
14686 
17747 
17379 
21835 
23918 
23940 
31088 
34677 
4114": 
50484 
52733 
65728 
81319 

105125 
12123'"! 

PCS 

89 
132 
60 
86 

114 
130 
151 
117 
.136 
180 
276 
315 
338 
387 
381 
3'V6 
414 
399 
427 
536 
657 
753 
788 
1063 
1440 
1055 
1147 
1376 
1611 
2352 
2284 
2496 
2908 
3172 
-',9'71 
5 11 5 
4924 
5715 
8733 
1 2098 
10 393 
1 6633 

PS 

168 
252 
14 5 
127 
151 
172 
y. ^̂  J 

245 
227 
236 
425 
494 
566 
709 
817 
no9 
668 
667 
858 
1033 
1253 
1278 
1332 
180 7 
2776 
3339 
4185 
4168 
4780 
4967-
4654 
7254 
7822 
6781 
6533 
8592 
8018 
6861 
8139 
7054 
55<?1 
10176 

HHJ PCS PS 

7 8 . 3 0 
6 1 . 7 9 
74 , 57 
7 6 . 9 0 
7 4 . 8 6 
7 8 . 8 8 
7 6 . 1 1 
7 3 . 5 8 
7 4 . 2 4 
7 6 . 4 3 
6 6 . 0 2 
61 . 3 5 
6 3 . 4 9 
6 1 . 2 2 
61 . 7 9 
6 8 . 2 1 
7 6 . 0 3 
7 6 . 3 0 
7 2 . 6 4 
7 4 . 0 4 
71 . 8 4 
7 2 . 9 5 
7 2 . 9 4 
7 4 . 9 0 
6 7 . 6 6 
7 0 . 57 
7 0 . 4 3 
7 2 . 6 0 
7 3 . 5 2 
7 0 . 3 7 
7 5 . 8 9 
7 1 . 0 4 
6 9 . 0 5 
7 5 . 7 5 
7 6 . 7 2 
74 . 6 0 
79.6'") 
8 0 . 7 4 
7 9 . 5 7 
8 0 , 9 4 
8 4 . 0 3 
8 1 . 8 9 

9 . 7 1 
1 3 - 1 3 

7 . 4 4 
9 . 3 3 

1 0 . 8 2 
9 . 0 9 
9 . 4 4 
8 . 5 4 
9 . 6 5 

1 0.2'.') 
1 3 . 3 8 
1 5 . 0 5 
1 3 . 6 5 
1 3 . 6 9 
1 2 . 1 5 
1 0 . 4 5 
9 . 1 7 
8 . 8 7 
9 . 0 9 
8 . 8 7 
9 . 6 9 

1 0 . 0 3 
1 0 . C»6 

9 . 3 0 
11 . 3 2 

7 . 0 7 
6 . 3 6 
6 . 8 0 
6 . 6 7 
9 . 5 2 
7 . 9 4 
7 . 4 1 
8 . 3 9 
7 . 7 3 
8 . 8 5 
9 . 8 2 
7 . 7 6 
8 . 7 5 

1 0 . 57 
1 2 . 0 4 
11 . 50 
1 1 . 2 4 

1 8 , 3 2 
2 5 . 0 7 
1 7 . 9 9 
1 3 . 7 7 
1 4 . 3 3 
1 2 . 0 3 
1 4 . 4 5 
1 7 . 8 8 
1 6 . 1 1 
1 3 . 3 7 
2 0 . 6 0 
2 3 . 6 0 
2 2 . 8 6 
2 5 . 0 9 
2 6 . 0 6 
21 .34 
1 4 . 8 0 
1 4 . 8 3 
1 8 . 2 7 
1 7 . 0 9 
1 8 . 4 7 
1 7 . 0 2 
1 7 . 0 0 
1 5 . 8 1 
2 1 . 0 3 
2 2 . 3 7 
2 3 . 2 1 
2 0 . 6 0 
1 9 . 8 0 
2 0 . 1 1 
1 6 . 1 7 
2 1 . 5 5 
2 2 . 56 
1 6 . 5 2 
1 4 . 4 5 
1 5 . 5 3 
1 2 . 6 4 
1 0 . 5 1 
9 . 8 5 
7 . 0 2 
4 . 4 7 
6 . 8 7 

Source: as in Table 4.1 
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Table 4.3 

Net Domestic Savings and its Distribution (by Type of Institutions and 
their Percentage Distribution) (Current PriceS^) 

(Rs. Crores) 

i SciV 

1950-51 
1951-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
1757-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972--73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
19S0-8J 
1981-82 
1982-83 
J 993-S4 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 

Source : 

Total 

562 
548 
319 
412 
494 
829 
931 
645 
564 
848 

1041 
951 

1216 
1408 
1544 
1999 
2420 
2165 
2169 
3246 
3721 
4134 
4044 
7044 
7172 
8513 

11135 
12783 
1 5669 
14417 
16686 
19209 

17784 
21812 
23117 
28935 

33561 
35808 
43689 
54925 
73225 
86230 

as jn Tabl 

Net Domestic Savitigs 

HHS 

462 
336 
296 
388 
435 
757 

810 
570 
532 
807 
774 
655 
904 

1013 
1J70 
1726 
24.12 
2281 
2170 
3075 
3388 
3856 
3909 
6512 
6035 
7623 
9585 
11365 
13914 
12713 
16343 
17318 
16374 
22697 

25205 
30280 
38160 
42697 
50348 
63042 
85669 

9866 I 

€> 4 . 1 . 

PCS 

44 
80 
c 
^1 

30 
50 
58 
71 
28 
36 
66 

140 
143 
14n 

143 
96 
94 
69 

34 
37 

127 

200 
256 
229 
414 
574 
16 
92 

30«} 
^2J 
910 
504 
495 

568 
390 
79 5 

1467 
486 
816 

27 51 
4S96 
5681 
5758 

PS 

56 
132 
28 
-6 
9 
14 
50 
39 
-4 

-25 
127 
153 
172 
"-t cr'-1 

278 
1"̂ 9 
-61 

-150 
-38 
44 

133 
27 

-94 
118 
563 
874 

14 58 
1114 
1334 
794 

-241 
1396 
842 

-1275 
-2002 
-2812 
-5085 
-7705 
-9410 

-13813 
-18125 
-18189 

Percentage 

HHS 

82.21 
61.31 
92.79 
94,17 
88.06 
91,31 
87 .00 
89.61 
94 .33 
95. 17 
74."'^5 
68.87 
74 .34 
71.95 
75.78 
86.34 
99.67 
105.36 
100.05 
94 .73 
91.05 
93.28 
96.66 
92.45 
84.15 
S9, ^^ 
86.08 
88.91 

88.80 
88.18 
97.94 
90.16 
92.07 
104.06 
107.03 
104.65 
113.70 
119.24 
115.24 
116.23 
116.99 

114.42 

Distribution 

PCS 

7.83 
14.60 
1.57 
7.28 

10.12 
7.00 
7.63 
4.34 
6.38 
7.78 

13.45 
1 5.04 
11 .51 
10.16 
6.22 
4.70 
2.85 
1.57 
1.71 
3.9r 
5.37 
6.19 
5.66 
5.88 
8.00 
0.19 
0.83 
2.38 
2.69 
6.31 
3. 50 
2.58 
3.19 
1.79 
3.44 
5.07 
1.45 
2.28 
6.30 
8.91 
7.76 
6.68 

PS 

9.96 
24.09 
8. 78 

-1.46 
1.82 
1.69 

5.37 
6.05 

-0.71 
-2.95 
12.20 

16.09 
14.14 
17.90 
18.01 
8.95 

-6.93 
-1.75 
1.36 
3. 57 
0.53 

- 2 . 32 
1.68 
7.85 

10,27 
13.09 
8.71 
8.51 
5.51 

-1.44 
7.27 
4.73 

-5.85 
-12.47 
-9,72 

-15.15 
-21.52 
-21.54 
-25.15 
-24.75 
-21.09 
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Table 4.4 

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

Y(?ar 

1950-51 
1951-52 
1952-53 
1953-54 
l<?54-55 
I'^SS-St 
1^56-57 
1<?57-5S 
l<?58-59 
l<?59-60 
1«?^0-61 
1961-62 
1962-63 
1^63-64 
1964-65 
1^65-66 
1966-67 
1^67-68 
1968-6<? 
l'?69-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975^76 
1976-77 
1977-78 
1978-79 
1979-80 
19S0-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
19S'7-S8 
1988-89 
1989-90 
19C70-91 
1991-92 

Source : 

G 

Total 

6852.59 
6642.47 
5401,87 
5990.46 
64 51.07 
889q',29 
9594.82 
8518.08 
7452.31 
8977.09 

10013.33 
9722.41 

11198.89 
12006.61 
12749,00 
14583.69 

14737.54 
13680.69 

14051.50 
16906,85 
17888.90 
18707,95 
17942.68 
22879.47 
20291.78 
22187.90 
26067.53 
28365.12 
3J 600.43 
27749.34 
28786.00 
30041.98 
28440.84 
29183.80 
28719.07 
32547.87 
32451.16 
38621.10 
42358.34 
46640.15 
52077.66 
50538-66 

as m TabI 

• rosE Dome-

—. _- — -
HHS 

5046,32 
4104.45 
4 027. 9̂ 1 
4606.55 
4829.J 2 
7019.86 
7302-62 
6267.32 

6861.25 
6610.81 
5964.44 
7110.12 
7350-12 
7877.13 
9948.15 

11204.97 

10437.73 
10207.31 
12517.90 
1285J-63 
13647-24 
13086.49 
17135.59 
13728.76 
15656-98 
18358.60 
20591.71 
23233.61 
15926.11 
21848.00 
21292.67 
19483.16 
21734.12 
21577.15 
23891.73 
24634.48 
31343-03 
33706.16 
37749-50 
43^59.16 

41336. 4(' 

e 4 - 1 . 

> s I i c 

— 

£5a V' 

_. 
PCS 

072, 
402. 
553. 
697. 
809 , 
906, 
727, 
719. 
915, 

1339. 
1463, 
1 520. 
1644, 
1549. 

1523, 
1351. 
J213, 
1277. 
1499 

1732. 
1876 
1805. 
2127, 
2296, 
1563 
1658. 
1929 
2109. 
2642, 
2284. 
2239, 
2427. 
2375, 
2691 . 

3 342 
3082. 
3243, 
4478. 
5616 
5991 , 
'"".630, 

.44 
12 
.76 
74 
.03 
,08 
.46 
,31 
.51 
,64 
• 2 4 
,77 

—1 '-I 

,40 
.38 
. 6 v' 

.33 
,41 
.35 
.72 
.28 
. 03 
.44 
,10 
.08 

> O O 

,05 
.58 
, 00 
.82 
.67 
.79 

,60 
.19 
,42 
,38 
,39 
.07 
.21 
. "0 

iriQ"? 

1180. 

1665. 
971. 

924 . 
1070. 
1386. 
1 523, 
1200. 
1200, 
2062. 
2294. 
2560. 
"^012, 
3322 . 
3112, 
2180, 
2029, 

2566, 
2889 

3304 , 
3184 
3051 , 
3616 
4266, 
4962 
6050. 
5844 
6257, 
5580, 
4654, 
6509, 
6530, 
5078, 
44 50. 
5313 
4734 , 
4034, 
4173. 
3274, 
2327. 
3473, 

Pet 

~"" 

7 5 
,53 
BO 
,15 
20 
,40 
,12 
.Zl 
,62 
.34 
,85 
. 1 3 
, 00 
.27 
,47 
.16 
,92 
.14 
,78 
.61 
.^^ 
.44 
.15 
.45 
,92 
,85 
.62 
,08 
,77 
.65 
, OC) 

,43 
,01 
.39 

.95 

.26 
,19 

.78 
, 57 
. ZO 
.96 

rei 11 £ig& 

1II IS 

73-64 
61. 
74. 
76. 
74. 
''S. 
76, 
73, 
74, 
76. 
66. 
61 , 
63, 
61 , 
61 . 
68, 
76. 
76, 
- 7 ^ 

74 
71, 
72 
72. 
74 
67, 

70 
70. 
72 
73. 
70, 
75. 
70, 
68, 
74 
75, 
73 
75, 
Si 
79, 
30 
84, 
81 

.79 
57 
,90 
36 
,38 
,11 
.53 
,24 
.43 
.02 
,35 
,49 
. 22 
,79 
.21 
,03 
.30 
,64 
. 04 
.84 
.95 
,94 
. 90 
,66 
.57 
.43 
.60 
,52 
.37 
,90 
.88 
.50 
.46 
.13 
.40 
.91 
.16 
.57 
.94 
,03 
.89 

(Rs. 

D I E tr ibi 

rrs 

9, 13 
13-13 
7.44 
9.13 

10-82 
9.09 
9.44 
3.54 
9,65 
10-20 
1 3.38 
15.05 
13.65 
13-69 
12-15 
10.4 5 
9.17 
8.87 
9 - 09 
8.87 
9-69 
10-03 
10.06 
9.30 

11.32 
7.07 
6.36 
6.80 
6.67 
9.52 
7.93 
7.46 
8.54 
8,14 
9.37 
10-27 
9. 50 
8 - 40 

10-57 
12.04 
11 - 50 
11-24 

Crores) 

jtion 

PS 

17.23 
25-07 
17.99 
13.77 
14.33 
12.03 
14.45 
17-88 
16.11 
13.37 
20.60 
23.60 
22.86 
25.09 
26.06 
21 .34 
14,80 
14.83 
18.27 
17.09 
18.47 
17.02 
17.00 
15.81 -
21-03 
22.37 
23.21 
20.60 
19.80 
20..11 
16.17 
21.67 
22.96 
17.40 
1 5. 50 
16.33 
14.59 
10.45 
9.85 
7.02 
4.47 
6.87 
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Table 4.5 

Net Domestic Saving (by "5ype of Institutions and their Percentage 
Share in Net Domestic Product (at Current Prices) 

(at Current Prices, 

Year 

1 

1 VEiO-51 
1^51-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
J 957-58 
19 58-59 

19 59-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 

1967-68 
1963-69 

1969-70 
1970-71 

1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
19Sa-82 
J 982-83 
1983-84 
1984-85 
1985-86 
1936-87 
1987-89 
1988-89 
19S9-70 
1990-91 
1991-92 

Source : 

NDP at 
factor 
cost 

8566 
9023 
8862 
9670 
9003 
9116 

10932 
1134 
12421 
13017 

14231 
14955 
15952 
18253 
21390 
2271 

25295 
29855 
31414 
34530 
36646 
38874 
42684 
52566 
61485 
64786 
69641 
79904 
85411 
92161 
110139 
128417 
141965 
166586 
185697 
207048 
230815 
299774 
355465 
405055 
4 78981 
547691 

As in T 

HHS 

-̂  

462 
336 
296 
388 
435 
757 
010 
578 
532 
807 

774 
655 
904 
013 
170 
726 
412 
281 
170 
075 
388 
856 
909 

512 
035 
623 
585 
365 
914 
713 
343 
318 
374 
697 
205 
280 
160 
697 

343 
842 
669 
661 

able 4,1 

PCS 

4 

44 
80 
5 

3'j 
50 
58 
71 

23 
36 
66 

140 
143 
140 
143 
96 
94 
69 

34 
37 

127 
200 

229 

414 
574 
16 
92 

304 
421 
910 
584 
495 
568 
390 
795 

1467 

436 
8J6 

2751 
4896 
5631 
57 58 

F'S 

5 

56 
.1 32 
28 
-6 
9 

14 
50 
39 

-4 

127 
153 
172 
O'^.'-i 

2 7S 
179 
-61 

-150 

-38 
44 

133 
22 

-94 
118 
563 
874 

14 53 
1114 
1334 
794 

-241 
J 396 
B42 

-1275 
-28,82 
-2012 
-5035 
-7705 
-9410 

-138J 3 
-13125 
-18189 

(7) as "/. 
of (2) 

6 

5. 39 
-T - , ^ 
^* W t J-

3.34 
4.01 
4,83 
8 .30 
7. J2 
5.19 

4.23 
6.20 
5.44 
4.38 
5,67 
5. 5 5 
5. 4 7 
7.7 5 
9.54 
7.64 
6.9J 
8.91 

9.92 
9.16 

12.39 
9,82 

11 .77 
13,76 
14.22 
16.29 
13,79 
11.21 
13.49 
J 1 . 53 
13.62 
J 3. 57 
14.57 
16.53 
14.24 
14,16 
15,76 
17,89 

18,01 

(4) a-̂j 7, 
of (2) 

7 

,51 
,89 

,06 
.31 
,56 
,64 
,65 
,25 
,29 

,51 
,98 
.96 
.38 
.78 
.45 
.42 
.27 
. U 
.12 
,37 

.66 

.54 
,79 
.93 
.02 
.13 
.38 
,49 
,99 
.53 
.39 
. 40 
.23 
.43 
.71 
,21 
,27 
.77 

1.21 
1.19 
1 .05 

(5) as 7. 
of (2) 

8 

.65 
J ,46 

.06 

.JO 

. 15 
,46 
,35 

-.03 
-,19 
,89 

1 ,02 
1.03 
1.38 
1 . 30 
,80 

-.24 
-. 50 
-.12 
.13 
.36 
.06 

-.22 

.92 
1.35 
2.09 
1.39 
1.56 
.86 

-.22 
1 .09 
.59 

-.76 
-1.53 
-1.35 
-2.20 
-2.57 
-2.65 
-3.41 
-3.78 
-3.31 
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Table A.h 

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

Year 

1950-51 
1951-52 
19 52--53 
1953-54 
1954-55 
19 55-56 
1956-57 
1957-58 
1950-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
^964-65 
1965-66 
1966-67 
-1967-69 
1968-69 
J 969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-32 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1907-08 
1988-89 
1989-90 
1990-91 
1991-92 

HoLiE.i?hold Sa'/ingj 

HHB 

718 
621 
601 
70*? 
789 
lira 
1217 
1008 
1046 
1349 
1362 
1284 
1572 
1730 
l'?37 
7586 
3432 
3431 
3412 
4475 
4873 
5477 
5713 
8562 
8610 
10534 
12698 
14686 
17747 
17379 
21835 
23919 
23940 
31088 
34677 
41143 
50484 
52733 
657^0 
81319 

105125 
121230 

FA 

62 
14 
/ X 

142 
282 
429 

291 
362 
433 
4 56 
489 
499 
743 
714 
1072 
864 
865 
795 
919 

1371 
1555 
2128 
3612 
2374 
3913 
4852 
5853 
6658 
6081 
8597 
9804 

12792 
> 3285 
18105 
18458 
24042 
27021 
27095 
41173 
45068 
58563 

PA 

656 
607 
529 
567 
507 
699 
884 
717 
684 
916 
906 
795 

1073 
987 

J 514 
2568 
*"> "̂̂  / / 

26J7 
3556 
3502 
3922 
3585 
4950 
6236 
6616 
7846 
8833 

11089 
11298 
13238 
14114 
11148 
17803 
16572 
22685 
26422 
25-^12 
36633 
40146 
60057 
62667 

7, Distr] biit-ion 

FA 

8,64 
2.25 

11,98 
20.03 
35.74 
38.03 
27 ,36 
28.87 
34,61 
32 
33 
38 
31 
42 
36 

, 10 
48 
,08 
,74 
.95 
,86 

41.45 
25,17 
25.21 
23. 30 
20. 54 
28. 
28, 
37. 
42, 
27. 

13 
39 
25 
19 
57 

37.19 
38.21 
39,85 
37. 52 
34.99 
39.37 
40.99 
53.43 
42-73 
52.21 
44.86 
47.62 
51.24 
44.27 
50.63 
42.87 
48.31 

PA 

91.36 
97.75 
88.02 
79.97 
64.26 
61.97 
72, 
71 
6.-', 

64 
13 
39 

67.90 
66. 52 
61.92 
68.26 
57.05 
63. J4 
58.55 
74.83 
74.79 
76.70 
79.46 
71.87 
71.61 
62.75 
57.81 
72.43 
62.81 
61.79 
60.15 
62.48 
65.01 
60.63 
59.01 
46.57 
57.27 
47.79 
55.14 
52.38 
40.76 
55.73 
49.37 
57.13 
51 .69 

Source as in Table 4.1 
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Table '\ .1 

Composition of Gross Household Sector Savings 
( O u i r i q u e n n i a l A v e r a g e s ) 

( R s . C r o r e s ) 

1 

1950-51 

1955-56 

1960-61 

1965-66 

1970-71 

1975-76 

1980-81 

1985-86 

1985-86 

3d 

to 

to 

to 

to 

to 

to 

to 

to 

to 

1954-55 

1959-60 

1964-65 

1969-70 

1974-75 

1979-80 

1984--S5 

1909-90 

1991-92 

As 

F 

pier ct?n taqc of Gl̂ r 

inanej al 
-> 

1.2G 

3.26 

3.42 

3.15 

4.75 

6.98 

8.65 

9.33 

9.64 

Physical 

6.35 

6.89 

5.SS 

8.94 

9.56 

J 5.03 

11.37 

8.60 

9.96 

A'J: percentage 

Financia1 
4 

16.60 

32.14 

'6. 79 

26.04 

33.22 

37.46 

46,20 

47.97 

47.01 

of HH8 

Ph/s j.cal 
5 

83.12 

67.21 

63.21 

73.96 

66.78 

80.66 

60.77 

44.25 

48.61 

Source : Computed by the autfior based on data reported in Table 4,6 
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Table 4.8 

Financial Savings by Component Items 
(at Current prices) 

(Rs. Crores) 

Years Currency 

JL'=?50-51 
1^51-52 
l<?52-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 

1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 

1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1^76-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1937-38 
1988-89 

1989-90 

Source 

81 
-116 
-17 
26 
67 

203 
48 
50 

111 
133 
145 
94 

175 
211 
135 
285 
118 
145 
263 
ZZ4 
345 
381 
616 
812 
17 

321 
1130 
705 

1482 
1338 
1625 
955 

2017 
2784 
2938 
2220 
3065 
4915 
4256 
7655 

: NB 

Net Depo­
sits 

^6 
-4 5 
43 
21 
38 
24 

-19 
76 
42 
68 
11 

103 
70 

118 
253 
309 
337 
268 
72 
85 

265 
574 
773 
1260 
1017 
1131 
1902 
2780 
2742 
1650 
2970 
3001 
4824 
3739 
5879 
5222 
6837 
7529 
5581 
9464 

tional Ac 

Shares 
Debeft — 
tureB 

52 
49 
23 
27 

IJ 
41 
71 
36 
34 
61 
67 
112 
45 
119 
64 

175 
114 
78 
84 
65 
94 
61 
26 
44 

J37 
115 
87 

325 
175 
214 
443 
724 
805 
606 

1142 
1775 
2118 
2472 
3416 
4064 

counts 

?' Met Cliiims 
on Go vei'"n-
nic-nt 

-04 
^3 

^1 
76 

J41 
19 
71 
39 
57 

-12 
-20 
42 

— -1 «-

-9 
-48 
-59 
-84 

-J39 
-12 

-243 
-J 96 
434 
-95 
742 
95 
ISO 
31 

465 
576 

1656 
1134 
1806 
1919 
3335 
2836 
3232 
4998 
5931 

Statistics, 

Li fe Insu 
ranee 
Funds 

20 
13 
18 
J. I-' 

28 
31 
30 
29 
32 
46 
50 
65 
82 
78 
88 
96 

J04 
122 
139 
160 
J 89 
216 
262 
326 
322 
385 
480 
559 
648 
739 
859 
982 

1149 
1296 
1465 
1706 
2026 
3434 
3267 
4089 

Central 

- Provident 
Funds 

19 
20 
27 
45 
47 
54 
62 
81 
72 
86 

126 
127 
147 
175 
206 
216 
239 
311 
321 
414 
490 
566 
647 
736 
976 
1224 
1158 
1304 
1580 
1675 
2122 
2486 
2863 
3054 
3762 
4200 
5158 
6539 
7577 
9508 

Statistical 
Organization, New Delhi 
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Table 4.9 

Components of Gross Financial Savings : Quinquennial Averages 
(Percentages) 

Currency Net Depo- Sharers ?< Net Claimf^ Life Insu- Provident 
Period sits Deben- on Govern- ranee Funds 

tures in&nt Funds 

1950-51 7.17 5.42 28.32 J 3.29 18.18 27.62 
to 

J 954-55 

1955-56 2 9 . 4 9 10 .34 13.J 5 J 8 . 7 2 9 . 0 9 1 9 . 2 1 
t o 

J 9f>9-60 

1960-61 26.20 1^.13 14.03 1.21 12.51 26.92 
to 

1964-65 » 

1965-66 25.36 23.72 11.43 -'7.50 13.75 33.24 
to 

1969-70 

1970-71 19.66 35.23 3.28 -1.01 11.92 30.93 
to 

1974-75 

1975-76 18.19 37.30 3.35 5.53 10.27 25.37 
to 

1979-80 

J 980-81 J 6.49 32.62 5.94 8.26 9.19 22.83 
to 

J 984-85 

.1985-86 J 5.75 25.13 9.90 14.54 10.39 23.59 
to 

1989-90 

Source : Computed by the author. 
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Table 4.10 

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

Period Share 

1950-51 to 54-55 

1955-56 to 59-60 

1960-61 to 64-6ri 

J 965-66 to 69-70 

1970-7J to 74-75 

1975-76 to 79-80 

1980-81 to 04-85 

1985-86 to 89-90 

5,20 

6.89 

7.25 

8.42 

11.19 

15.82 

13.64 

14.32 (13.07*) 

Note : ^Computed for 1985-86 to 1991-92 (average) 

Source : Computed by the author. 
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Table 4.11 

Composition of Net Savings : Quinquennial Averages 

(Rs. crores) 

HHS PCS PS 
Year * '/. of V, of '/. of ''. of "/.of 7. of 

tota] MDP total NDP total MDP 
savings savings savings 

1950-51 to 1954-55 82.10 4.29 8.95 0.^6 9.38 0.49 

1955-56 to 1959-60 91,28 6.15 6.79 0.46 J.94 0.13 

1960-61 to 1964-65 73.31 5.33 10.75 0.78 15.94 1-16 

1965-66 to 1969-70 97.21 S.i4 3.01 0.25 -0.22 -0.02 

1970-71 to 1974-75 90.75 10.20 6.41 0.72 2.84 0.32 

1975-76 to 1979-00 88.30 14.08 2.79 0.44 8.92 1.42 

1980-81 to 1984-85 142.75 13.53 4.13 0.39 -3.00 -0.30 

1985-86 to 1991-92* 114.95 16.22 6.13 0.87 -21.08 -2.98 

Total J 13.04 5.50 15.76 

Note ! *Con5ist of seven years. 

Source : Computed by the author. 
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Table 4.12 
Annual Growth Rate of Gross Savings and Its Components 

(Current Prices) 

Year 

1950-51 
1951-52 
1952-53 
J 953-54 
1954-55 
1^55-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-6e! 
l<?6S-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1973-79 
1979-80 
1930-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
J987-en 
1983-89 
1989-90 
t •790-91 
19Vi-92 

Total 

3.08 
-19.80 
14.39 
14.32 
35.67 
11.82 
-14.32 
2.85 

25 
16 
1 

13 
14 
10.9 
'̂ O 9 

27 
83 
45 
30 
14 

19, 
- 0. 
4, 

28. 
12, 
10. 
4, 

45. 
11, 
17. 

07 
38 
4 5 
68 

69 

95 
32 
30 

20.78 
12.20 
1<?.32 
2.32 
16 
17 
2 

18 
10 
22 
15 

-> 

26 
21 
24 
18 

.50 
,01 
.98 
,38 
. 14 
01 
.01 
97 
,48 
64 
.52 

Gro-ss Domestic Saving' 

HUS 

-13.51 
-3.22 
17.97 
11.28 
42.97 
7.89 

-17.17 
3.77 

28.97 
0. '̂ A 

22.43 
10.05 
11 . '̂ 7 
33.51 
32.71 
-<-'. 'J 3 
-0. 5 5 
31 . 1 5 
8.89 

1 2. 39 
4.31 

49.87 
0. 56 

22.35 
20. 54 
15.66 
20.84 
-2.07 
25.64 
9,54 
0 . 0 9 

2 9 . 8 6 
1 1 . 54 
1 8 . 6 5 
22 . 7 0 

4 . 4 5 
2 4 . 6 4 
j k - ^ » ' > _ 

2 ^ . 2 7 
i 5 . 32 

4 8 . 
- 5 4 . 
4 3 . 
Z-2. 
1 4 . 
1 6 . 
<-\/-^ 
JL.JL.M 

1 6 . 

31 
, 55 

,56 
04 

, 15 

,24 
35 

1 4 . 1 3 
7 . ZO 

1 4 . 50 

"^ .94 
4 . b 5 

- 3 . 6 2 
7 . 0 2 

'-Mr. «= -^ 
y. .J • w' „-

1 4 . 6 1 
4 . 6 5 

90 
47 
74 

>4. 
' 5 , 
26. 
8 . 7 2 

1 9 . 9 7 
1 7 . 0 8 
4 6 . r>0 
- 2 . 8 9 

9 . 2 8 
1 6 . 5 1 
9 . OS 

2 5 . 8 2 
3 5 . 6 8 
-'-?. 07 
i 6 . 06 
5 2 . 8 1 
38 . 53 
I B . ' ? / 
1 5 . 56 

rs 

D'.t. Cx.) 

- 4 2 . 4 6 
- 1 2 . 4 J 

1 8 . 90 
1 3 . 9 1 
34 . 3 0 

6 . 0 6 
- 7 , 3 5 

3."=?6 
8 0 . 0 8 
1 6 . 2 4 
1 4 . 57 
2'^!. 27 
1 5 , 23 
- 0 . 9 3 

- 1 7 . 4 3 
-'I ' . 1 5 
? 8 . 6 4 
2 0 . 4 0 
21 . 30 

2.0(> 
4 . 2 3 

3 5 . 6 6 
4 8 . 0 9 
2 4 . 7 8 
2 5 . 3 4 
- 0 . 4 1 
14 . 6 8 

3.<?1 
- 6 . 30 
5 5 . 8 7 

7 . 8 3 
• 1 3 . 3 1 
- 3 . 6 6 
3 1 . 52 
- 6 . 6 8 

- 1 4 . 4 3 
1 3 . 6 3 
. -.- ".... 

- 2 0 . 7 4 
8 2 . U l 

H o u s e h o l d D i s t r i b u t i o n 

FA PA 

- 7 7 . 4 2 
4 1 4 . 2 9 

9 7 . 2 2 
9 8 . 59 
5 2 . 1 3 

- 2 2 . 3 8 
- 1 2 . 6 1 

2 4 . 4 0 
1<?.61 

5 . 3 1 
7 . 2 4 
2 . 0 4 

4 8 . 9 0 
- 3 . ^ 0 
5 0 . 1 4 

- 1 9 . 4 0 
0 . 1 2 

- 0 . 0 ' ? 
1 5 . 6 0 
4 9 . 1 8 
1 3 . 4 2 
3 6 . 8 5 
6 9 . 7 4 

- 3 4 . 2 7 
6 5 . 0 4 
2 3 . 8 4 
2 0 . 6 3 
1 3 . 7 5 
- 8 . 6 7 
4 1 . 3 7 
1 4 . 0 4 
3 0 . 4 8 

3 . 8 5 
3 6 . 2 8 

1 . 9 5 
3 0 , 2 5 
1 2 . 3 9 

7 . 6 8 
4 1 . 5 1 

9 . 46 
2 '7 .94 

- 7 . 4 7 
- 1 2 . 8 5 

7 . 1 8 
- 1 0 . 5 8 
3 7 . 8 7 
2 6 . 4 7 

- 1 8 . 8 9 
- 4 . 6 0 
3 3 . 9 2 
- 1 . 0 9 

- 1 2 . 2 5 
34 . 9 7 
- 8 . 0 1 
2 3 . 9 1 
2 3 . 79 
6 9 . 6 2 
- 0 . 0 8 

1 . 9 9 
3 5 . 8 8 
- 1 . 5 2 
1 1 . 9 9 
- -S .59 
3 8 . '")8 
2 5 . 9 8 

6 . 0 9 
1 8 . 5 9 
1 2 - 5 8 
2 5 . 5 4 

1 . 8 8 
1 7 . 1 7 

6 . 6 2 
- 2 1 . O t 

5 9 . 7 0 
- 6 . 9 1 
3 6 . B<? 
1 6 . 5 6 
- 2 . 7 6 
4 2 . 4 7 

9 . 5'=> 

4 9 . 6 0 
4 . 3 5 

Source Computed by the author 
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Table 4.13 

Annual Growth Rate of Net n^/inyi. and Its Components (Current Prices) 

Year 

1^52-53 
1^53-?4 
1V54--55 
1955-56 
J 956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
l<?63-64 
1964-65 
1965-66 
1966-67 
1967-68 
l<?6B-69 
1969-70 
1970-71 
1971-72 
1972-73 
l<^73-74 
i974-75 
1975-76 
l<;»76-77 
1^77-78 
1978-77 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
l<?8e~39 
1^89-90 
jq.<70-91 

1991 -q>2 

Total 

-2.49 
-41 .77 
29. j 5 
19.90 
67.81 
12.30 
-30.72 
-12.56 
50.35 
22. 76 
-8.65 
27.87 
1 5 .79 
9,66 

29.47 
21.06 
-10.54 
0.18 

49,65 
14.63 
IJ .10 
-2.18 
74.18 
1.82 

18.70 
30.80 
14.80 
22.58 
-7.99 

74 
12 
42 
65 

5.98 
25.17 
15.99 
6.70 
22.Ol 
25.72 
-*-»• -r/-i 

17.76 

15 
15 
-7 

N e t 
HI-IS 

'̂  -» ->-/ 

1 1 . 9 0 
31 . 0 8 
1 2 . 11 
7 4 . 0 2 

7 . OC) 
2 0 . 6 4 
- 7 . ^ 6 
51 . 6 9 
- 4 . (19 
1 5 . 3 7 
3 3 . 0 2 
1 2 . '1)6 
1 5 . 5 0 
4 7 . 5 2 
3 9 . 7 5 
- 5 . 4 3 
- 4 . 8 7 
4 1 . 7 1 
1 0 . 1 8 
1 3 . 8 1 

1 . 3 7 
6 6 . 5 9 
- 7 . 3 2 
2 6 . 3 1 
2 5 . 7 4 
1 8 . 5 7 
2 2 . 4 3 
- 8 . 6 3 
2 8 . 5 5 

5 . 9 7 
- 5 . 4 5 
3 8 . 6 2 
1 1 . 0 5 
2 0 . 1 3 
2 6 . U2 
1 1 . 8 9 
1 7 . 9 2 
2 6 . 8 0 
3 4 . 1 9 
1 5 . 1 7 

D o m e ' s t i c S a v i n g s 
PCS 

0 1 . 8 2 
- - 7 3 . 7 5 
fiOo . 0 0 

6 6 . 6 7 
1 6 . 0 0 
2 2 . 4 1 

- 6 ' . ' . 56 
2 8 . 57 
8 3 . 3 3 

1 1 2 . 1 2 
2 . 1 4 

- ? . 10 
2 . J4 

- 3 2 . 8 7 
- 2 . 08 

- 2 6 . 6 0 
- 5 0 . 7 2 

8 . 8 2 
2 4 3 . 2 4 

5 7 . 4 8 
2 8 . 0 0 

- 1 0 . 5 5 
8 0 . 79 
3 8 . 6 5 

- 9 7 , 2 1 
4 7 5 . 0 0 
2 3 0 . 4 3 

3 8 . 4 9 
1 1 6 . 1 5 
- 3 5 . 8 2 
- 1 5 . 2 4 

1 4 . 7 5 
- 3 1 - 3 4 
1 0 3 . 8 5 

84 . 53 
- 6 6 . 8 7 

6 7 . 9 0 
2 3 7 , 1 3 

7 7 , 9 7 
1 6 . 0 3 

1 . 3 6 

P S 

1 3 5 . 7 1 
- 7 8 . 7 9 

- 1 2 1 . 4 3 
- 2 5 0 . 0 0 

5 5 . 5 6 
2 5 7 . 1 4 
- 2 2 . 0 0 

- 1 1 0 . 2 6 
5 2 5 . 0 0 

- 6 0 8 . 0 0 
2 0 . 4 7 
1 2 . 4 2 
4 6 . 5 1 
1 0 . 3 2 

- 3 5 . 6 1 
- 1 3 4 . 0 8 

14 5 . 9 0 
- 7 4 . 6 7 

- 2 J 5 . 7 9 
2 0 2 . 2 7 
- 8 3 . 4 6 

- 5 2 7 . 2 7 
- 2 2 2 5 . 5 3 

3 7 7 . 1 2 
5 5 . 2 4 
6 6 . 8 2 

- 2 3 . 5 9 
1 9 . 7 5 

- 4 0 . 4 8 
- 1 3 0 . 3 5 
- 6 7 9 . 2 5 

- 3 9 . 6 8 
- 2 5 1 . 4 3 

1 2 6 . 0 4 
- 2 . 4 3 
8 0 . 8 3 
5 1 . 5 2 
2 2 . 1 3 
4 6 . 7 9 
3 1 . 2 2 

0 . 3 5 

Source : Computed by the aLithor 

91 



T a b l e 4 - 1 4 

G r o w t h R a t e o f S a v i n g s D u r i n g 1 9 5 0 - 5 1 t o 1 9 9 1 - 9 2 

l o g Y " <:( I LI L: u d u i e l u y i s Icxt eti aL b a s e 10 

( N o . o f o b s f ? r v a t l o n - 4 2 ) 

Si , 
No. 

1 

1 

n 

^ 

4 

5 

Name Constant 

Grt>BS 
DomestIc 
Saving 
(Total ) 
HHS(Gro55) 

PCS(Gross) 

PS (Gross) 

Net Domes:-

Ji 

2.7137 

2.5297 

1.7607 

2.1436 

2.4109 

Coof f Lc1ent 

4 

.or.8i 
(31<9677)* 

,060 J 
(23.7095)* 

.0552 
(20.1933)* 

.0463 
(5.6232)* 
.0594 

J 

dw 
1 

r-

. (."'1 

.<79 

.<70 

.98 

.99 

I JC 

2 . 0 1 J 4 . 3 0 

2 . 0 O 1 4 . 8 5 

1 . 9 0 1 3 . 5 6 

1 . 5 9 1 1 . 2 5 

1 . 9 1 J 4 . 6 6 
t i c S a v i n g ( 2 9 . 1 5 9 0 ) * 
( T o t a l ) 

6 HHS (Net) 2.2924 .0634 .9"^ 1.83 15.72 
(28.5539)* 

7 PCS (Net) 1.2709 .0489 .71 1.88 11.91 
(6.7628)* 

8 HHS-FA 1.8920 ,06BJ .^6 1.48 16.98 
(Gross) (16.4 434)* 

9 HHS-PA 2.4353 .0554 .9"? 2 .Z2 13.60 
(Gross) (20.6735)* 

Note : 1) Growth rate for Net Domestic Saving from Public Sector 
could not be computed since sonie of them are negative 
and, therefore, logarithmic transformation is not 
possible. 

2) Figures in parenthesis are t--values. 

3) £ Growth rate has becMi computed using the formula 
reported in Chapter 3.4.3. 

4) *, **, *** denote significant at 17., 57. and 107. level 
respecti vely. 

Source : Computed by the author. 
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Table 4.15 

Growth Rate of Savings During 1950-51 to 1959-60 

loq Y ^ a + Bt 

where log XB> tat er» at base J (.'> 

(No. of obBcr-zation = 10) 

SI. Manie Constant CoofficiL-nt Fr dw- stasis- Growth rate£ 
No. ttr. 

L Gross 2.8854 .03^6 .75 1.83 9.55 
Domestic (3.5643)* 
Saving 

(Total ) 

Z" HHS 2.7277 .0410 .80 1.55 9.90 
(Gross) (4.2637)* 

^ PCS 1.9203 .0308 ,39 2.30 7.35 
(Gross) (2.5099)* 

\ PS 2.J 740 .0217 .20 J .52 5.12 
(Gross) (1.1733)* 

? Net Domes- 2.5623 .0401 .37 1.83 9.67 
tic Saving (1.7910)* 

(Total) 

6 HHS 2.4432 .0522 .61 1.53 12.77 
(Net) (3.0690)* 

7 PCS J.4066 .0351 O.IJ 2.13 8.42 
(Net) (.8562)* 

8 HHS-FA 1.6264 .1322 .63 1.58 35.58 
(Gross) (4.0795)* 

9 HHS-PA 2.687J .0268 .51 2.10 6.37 
(Gross) (2.43320)** 

Note : as in Table 4.14 above. 

Source : Computed by the author 



Table 4.16 

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

log Y ^ •< »- Dt 

where log IB taken at baj=t? 10 

(M<-i. f) f ot'scrva tion =-• 10) 

SI. Name Constant Coefficient Hr dw-<^tat3s- Growth rate£ 
No. tic 

7 

1 Gross 3 . 2 8 6 1 .0539 .97 1,73 1 3 . 2 1 
Domest ic ( 1 4 . 9 2 6 0 ) * 
S a v m q 
( T o t a l ) 

2 HHS( Gross) 3.0510 .06"74 .95 1.69 J 6.79 
(11-2266)* 

3 PCS(Gross)2.4901 .0216 .80 1.65 5.10 
(5-1315)* 

4" PS(Gross) 2.7427 .0260 .68 1.17 6.17 
(1.8660)*** 

5 Net Domes- 2.9825 .0547 .9J 2.04 13.42 
tic Saving (9.5729)* 
(Total) 

6 HHS(NBt) 2.7775 .0810 .92 1.52 20.50 
(9.2456)* 

7' PCS(Net) 2.1925 -0.0517 .35 1.51 -11.22 
(2.4282)** 

8 HUB-FA 2.7325 -0290 .56 2.19 6.91 
(Gross) (1.9329)*** 

9 HHS-PA 2.8611 .'">7-'̂9 .91 1.77 J 8. 55 
(Gross) (9.'1122)* 

Note : as i n T a b l e 4 -14 above 

Source : Computed by t t te a u t f i o r 
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Table 4.17 

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

log Y •= .-( f- Ot 

whiere log is ta^ PD .̂  t base 10 

(Mo. of obsfsrvataon == 10) 

SI. Name Constant Coefficient H"- dw-statis- Growth ratet 
No. tic 

7 

L Gross 3,8110 .07J6 .^7 J.79 17,92 
Domestic (l'^.3T09)* 
Saving 
(Total) 

: HHS( Gross) 3,678(.) .067^ .97 2.56 16.92 
(17.4945)* 

> PCS (Gross) 2,8203 .0r^15 .77 1.71 12.59 
(4.5035)t 

\ PS(Gro5E) 3,0423 .0788 .'^'^ 1.02 19.89 
(4.5409)* 

5 Net Don.es- 3 ,5522 .0758 .95 2 , 3 1 19 .07 
t i c S a v i n g ( 1 2 . 6 5 3 8 ) * 
( T o t a l ) 

~6 HHS(Net) 3 .5092 .0755 .95 2 . 3 1 1 9 . 0 0 
( 2 0 . 5 3 1 9 ) * 

7 PCS(Net) 2.1811 ,0400 .05 1.85 9,65 
(.4646) 

8 HHS-FA 3.1728 .0793 .87 2.07 20 ."04 
(Gross) (9.9389) 

9 HHS-PA 3.5126 .0626 .96 2.18 15.50 
(Gross) (15.3635)* 

Note : as in Table 4.14 above 

Source : Computed by the 'i'h,-/i 
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Table 4.18 

Growth Rate of Saving^ During 1980-81 to 1991-92 

loq r = c< I- nt 

w h e r e J o g J 5 t a t e n a t b a ^ e 1 0 

( M o . o f o b s e r v a t i o n = J O ) 

S I , Nami-J C o f i 5 j L a n ( H o e f ( \< i ( n l P;' rlw ' t , i ( i t - (3i ow< tt r . ^ t e * 
Nn. t i t . 

1 2 3 4 ' j 6 

1 G r o s s 4 . 3 7 5 0 .017.1 . 9 9 7.29 4 , 0 2 
D o m e s t i c ( 8 . 2 5 J 3 ) * 
S a v i r i g 
( T o t a l ) 

2 H f l S ( G r o s s ) 4 . 2 8 3 1 , 0 6 9 8 .9B 1 , 3 5 1 7 . 4 4 
( 2 3 , 8 2 0 9 ) * 

3 PCS(Gross) 3.2391 ,0835 .99 1.78 22.60 
('7,8087) * 

4 PS(Gross) 3.8002 .0099 .08 2.00 2.31 
(1,1010)* 

5 Net Domes- 4,0324 .O80 5 .98 2.61 20.36 
tic Saving (5.1849)* 
(Total) 

6 HHS(Net) 4.1325 ,0751 ,97 1.18 18.89 
(20.4236)* 

"7 PCS (Net) 2.3254 .1301 .78 1.92 34.93 
(4,1613)* 

8 HHS-FA 3.9297 .0730 .99 1.74 18.30 
(Gross) (51.7148)* 

9 HHS-PA 4.0243 .0671 .93 1.95 16.71 
(Dross) (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 

(1950-61 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 lo 1991-92) 
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Figure 4.4 
Trends of GDS, HHS and HHS-FA 

(1950-51 to 1991-92) H H S 
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Chapter-5 

DETERMINANTS OF SAVINGS 



5.1 Introduction 

The main Cibjectjv'e of this chapter xs to =-tudy the 

factors which have affected groi'̂ th of savings by HH3 in 

financial (FA). In the la-̂ -t rhaftcr wy liave noted that 

savings both gross and net h.:(ve rc?corded manifold increase 

ovfr last forty- ti')o wtr';-, ~ both in (l-'soliite term and also 

in tern)9 of pei-cen tage of GDP/rJDP. The distirtqmshing 

feature of this increase? has been : (i) two distinct phases 

of growth; and (li) structural sin ft not only in terms of 

institution but b/ object also. 

The former refers to share of gross savings in GNP 

which has ra son steadily from about 6 por cent in I'^SO-Sl to 

touch a figure of about 24 per cent in 1778-79, Thereafter, 

stagnated around 21.50 per cent. In case of structural 

shift, proportion of HHS m Gross Savings has increased from 

about 70 per cent in 19505 to around 90 per cent m 1990s. 

While HHS reported maximum savings, structure of this sector 

too, has undergor'-- mo'.-t noticeable change. The shar"e of 

savings by HHS in FA whichi was a mere 8.64 per" cent has 

increased steadily to about 50 per cent during 1980's. In 

terms of annual average growth rate, too, this sector has 

rn?corded highest growth of about 17 pnr cent during 1950-51 

to 1991-92. It would, therefore, be of interest to 

delineate the factor-s whjch have contributed to this shift 

in the structure of HHS and many fold increase in FA by HHS. 

97 



R & s t o f t h i s <_t")a(.>tpr j s or qrxm Bi3d D H f o l l o w s : I n 

B D c t i o n 5 . 2 f ac l c j r ? ^ o f f e c t i r x j thr? c j r c 'w th o f n a v i f i q s h a v e 

been i d e n t i f i e d , ft^.i'^- i ; . f o l l o w e d fjy •^spoci 1 i c ^ i t i ot i o f t h e 

m o d e l t o E t u d y t h e e f f e c t s o f v a r i o n E v a r i a b l e s i n HHS by FA 

a l o n g w i t h hypo the t -o ' ? a b o u t v a r i a b l e s l<^ s e c t i o n 5 . 3 . I n 

s e c t i o n '5.^ e s t i m a t e d r e s u l t s and d i s c u s s i o n o f t h e s e 

r e s u l t s ar B r e p o r t e d . F i n a l l y , wc h a v e sunnnar i s e d o u r 

f i f i d i n q s i n s e c t i o n C*. ? . 

5.2. Determinants of Savings 

We have observc^d in the previous chapter that among 

the three sectors of domestic savings, HHS has shown right 

through an increasing trend not only in absolute terms but 

in terms of its share in total saviiigs vis-a-vis as 

percentage of GDP. This observation is re-enforced by high 

growth rates of savings -- both decadal and over all in HHS. 

Further, quinquennial (.j,i+-a, too, provides us with ttie same 

conclusion. From our anal/sis of the HHS and its components 

(i.e. FA and PA), we have observed a changing scenario in 

HHS, We have seen that ttie HHS in terms of FA has been the 

one which has recorded phenomenal change during the period 

under investigation. Furthermore, if we loof, at the FA, we 

find that it is during last ten years or so, FA has shown a 

change (in percentage, absolute values, and as percentage of 

GDP). It implies that there have been substitution of FA 

for PA in HHS during this period. One would, then, like to 
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find out what are the factors that broug^it about this shift 

in the saving fnedium. 

Another important obsEsrvation I B that during 1950-51 

to 1978-79 Gross savings as percentagt? of GDP has 

continuously increased. Rao (J 983 ) a 11 c i t)u teti tt>is rise to 

increasing FEIR an l '-a iriqs in fuodgr ain procurement, but 

during the last decade (i.e. 1980-81 to J <789-90) it has 

stagnated. However, the stagnation xn Eavirigs during 1979-

80 to l<?89-90 has raised debate a•̂^ to why this l;ind of 

stagnation has set in. 

Shetty (1990a, 1990b) argued î )at this stagnation 

has been observed due to persistent afid growing dissaving in 

net terms by the public sector during this period. He has 

also argued that despite favourable condition prevailing in 

the decade, HHS saving potential has not been realised due 

to structural shift in the consumption pattern. Roy and Sen 

(1991) disputed Shetty's claim. They' argued that structural 

shift has taken place In HHS. Further, the share of 

corporate securities in FA has increased, the share of 

machinery in PA has also increased and the share of non­

residential construction of PA has fallen. 

The fir"st tendency suggests that more resources are 

going to private industrial investment via the capital 

market. The last two are consistent v^ith a significant 

growth in infornial and unorganised indtistr/ in recent times. 

<?9 



Therefore?, onB may say t\)€\\ HHS have been (novirig towards 

sectors and assets that involve lower capital output ratios 

arid saving-investment betia-zjour of h(jusehnlri5 bear a close 

celationship with changes in tfie capital and labour markets, 

especially in industry which is the cause of the stagnation 

in the overall saving ratio. While it is suggested that <nt 

macro level, this stagnation may have come about by falling 

rate of savings from Public Sector iri gross terms, and even 

dissaving in the saiiie sector i ri nfit terms, this does not 

tell the whole story about stagnation in the savings. 

We have noted m Chapter-2 that role of savings in 

national economy is to channel i::e resources for investment 

(Rao 1983). Gojng by the analysis reported above and also 

in the last chapter, we may identify some of the factors 

which could have brought about this change. 

Rao (1983) has identified that it is increasing quantum of 

remittances from Indian nationals abroad as the basic factor 

responsible for the sharp rise of Household Sector Savings 

through a rise in the growth of bank deposits and foodgrain 

procurement and stocking on a large scale by the government, 

during 197?-76 to J979-8<"). Othr^r factors identified by him 

Are the Personal Disf)osable Income and Private Final 

Consumption Expenditures whicf) Bre> corinected to Household 

Sector Savings. He has shown that there is a secular 

increase at current pt ices jn the rate of t-iousehold savings 

from disposable income. This supports the role of 
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disposable income as a determining factor of savinqs. 

Further, high income groups c^ro h.̂ vanij larger marginal 

propensity to save than the other i»)came groups. Again, 

govr?r nmenf s aLtompt. on iRuJqotirui for rovfMiue Biirplus alBO 

increases F^ublic Sector Prtvinqs which has adverse effect on 

Household and Private Corporate St^ctor Savings. Moreover, 

increasing rate of return in the form of interest and tax 

concessions also affects Household Sector Savings 

positively. Rao (19*^0) also has pointed out the effect of 

inflation on "-iavings in ttie Indian economy. 

Krishnamur ty and Sharnia (1̂ '=?0) have discussed 

propensity to save .in varjoiis secic. rs atid considered normal 

income hypothesis which provide"; a supporting evidence 

towards disposable inco/iio as a df.>tcrni irung factor of 

savings. They have con?Jidered the effect of intersectoral 

terms of trade on the aggregate saving rate, given other 

factors. From their analysis, the iniportance of Real Rate of 

Interest as a determinjnq factor c>f the* rate of savings in 

the household sector could be felt. Williamson (1968) and 

Gupta (1970a, l'?70b) have found positive significant effect 

of nominal rate of interest on total and urban savings, 

whereas Mazumdar et al, (1980) have reported positive and 

significant effect of nominal mteresrt rate on financial 

saving. However, Dhat t,tic harya (J'̂ O'"') .-uit-i Pandit (198?«) 

supports the positive effect of Real Rate of Interest on 
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some components of Fmantia] SL^VIHCIS, such as, currL-nc/ and 

bank deposits. Rprj] rnte? of inter n-̂ t rtt; a detGrminlnq 

factor of household savings have been regaided by Madhur 

(1984), Krishnaswanii et a ] . (1987) also. Further, 

Kr 1 sfinamurty and Sharma (1'">'90) p»r<jvjrJes us strong base to 

consider taxation as an import£\nt dete-raii ning factor of 

Household Sector Sas/inqs. Banking infrastructure is also 

related to the Household Sector Savirigs and jt depends 

largely on the rate of interest it offers and the personal 

disposable inconio in the part of tfip individuals. In fact, 

unlike Rao (1983), Ghnth (1990) did not consideir the 

remittances from e;;patrjate Indians working abroad as a part 

of domestic savings. Choudhury (19̂ ?'")) also supported the 

vaews e>:pressed by Kr isfmamur tv and Shairma (1990) if> case of 

considering inflation as afi Ifnpni LanL determinant of the 

level of savings. Roy and Sen (1991) ' s arialysis provides a 

broad 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 ttiat personal disposable 

income, rate of interest either real or nominal, inflation 

rate, taxation atid rate of return on investment and 

remittances from abroad are the variables which appear to 

affect savings in general and savings by HHS in particular. 

We have noted above that if) HHS, shift has occured in favour 

of FA and substitutjon of savings in FA for PA has taken 
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place. -While the variab\c-s listed above have been found to 

affect savings, in general or soiur- component oi it, the 

direction causation appear'-:- to be far frodi 'settled as there 

are conflicting es/idence. ' Our- analy-ios reported below might 

help to clear BCKOP of the r.on f ue-i or». 

5.3. Model Specification 

It has been noted in the la-̂ t- section that the 

following variable's ma/ have "b-ome influence on savings by 

HHS in FA. These are - Price Level (P), C a U Rate (CR), Net 

Worth (NW), Credit Rat ir* (CRAF^, Personal Disposable Income 

(PDI ) and Fore.icjn E\'cl>aruje Rĉ set ve (TER^. T hert.'f C'C e, we may 

write savings in FA as function of these variables, i.e. 

FA = f(P. CR, NW, CRAT, PDI. PER) (5.1> 

As far as the functional form of eq. (?•. J ) is concerned, we 

notice that variables P,CR, NW and CRAT ^.r^2 in percentage or 

ratio -form and PDI and PER are in absolute form. For the 

correct specification of the model we suggest the form 

(Intrilligator, 197B). 

Ffi - fl o(B P • B CR + B NJi • P CRAT) B log PDI B log PER M o q U , n n \ 

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

of eq. (5.2), we get. 
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Log FA = log A •- Bj F <- B^rP. + B-;NW i- B4CRAT -t-

B^ log FDI t- D^ log FER + log (J (5.3) 

which may be rtpwr 1 i ( (?. > a = 

Log FA = B Q + B^P -1- B.,CR + B^_ NW 4 B4CRAT + B^, log PDI + 

B, 1 on F F R f r, (5.4) 

E q u a t i o n ( 5 . 4 ) may, t t i & n , bf en t j f ua te r l a p p l y i n g OLS 

t e c h n i q u e -

5.3.J. Hypothesises 

As reported abovGj, oi.ir niodel hr̂ s si;( independent 

variables which we have included CM spectfic consideration. 

This leads to a prion tiypothesis about coefficients of 

these variables. 

We have considered Bj as the coefficient of Price 

level. We I now that if price increases, consumption 

expenditure has to go up and it might reduces the volume of 

savings. Thus, P appears to hiave an in-zerse relationship 

with savings by FA. We e>;pect, therefore, B^ to be negative 

and significant. 

The relationship between interest rate and 

investment is assumed to be negative in the literature. It 

has been reported (Roy arid Seri, l"??! ) that reason for growth 

m FA has been channelising of savings \n investment via 

capital marKet. Thus, savings in FA may be directly related 

to investment. Thus, we may have an inverse relation 
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between eavings in FA and rate of interest. However, choice 

of JntereBl rate is a problem a= there have been 

multiplicity of Interest. We have overcome this problem by 

using Call Rate as pro>:y for jnterest rate as this worJ-s as 

'seed rate' in de tf r i.i m i nq inteies^t rates. We e>!pect the 

coefficient of B-. to be rieqative and significant. 

Net wortti tias beeri ccinE idered ta tiave a direct 

eff6?ct on financial saviiiq'.-. If net i^Trth increases savings 

also increases and a fall jn nol. worth mic^ht lead Iĉ  a fall 

in savings. Therefore, the coefficient of net worth, D--; is 

likely to be positive and significantly different from 

zero. 

In chaptet"-4, we fir.v/e noted Ihat bank deposits tiave 

recorded many fold increase. Out of tfiese deposits, banks 

give credit advances to industry atid gover ntnent. If more of 

the credit goes to government, it reduces banks 

profitability. Inverse is true when more of the credit goes 

to commercial sector. We take this credit ratio to capture 

the influence of commercial ban( credit advances on 

financial savings. We assumed CRAT as the ratio of Net Bank 

credit to Government to Bank Credit to commercial sector. 

Therefore, if Net Bank Credit to government happens to be 

higher than the Bank Credit to Commercial sector then the 

credit ratio will be higher than unity and vice-versa. 
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Thus, credit ratio appi.-at's to have a direct relationship 

with savings. Con-^^ideri ng the relati c>nê llp mentioned above, 

the coefficient of credit ratio, B̂ ^ is e>;pected to be 

piositive. 

The re ] at 1 off^hi [• brtwecn Fpr^onal DispoBable Income 

and savings in finan._jc(3 Assets is as'fiuiHjd to be positive. 

When PDI increases, jt might increases the volume of savings 

and when PDI reduces it migfit reduce thi? /olume of savings. 

Thus, personal disposable inconie sHeeiiis to have a positive 

effect on savings and hiinre the coL̂ f f icien t of personal 

disposable income, B^ :s e-;pected to bo positive and 

signi ficant. 

Lastly. regarding foreign e>;cti,.\nge reserve, there 

are two sources of the same, viz. (i) when export exceeds 

import, and (ii) inflow of foreign capital which is used in 

the highly productive sector to earn higher revenue. This 

might induce higtier dodiostic savings m the financial 

assets. Therefore, tite coefficient of foreign exchange 

reserve,! B^ is expected to be posjtive. 

5.4 Results and Discussion 

The data on relevant variables have been collected 

from BDcondary sources reportfpd in Chapter-3. Then, 

equation f3.4 specified in section 5.3 has been estimated 
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using OLS technique and the results are reported in Table 

5.1. As pointed out earlier, this analysis is limited to 

period 19S0-81 to l''?91-<̂ 2 due> to varaous:-. constraints. 

A glance through the estimated results suggests very 

good fit of the model as iridicated by high value of R'̂  which 

is 0.99. Further, we note that, Fistimated Standard Error 

(ESE) of ^he coefficients is quite low which has resulted in 

high t-values and all the coefficients are significant at 1 

per cent level -

Now, as rc-por ted iri se-r-ctaon 5.3.1, if we loo^ at the 

individual coefficients we fifid that the variables Price 

level and Call Rate €\rr' negatively related to savings and 

their coefficients? D^ and H-̂  BI-G al'so negative. Both area 

significant at 1 per cent. Tfiis appears to provide some 

explanation for Shetty (1990a) conjectures that there have 

been shift m consumption. The price level coefficient 

being significant implies that out of PDI. if price changes 

by 1 per cent consumption wj11 increase by about half 

percent, other things being equal. As prices have been 

rising, this might have affected HHS negatively. 

The rtegative coefficient of rnpf esen ta ti ve interest 

rate (i.e. Call rate m our ca=e) can be seen in conjunction 

with positive and significant coefficient of Met worth-

Doth these combined together along wit() positive coefficient 
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of credit ratio explain thf? consiBtent increase in savings 

in Financial assets. 

In case of PDI and FER we find that both Bt̂  and B^ 

have expected sign and significant at 1 per cent level. As 

these variables an-y in log form, we tiave partial elasticity 

coefficients. This implies that, ceteris paribus, PDI 

affects HHS savings more than proportionately. The chc^nge 

in FER operates through changes in E<ank ' s reserve which 

induces increase the money supply in the economy. We have 

noted in Chapter-4, that among the coinponents of FA, 
t 

currency held has shown large increases. The positive 

association betwep: FA and FER, thus, well accounted for 

through increase in curi ericy increases as part of savings in 

FA. 

5.3- Summary 

In the analysis carried out above, w>e have 

identified the determinants of savings in Financial Assets, 

Our model includes the variables Price Level, Call Rate, Net 

Worth, Credit Ratio, Personal Disposable Income and Foreign 

Exchange Reserve which are reported to have influence on FA. 

Certain hypothesises have been made regarding the 

coefficients of the variables and are e>;amined with the help 

of Regression analysis of these variables. 

Our findings tally to the hypothesises made in 

section 5.3.1, that the variables Price Level and Call Rate 
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are negatively related to savings and there coefficiente Bĵ  

and Et-) s^re negative. On the other hand, the variables Net 

worth. Credit Ratio, Personal Disposablf? Income and Foreign 

Exchange Reserve are positively related with savings and 

their coefficients P-',, B/j, Be- afid D^ are positive and 

significant. 
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Table-3.1 

Regression Results for Determinants of PA 

(Period 1980-81 to 1991-92) 

SI,Mo. Variable Co-efficienh T-Values 

Intercept -7.'\7Z-'7 13.8885* 
(0.?381) 

p -0.048ri 7.2323* 
(0.0067) 

CR -0,034 9 6.4096* 

(o.oor>4) 

NW O,0206 4.5307 * 
(0.0045) 

CRAT O,2301 6.1028 * 
(0.O377) 

PDI 1.3145 43.4453* 
(0.0303) 

PER 0.1814 5.6500* 
(0.0321) 

Note : 1. Figurfi? in parenthesis are Standard Errors 
2, * denotes significant at V'. 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 tias been to look at the 

trends of savings behaviour and its sectoral composition, to 

identify the determinants of savings especially that of 

savings in Financial 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 distinct phases in savings 

during 1950-51 to l<?9l-^2. Beginning from 1950-51 to 1978-

79, it has increased on all accounts, viz. absolute terms as 

well as per cent of GDP/NDP, After 1978-79, it has stagnated 

at around 21 per cent and 14 per cent of GDP and NDF 

respectively till 19S8-S9. Thereafter, Gross savings picked 

up gradually and is reported at 22.69 per cent in 1989-90, 

26.47 per cent during 1990-91 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 in 1989-90, 

17.40 per cent in 19<=?0-91 and 17.96 per cent in 1991-92 in 

terms of NDF). 

During 1979-80 to 1988-89, it has been on the 

stagnation phase for which conflicting explanation have 

been put forward by researchers. Shetty (1990a) has 

attributed this stagnation to falling contribution by public 

sector savings which in net terms has reported to be 
i 
i 
i 
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negative and fall in the forpjgn remittances. Roy and Ben 

(19<?1) attribute this -staqnation to falling return in the 

private corporate sector inveutmentB. Our analysis suggests 

that views eitpresBed by Shetty (l^^Oa, b) about stagnation 

may partly hold during 1979-80 to 1988-09 as public sector 

has been net dissaver during the said period. However, when 

we extend this analysis to /ear 1<789~90 to 1990-92, we find 

that despite continued dissaving by public sector, there has 

been a turn around in savings as it 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 conspicuous consumption. When this change is 

seen in conjunction with determinafits of savings, we find 

that due to limited opportunity 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 composition of savings. This aspect is 

reported in detail in Chapter-4. We note that saving in 
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Private Corporate Sector and Public Sector has stagnated 

right through as indicated by their share in GDP as well as 

NDP it 15 Household Sector whach has increased from about 

7.67 per cent of GDP m l'?50-51 to about 22.37 per cent m 

1991-92 (and from about 5.39 per cent of fJDP in 1950-51 to 

about 18.01 per cent m 1991-92). Further, in household 

sector, it is savangs m financial assets which has recorded 

dramatic increase from about 0.66 per cent of GDP m 1750-51 

to 10.87 per cent jn 1991-92, recofding an overall annual 

growth of about 17 per cpnt. ThuE, household sector saving 

which was predominantly m Fh/siral Assets in 19505 (7 per 
\ — — • 

cent of GDP) i'^- nuw dominatod b/ rinnncial Assets as ppr 

n̂ tit of GUP. Yf̂ L AridHtrr i>t>) f'c t i v c of nur •̂ liulv h^s lircn to 

identify the factors which affect savings in general. 

Review of the studies on savings trend suggest that 

variables like Personal 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 liave not come across a cause-effect 

relationship between savings or its components and other 

variables. Taking theoretical consideration about variables 

which are likel/ to affect savings or its components,' we 

have carried out regression analysis. We have regressed 

savings in Financial Assets on Price Level, Call Rate, Net 

Worth, Credit Ratio, Personal Disposable Income and Foreign 

E>;change Reserve. Our results suggests that the coefficient 
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of price level and call rate ^re negatively related to 

savings in Financial AEJseLs and that of net worth, credit 

ratio, personal disposable income and foreign exchange 

rG^^erve are positive, vjhich supports the conjecture by Rao 

(1983), Shetty (19'?0a, b ) , I'.rishnadiurty' and Sharrna (1990), 

Choudhury (1990), Roy and .Sen (1991). 

6-2. Implications of the Findings 

As reported above, analysis of trend of savings 

suggests two distinct pfiase and possibly making of another 

rising trend. This aspect is broadly similar to those 

reported by Shetty (1990) and Roy and Sen (1991). Sectoral 

composition too is similar to the one reported by Roy and 

Sen (1991) 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 Public sector and erratic performance on 

saving fron by PCS, During last five years as PCS has sfiown 

increase in percentage of GDP - from 1.69 per cent in 19B6-

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 supports 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 indicrited by other researchers. But 

except for PDC atid interest rate no cause-effect 

relationship has beh?n carried out. Our multiple regression 

anal/sis sheds light cf) the direction of cau'^ation of these 

variables on HHS Savings in FA. With high value of R^ and 

ail the coefficients being significant 1 per cent level of 

confidence removes sonic-̂  of the confiisiori e^bout the role of 

interest and prices in savings. 

6.3. Limitations of the Study and Future Scope 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 used GDP or NDP. It has been pointed by other 

researchers that the stagnation in savings in eighties may 

have come because of shifts in consumption. This could not 

be investigated because income distribution data were not 

readily available. Secondly, determinant analysis is 

limited to HHS savings in FA only and that too at the 

aggregate level. There are various components of savings in 

FA. The variables which appear to explain the HHS in FA may 

not perform with same intensity on other components. 

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

period because of time constraints on M.Phil dissertation. 
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This study raises a number of issues which can be profitably 

pursued. For example, how far shifts in consumption in HHS 

has been responsible for stagnation in total saving. 

Another aspect could be e>; tending back the period of 

investigation of de>tern)inan ts of HHS saving in FA. 
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