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Abstract

An attempt has been made in the present studydmiee the savings
behaviour in the Indian Economy in terms of shifthe growth rates of
domestic savings, and in magnitude of income ielgst of the
domestic savings at the aggregate and disaggregetis during post
economic reform period. The results show thateghemo shift in the
growth rate of the domestic savings both at aggeegad disaggregate
levels during post economic reform period. Howetregre has been
acceleration in the growth rates of domestic savimig household and
private sectors and deceleration in public sedtoing  1950--2002.
The estimate of constant income elasticity of hbakksavings is found
to be more than unity implying that the marginadgensity to save is
higher than the average propensity to save, al etpial. Further the
constant income elasticity of household savingsniglerately higher
than that of the income elasticities of domesévirsgs estimated for
private and public sectors during pre economic rrefgeriod. The
results point out that there is no shift in the nmiagle of income
elasticity of savings of household, private andlipudectors during post
economic reform period showing the homogeneityhie size of the
income elasticity of domestic savings. Thus theneatc reforms that
have been initiated in 1992 could not bump up thewth rate of
savings and magnitude of the income elasticitydofestic savings
both at aggregate and disaggregate levels in tfiarifEconomy during
post economic reform period.
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1. Introduction

It is well-known fact that the rate of savingss been an
important economic variable for economic developmenf,
particularly, the countries like India. The exteftdomestic savings
is only ultimate source for capital formation, whiis indispensable
for rapid economic development in India. The exadsacome over
consumption expenditure is referred to as savihgs. Policy of the
government of India has been to promote savings eemuital
formation. Increased savings can be used for fingncequired
investment. It is also known fact that an increasehe rate of
investment is essential for rapid development.dase in investment
is possible only by increase in savings rate. Tibeeethe extent of
domestic savings is an imperative factor for aitgjrhigh rate of
investment. The gross savings in the economy caimdveased by
increasing the national income. Therefore propgnsd save
depends,inter alia,on the national income. Thus #ggregate
savings,inter alia, is a function of national in@rithe generation of
the theoretical savings function depends on the reagge
consumption function as the sum of the aggregatega[GDS] and
consumption expenditure [GC] is the aggregate nmefGDP].

GDP=C+GDS
GDS=GDP- GC

The general equation for the linear consumptiortion is
GC=g+c,GDP

Where ¢ is autonomous consumption expenditure ang c¢
dGC/dGDP, is the marginal propensity to consume.

The general equation for the linear savings fumcigo
GDS=$+s,YGDP

Where gis the amount of the savings at the theoretical evel of
Income and s dGDS/dGDP is the marginal propensity to save.

Substituting equation [GCgec,GDP] in equation [GDS=GDP-
GC], we have the following

GDS=GDP- (g+c;GDP)

GDS= - ¢ - GDP +GDP)

GDS=-¢ + (1-g) GDP  where 1-6 5
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Thus the domestic savings would,inter alia, depamdncome. In
view of the importance of the domestic savings,ghmpirical on the
behaviour of the savings have been carried oundhal using the
macro time series data. In India domestic savingginate from
three principal sectors namely: (i) household secti) private
corporate sector and (iii) Public sector. The pmesgudy on the
savings behaviour in the Indian Economy will beeatension to the
empirical literature in terms of [1] using the madime series data
available till date [ 53 years] [2] searching 8teuctural change in
the savings function during the post economic rafoperiod and [3]
estimating the speed of adjustment between thalachange in the
domestic savings and desired change in the domeatiings in
India. More specifically the present study has besmied out with
the following objectives

1. To find out the presence of acceleration/decetarain the
growth rates of the gross domestic savings

2. To estimate the degree of income elasticity aisg
domestic savings and

3. To examine the extent speed of adjustment betiveen
actual change and desired change in gross donsasiitgs

The above objectives have been examined ituthmosity of the
economic reforms that have been initiated in 199tha aggregate
and disaggregate levels.

Hypotheses of the Empirical Sudy. Keeping the objectives of the
present Study in view, the empirical strength oé tfollowing
hypotheses have also been examined
1. There has been acceleration in the growth rate throate of
savings of the household sector
2. The marginal propensity to save of the househetdos is
relatively higher than that of the private and lpubectors
3. The income elasticity of domestic savings of theidathold
sector is relatively higher than that of the pigvaand
government sectors
4. The speed of adjustment between actual changdesiictd
change in domestic savings of household sectaotiguick
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The generation of empirical knowledge outha present exercise
on the estimates of constant/variable growth rateslomestic
savings and responsiveness of domestic savingsetochanges in
income at the aggregate and disaggregate levelsbeihandy in
understanding the impact of the economic reformshenbehaviour
of the domestic savings in India .

2. A Concise Review of Earlier studies on Savings Behaviour in
India

There have been a plethora of empirical studie the savings
behaviour in India based on both cross-sectionditiame series data.
Some of the time series empirical studies relabetthé behaviour of
savings in the Indian Economy have been examinedigw the
present study in a wider perspective . Of themntiost important
study that was carried out by krishnamurthy ando&asd The
important contribution of this study was that tlagerof savings in
India was rising during 1952-53 to 1978-79 with yda year
fluctuations. In an other study, Majumdaet al examined the
behaviour of savings in the Indian Economy. Thegesbed that the
net income and the share of non-agricultural incomehe total
income were the important factors in explaining taiations in
savings. Joshianalyzed the savings behaviour in India over @ger
of thirteen years. He observed that savings outaémental income
plays the key role in raising the rate of savir@jsetty Reviewd the
trends in domestic saving rates in India. He olexthe changes in
consumption patterns seem an obvious explanatiotivéoabsence of
any buoyancy in household savings. In an otherystwishnamurthy

1 K Krishnamurthy and P Saibaba, Savings Behavioundia, Institute of
Economic Growth, Occasional Paper:New Series, Nd#ndustan
Publishing Corporation, Delhi,1982

N A Majumdar, T R Venkatachalam and M V Raghavagh#éFhe high

Saving Phase of the Indian Economy:1976-79-An BEwgpice

Interpretation”,Occational Papers, Reserve Barikdi, 1980

3 Joshi, “Saving Behaviour in India”,Indian JourmdlEconomics, Vol.50,
April-June 1970,

* S L Shetty ,"Savings Behaviour in India — Somedces”, Economic and
Political Weekly, Vol.XXV,No.11,March 17, 1990
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et af examined the trends in savings and its compositidndia. In
an empirical exercise, Upenfeestimated the elasticity of gross
domestic savings with respect to gross domesticymio during
1950-90 using the linear regression model. The migalevalue of
the elasticity was turned out to be unity.This gtd@l not attempt to
see the presence of acceleration and deceleratitreigrowth rate
of the domestic savings and speed of adjustments The time
series studies examined the savings behaviout380 only in the
Indian Economy. They have not attempted to exarttieespeed of
adjustment between the actual change and desiadge in the
domestic savings. No study has been undertakencém she
structural change in the savings function afterébenomic reforms
initiated in India using the most recent data. €hfare there is a
need to generate empirical information on theseecspfor the
Indian Economy. The present Study has been anagadén this
direction.

3. Empirical Methodology

3.1 Data Base. In order to examine the above objectives andtiest
empirical validity of the hypotheses of the presgntly, the required
time series data on domestic savings by houshatdiprand public
sectors, domestic income and Gross Domestic Proalucharket
prices have been collected from various issueshef Economic
Survey published by the ministry of finance [Ecomoning]
National Accounts Statistics published by CentraiatiStical
Organization , Ministry of planning and the Basiatistics relating
to the Indian Economy by Reserve Bank of Indiattier period from
1950-51 to 2002- 03.

3.2. Empirical Techniques.

3.2.1. Growth rates of domestic savings. The shift in the growth
rates of the domestic savings during post econoahicm period has

5 K Krishnamurthy, KS Krishna Swamy and P D Shart&aving Behaviour in
India — An Overview” in Development Process of brdiEconomy edited by P R
Brahmananda and V R Panchamukhi, Himalaya PubigHisuse, Delhi, 1982

5 M Upender, “Estimation of Propensities to saveha Indian Econmy using the
time series data 1950-51- 1989-90”", Finance Indal.VII,No.2, June 1994,
pp.365-370
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been scanned by fitting the following form of theesification with
dummy and interaction variables to the time sed&s.

log GDS = log30 + 31 dummy +32 time+3 (dummy*time) n

Where GDS = Gross Domestic Savings of the Housebketdor /
Private sector / Government sector [Rs.crore], T#Eme in [53]
years [1950-51 to 2002-2003], Dummy [proxy for pglivariable] =
0 for the years from 1950-51 to 1991-92 [pre ecdnoraform
period] and 1 for the years from 1992-93 to 2003t economic
reform period]

If B1is positively significant then there will be apward
shift in the average domestic savings during poshomic reform
period. IfB1 is negatively significant then there will bed@vnward
shift in the average domestic savings during pesnomic reform
period. If1 is negatively/positively insignificant theretle will be
no shift in the average domestic savings duringt z®nomic
reform period

Annual growth rate of domestic savings duyrpre economic
reform period=d log GDP / dTime[32

The differential growth rate of domestic sa@nduring post
economic reform period 83 < 0 [downward shift] or > 0 [upward
shift] subject to test of significance.

Growth rate of the domestic savings during pasnomic reform
period =132

If B1 andB3 in [I] are not significant,the following regressi
model will be fitted to know the variable growth terms of
acceleration /deceleration during th period undesaeration

log GDS = log30 +B1 time+ b2 timé [

Annual growth rate of domestic savings= dlajithe31+ 232*
time. If B2 is significantly positive/negative then there ke
acceleration/deceleration in the growth rate of éstic savings.
If B2 is not significant then there will be constardgvgth rate in the
domestic savings
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3.2.2: Income €easticity of Domestic Savings. Shift in income
elagticity of domestic savings. The impact of economic reforms on
domestic savings in terms of a shift in the incoetasticity of
domestic savings has been examined by fittingdheviing form of
specification with an interaction variab[@®*logGDP]

log GDS =logB0 +B1 log GDPt H{32 D +33 ( D * log GDPt) + error 1l

GDS = Gross Domestic Savings of the Household [GDS1
Private[GDS2] / Government sector[GDS3][Rs crore]

GDPt = Gross Domestic Product at market pricecjBee]

BO =Intercept during pre economic reform period [DOEk B2 =
Differential intercept during post economic refopariod [D = 1],
31 =Magnitude of income elasticity of domestic sgsirduring pre
economic reform period (D = 0B > 0, B3 = Magnitude of
differential income elasticity of domestic savinghiring post
economic reform period (D = 1) ; (3 more than essl than zero
subject to the significancepl + B3 ) = Magnitude of income
elasticity of domestic savings during post ecomoreform period
(D = 1), B3 = differential coefficient of income elasticityf
domestic savingsB more than or less than 0] that allows a shift [an
upward / a downward] in the income elasticity ohdstic savings
during post reform period [1992 to 2002 ] when D. As the
interaction variable [D*logGDPt] enters the equatio dichotomous
form [i.e.,D = 0 in pre economic reform period afl= 1 in post
economic reform period] the derivative of logGDR@th respect to
[D*log GDPt] does not exist. Instead, the coeffitie of
[D*logGDPt] subject to statistical significance, aseires the
discontinuous effect of the presence the attrifidte 1] represented
by an interaction variable on the domestic savirigse variable
[D*log GDPt], which is called an interaction varlab has been
introduced in model to capture the interactioreeffof economic
reforms and income on the domestic savings .Theradation

" The methodology followed in the present study his similar to the methodology
followed by M Upender., Estimates of Coefficients Economic Relationships:
Some Exercise for India, Manak Publications 200&wNDelhi
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variable takes a value equal to log GDRRring post economic
reform period [when D = 1] and O during pre ecoiomeform
period [when D = 0] ; If B = Bs ] more than or less thaf,*
then there will be an upward or a downward shiftia degree of
income elasticity of domestic savings during pesbrm period ; If
[Bs* + Bs**] = (1* then there will be a homogeneity in the
magnitude of income elasticity of domestic savings., magnitude
of income elasticity of domestic savings remaimesgame in pre and
post economic reform periods implying the abserfcedifferential
income elasticity of domestic savings . Where fd &* denote
statistically significant and insignificant respieely.

3.3.3:Distributed lag Domestic Savings Function: Speed of
Adjustment. In order to examine the speed of adjustment between
actual change in domestic savings and desired ehamgomestic
savings a distributed lag model with the partiajuatment
mechanism has also been estimated at aggregatdisagbregate
levels.

log GDSt* = logB0 +[3; log GDP, + error (Iv)

Where GD@=Desired level [long run/equilibrium level] of dastic
savings in current [t] year, GI3PGross domestic product at market
prices [Income] in current year

The following mechanism [Marc Nerlovian's paktadjustment
model] has been adopted to estimate the equ@prto know the
speed of adjustment between actual change in dmnssstings and
desired change in domestic savings

(GDS/GDS.y) = (GDS* / GDS.y) % s transformed into log linear
form
(log GDS- log GDS;) =8( log GDS* - log GDS,) V)

Actual change in domestic savings ¥Desired change in domestic

savings],0 = Actual change in domestic savings/ Desired caang
domestic savings, whebfe= Speed of adjustment <1
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Substituting the equation [IV] in equation [V] webtain the
following

(log GDS- log GDS4) =3 (logBo +B1log GDR - log GD34)

log GDSt =35 (logo + B1log GDR - log GDS{,) + log GDS4

log GDS = (8 logBo + 6 b log GDR -6 log GDS,;) + log GD&;

log GDS =6 log by + 6 3;:log GDR + (1-9) log GDS.4 \4))
The equation [VI] is known as the short run dontestavings
function [to examine short run economic relatiopshi The long run
domestic savings function [IV] will be estimategl deflating the
short run domestic savings function [VI] by theefficient of
adjustment §], ratio of Actual change in domestic savings to
Desired change in domestic savings, and skip tgeG®S; as
shown below

(log GDS/6) = (6 logBo/d) + (5 PB1log GDR) /6 (Vi
log GDS* = log g + B1 log GDP;

Where log GD3=log GDS/d

4. Savings Behaviour in the Indian Economy :Empirical Results
4.1: A Visual Plot of the Time series Data. In order to get some
insight in to the behavior of the tendency of thime series data on
domestic savings at the aggregate and disaggrémaks in India
the following graph is plotted for the period undensideration.
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It can be perceived from the plot that there isn@neasing tendency
in the aggregate savings and increasing tendentyflwctuations in
household, private and public sectors. In ordehawe a precise
statistics on the growth rates, an attempt has alade fitting
regression equations to the data [summary statiatie furnished in
appendix]

4.2: Growth Rate Of The Domestic Savings at The Aggregate
Level. With a view to scan the presence/absence of paand or
downward shift in the growth rate of the domestwisgs at the
aggregate and disaggregate levels during post etonoeform
period the regression model with dummy and intevacvariables
has been fitted to the macro time serried data.idwmilts are
furnished in the following tables.  The estimaftethe regression
coefficient of the interaction variable is notrsficant showing
that the absence of shift in the growth ratéhef gross domestic
savings during post economic reform period. Theeace of shift in
the growth rate shows that the results predeintéable - 1 are
valid for the entire period 1950-2002.Therfore tegression model
with time and square of time has been attemptesgécthe presence
of acceleration / deceleration, known as variablewth, in the
growth rate of the gross domestic savings. Theltesfi the same
are set out in table -2. The estimates of the ssgwa coefficients of
time and that of its square are positively siguific implying the
presence of acceleration in the growth rate of ghmss domestic
savings during the period under consideration.

Table 1.Search For Shift In The Growth Rate Qd$srDomestic Savings

Dependent Variable: Gross Domestic Savings= Log{{ds
Method: Least Squares Sample: 1950 2002. Includeg®ations: 53
Variable Coefficient Standard Error t-Statistic
Constant* 6.383195 0.042896 148.8047
Time* 0.128535 0.001801 71.35991
Dummy 0.516732 0.636936 0.811278
Dummy*time -0.004252 0.013610 -0.312416

R-squared 0.995649 Durbin-Watson statistic

Adjusted R-sq. 0.995383 0.522005

Notes:* Significant at one percent level
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Table 2. Acceleration/Deceleration In The GroRtite Of Gross
Domestic Savings

Dependent Variable: Gross Domestic Savings= Log{{ds
Method: Least Squares Sample : 1950 2002. Incl@iebrvations: 53
Variable Coefficient Standard Errar t-Statistic
Constant* 6.560347 0.043679 150.1962
Time* 0.103357 0.003884 26.60788
Time™ 0.000597 7.22E-05 8.263268
R-squared 0.997316 Durbin-Watson statistic
Adjusted R-sq. 0.997208 0.632431

Notes:* Significant at one percent level

4.3: Growth Rate Of The Domestic Savings At The Disaggregate
Level. The regression results furnished in table — 3 shwt the
coefficients of dummy and interaction variable anot significant
showing the absence of the shift in the ghonate of the gross
domestic savings by the household sector durog} pconomic
reform period. The absence of shift during poginemic reform
period shows that the empirical estimates ptesen table- 3 are
applicable for the entire period 1950-2002.In vi@# this the
regression model with time and square of timelbeen estimated
to observe the presence of acceleration / decilerat the growth
rate of the gross domestic savings by househotdrse@able — 4] .

Table 3. Search For Shift In The Growth Rate Ofssidomestic
Household Sector Savings

Dependent Variable: Gross Domestic Household S&zwings=
Log(Gds2)

Method: Least Squares Sample: 1950 2002. Include®ations: 53
Variable Coefficient Standard Error t-Statistic
Constant* 5.974600 0.052429 113.9558

Time* 0.131677 0.002201 59.81268
Dummy -0.291701 0.778478 -0.374707
Dummy*time 0.014604 0.016635 0.877904
R-squared 0.993953 Durbin-Watson statistic
Adjusted R-sqg. 0.993582 0.449136

Notes:* Significant at one percent level
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The estimates of the regression coefficientdnoé and that of its
square are positively significant implying thaete has been an
acceleration in the growth rate of the gross ddimsavings by the
household sector during the period under considera The
regression results furnished in table — 5 illustrahat the
coefficients of dummy and interaction variabke aalso not
significant in case of private corporate sector illustrating the
absence of the shift in the growth rate of ¢giness domestic
savings by the private corporate sector durirgy poonomic reform
period. The absence of shift in case of privaigarate sector
during post economic reform period shows that émepirical
estimates presented in table- 5 are pertinenthi® entire period
under consideration.

Table 4 Acceleration/Deceleration In The GrowthéRat Gross Domestic
Household Sector Savings

Dependent Variable: Gross Domestic Household $e8tvings=
Log(Gds2)

Method: Least Squares. Sample: 1950 2002. Incl@esbrvations: 53
Variable Coefficient| Standard Errof t-Statistic
Constant* 6.213857 0.046403 133.9111

Time* 0.097764 0.004127 23.69060
Time™ 0.000796 7.68E-05 10.37162
R-squared 0.995649 Durbin-Watson statistic
Adjusted R-squared 0.995383 0.522005

Notes:* Significant at one percent level

Table 5 Search For Shift In The Growth Rate Of€srDbomestic Private

Corporate Sector Savings

Dependent Variable: Gross Domestic Private Corpd8aictor Savings=
Log(Gds3)

Method: Least Squares Sample: 1950 2002, Includes@ations: 53
Variable Coefficient Standard Error t-Statistic
Constant* 4.168093 0.074428 56.00199

Time* 0.124079 0.003125 39.70270
Dummy 0.537193 1.105117 0.486096

Dummy*time 0.008183 0.023615 0.346530

R-squared 0.988391 Durbin-Watson statistic
Adjusted R-sq. 0.987680 1.064254

Notes:* Significant at one percent level
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For that reason the regression model viitie tand square of
time has been fitted to the time series data tkenoait the presence
of acceleration / deceleration in the growth rdthe gross domestic

savings by private corporate sector. The resdlth® same are
furnished in table -6

Table 6. Acceleration/Deceleration In The GrowtheRaf Gross Domestic
Private Corporate Sector Savings

Dependent Variable: Gross Domestic Private Se8@avings= Log(Gds3)
Method: Least Squares. Sample: 1950 2002. Incl@lezbrvations: 53
Variable Coefficient Standard Errof t-Statistic
Constant* 4.496744 0.090690 49.58363
Time* 0.072424 0.008065 8.979684
Time™ 0.001325 0.000150 8.832906
R-squared 0.989743 Durbin-Watson statistic
Adjusted R-sq. 0.989332 0.808024

Notes:* Significant at one percent level

The estimates of the regression coefficientdsnoé and that of its
square are positively significant implying thhete has been an
acceleration in the growth rate of the gross doimesvings by the
private corporate sector during the period umdasideration

Table 7. Search For Shift In The Growth Rate ©hf@stic Public Sector

Savings
Dependent Variable: Gross Domestic Public Se&avings= Log(Gds4)
Method: Least Squares. Sample: 1950 2002. Incl@lexbrvations: 53
Variable Coefficient Standard Error t-Statistic
Constant* 4.930187 0.092671 53.20096
Time* 0.115123 0.003891 29.58505
Dummy -4.638735 3.255258 -1.424998
Dummy*time 0.094657 0.073172 1.293625
R-squared 0.964351 Durbin-Watson statistic
Adjusted R-sq. 0.961921 1.008623

Notes:* Significant at one percent level

The regression results relating to the growth od the savings by
furnished in table — 7 demomstriénat the

the public sector
coefficients of dummy and

a7

the interaction vareabkre also not
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significant in case of public sector showinlge tabsence of the
shift during post economic reform period. In vieithe absence of
shift the regression model with time and squardiraé has also
been attempted to see the presence of acceteradeceleration in
the growth rate of the gross domestic savings lfipu sector .The
regression results of the same are furnishedbile t-8

Table 8. Acceleration/Deceleration In The GrowtheR&®f Gross Domestic
Public Sector Savings

Dependent Variable: Gross Domestic Public Secawirgs= Log(Gds4)
Method: Least Squares.Sample: 1950 2002.Includexi®@ations: 53
Variable Coefficient Standard Errof t-Statistic
Constant* 4.742408 0.126216 37.57370
Time* 0.144338 0.012420 11.62096
Yime™ -0.000742 0.000256 -2.903182
R-squared 0.964006 Durbin-Watson statistic
Adjusted R-sq. 0.962406 0.945342

Notes: * Significant at one percent level

The regression results furnished in the abov#etahow the
regression coefficient of square of time is negayivsignificant
implying that there has been deceleration in thewth rate of
domestic savings by public sector during the periodder
consideration.

4.4: responsiveness of the domestic savings to the changes in
domegtic income. With a view to examine the degree of
responsiveness of the domestic savings to the elsangncome the
domestic savings function with log linear specfifica has been
estimated at the aggregate level and disaggregetts! The results
have been furnished in the following tables.

The numerical values of the regression resultsepitesl in table-
9 illustrate that the estimate of constant incotasteity of savings
at the aggregate level is more than unity andifsé@nt during pre
economic reform period revealing that, on the ayera one percent
increase in domestic product will lead to inseedhe domestic
savings by 1.22 percent, all else equal. The regmesoefficient of
interaction variable, which is differential incoraéasticity of gross
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domestic savings, is significantly negative showtihgt the income
elasticity of gross savings is approximately uniduring post
economic reform period. The estimate of the incatasticity of
gross domestic savings, which is just above thiéy wuring pre
economic reform period, has come down by 0.18 padiloiring post
economic reform period. The size and sign of tliféeréntial
coefficient of income elasticity of gross savirs®w the absence of
an upward shift in the degree of income elastioitgross domestic

savings during post economic reform period.

Table 9. Gross Domestic Savings Function - Incomastkeity Of Savings

Dependent Variable: Gross Domestic Savings= Log{{ds
Method: Least Squares. Sample: 1950 2002. Incl@esbrvations: 53
Variable Coefficient Standard t-Statistic
Error
Constant* -4.284424 0.138841 -30.85850
log(GDP)* 1.215723 0.012602 96.46912
Dummy 2.391573 1.176332 2.033077
Dummy*log(GDP)** -0.184689 0.083228 -2.219082
R-squared 0.997610 Durbin-Watson statistic
Adjusted R-squared 0.997463 0.782627

Notes: * Significant at one percent level &** Sifjoant at 5 percent level

Table 10.Gross Domestic Household Sector Sawngstion - Income

Elasticity Of Savings
Dependent Variable: Gross Domestic Household S&zdwmgs=
Log(Gds?2)

Method: Least Squares.Sample: 1950 2002.Includexi®@ations: 53
Variable Coefficient Standard Errof t-Statistic
Constant* -4.979960 0.152045 -32.75313
log(GDP)* 1.247834 0.013801 90.41804
Dummy 0.556306 1.288205 0.431846

Dummy* log (GDP) -0.051395 0.091143 -0.563896
R-squared 0.997333 Durbin-Watson statistic
Adjusted R-sq. 0.997169 1.074421

Notes:*Significant at

one percent level

The numerical values of the regression results sguted in
table- 10 illustrate that the estimate of constacbme elasticity of
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household sector savings is more than unity agdifgiant during

pre economic reform period illuminating that a gezcent increase
in income augments, on the average, the gross dionsasings by
household sector by 1.25 percent, all else equa. regression
coefficient of interaction variable, which is difésmtial income

elasticity of gross domestic savings, is negétivasignificant

showing that the income elasticity of gross doinesavings by
household sector is stable both in pre and @oshomic reforms
period. Thus the estimates of income elasticitygadss domestic
savings are akin both in pre and post econoreform periods

Table 11. Gross Domestic Private Corporate Se@win§s Function -
Income Elasticity Of Savings

Dependent Variable: Gross Domestic Savings= Log@pds
Method: Least Squares. Sample: 1950 2002. Incl@esbrvations: 53
Variable Coefficient Standard Errof t-Statistic
Constant* -6.157206 0.266644 -23.09146
log (GDP)* 1.176091 0.024203 48.59370
Dummy 0.960648 2.259146 0.425226
Dummy* log (GDP) -0.040495 0.159839 -0.253351
R-squared 0.992185 Durbin-Watson statistic
Adjusted R-sq. 0.991707 1.118271

Notes:* Significant at one percent level

The estimates of the regression results preséntéable- 11
illustrate that the regression coefficients on dymand interaction
variable are not significant showing the absenceargf shift in the
private corporate sector savings function duringstpeconomic
reform period. The regression coefficient of inconestimate of
constant income elasticity of private corporatet@esavings, is
more than unity and significant during pre econoneiform period
illuminating that a one percent increase in incaugments, on the
average, the gross domestic savings by privateorsectby 1.18
percent, all else equal. The regression coefficigintinteraction
variable is negatively insignificant showing th#ie income
elasticity of gross domestic savings by privatgae is stable both
in pre and post economic reforms period.
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The estimates of the regression results pertaintogpublic
sector savings function presented in table- lstithte that the
regression coefficients on dummy and interactionatde also not
significant showing the absence of any shift in thdblic sector
savings function during post economic reform peribite regression
coefficient of income, is unity and significantrohg pre economic
reform period illuminating that a one percent i@ in income
augments, on the average, the gross domestic saliingousehold
sector by 1.07 percent, all else equal. The ssipa coefficient of
interaction variable is insignificant

Table 12. Gross Domestic Public Sector Savings framelncome
Elasticity of Savings

Dependent Variable: Gross Domestic Public Sectavirgs= Log(Gds4)
Method: Least Squares. Sample: 1950 2002. Incl@esbrvations: 53
Variable Coefficient Standard Errof t-Statistic
Constant* -4.461101 0.486797 -9.164192
log (GDP)* 1.073952 0.044185 24.30571
Dummy -6.669153 | 8.370938 -0.796703
Dummy* log (GDP) 0.419883 0.602945 0.696386
R-squared 0.948412 Durbin-Watson statistic
Adjusted R-sq. 0.944894 0.735745

Notes:* Significant at one percent level

45: Distributed lag domestic savings function speed of
adjustment. With a view to examine the extent of speed of
adjustment between the actual change and desiradgehin the
domestic savings, a distributed lag model haslzdsm estimated at
aggregate and disaggregate levels. The estimétde csame are
presented in the following tables.

The regression results of log linear distdoutiag domestic
savings function for the Indian Economy show tthet regression
coefficient of lagged domestic savings is statdlly significant
evincing the presence of lag in the adjustmenaatfial domestic
savings to its desired level. The value of the fwmeht of partial
adjustment or speed of adjustment implies thatteagh percent of
the discrepancy [disequilibrium] between actualngfeaand desired
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change in the gross domestic savings in the InB@onomy can be
eliminated in a year, all else equal.

Table 13. Distributed Lag Gross Domestic Savingsckian - Regression
Results

Dependent Variable: Gross Domestic Savings= Log{{ds
Method: Least Squares. Sample: 1950 2002. Incl@lesbrvations: 52
Variable Coefficient Standard Error t-Statistic
Constant -0.628859 0.457933 -1.373255
log(GDP)** 0.206618 0.136732 1.511117
log(GDS1(-1))* 0.829715 0.117456 7.064024
R-squared 0.998306 & = Speed of adjustment=0.18
Adjusted R-sq. 0.998237 Durbin-Watson statistic 1.628006

Notes:* Significant at one percent level &** Sigicént at 5 percent level

Table-14. Distributed Lag Gross Domestic Househ8klctor Savings
Function-Regression Results

Dependent Variable: Gross Domestic Household $awihog(Gds?2)
Method: Least Squares. Sample: 1950 2002. Incl@esbrvations: 52
Variable Coefficient Standard Errof t-Statistic
Constant* -1.602218 0.604020 -2.652593
log(GDP)* 0.426114 0.155477 2.740694
log (GDS2(-1))* 0.655971 0.129073 5.082188
R-squared 0.997911 d = Speed of adjustment=0.35
Adjusted R-sq. 0.997826 Durbin-Watson statistic 1.810173

Notes:*Significant at one percent level

The regression results of log linear distributed Bomestic
savings function estimated for household sectorhowsthat the
regression coefficient of lagged domestic isistially significant
revealing that there is a significant lag ie tadjustment of actual
domestic household sector savings to its desimd)[run] level.
The value of the coefficient of partial adjustméatown as speed of
adjustment, is 0.38 implying that, all else eqtiailty eight percent
of the discrepancy [disequilibrium] between actwdlange and
desired change in the gross domestic savings bydhmld sector in
the Indian Economy can be eliminated in a year.
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The regression results of log linear domestwings function
estimated for private household sector [Table-1&jow that the
regression coefficient of lagged domestic savirgstatistically
significant evincing that there is a significaridg in the adjustment
of actual domestic private sector savings todésired[long run]
level. The value of the speed of adjustment inmglyithat forty two
percent of the discrepancy [disequilibrium] betwesrual change
and desired change in the gross domestic saviygprivate
corporate sector in the Indian Economy can beietitad in a year,
all else equal.

Table — 15. Distributed Lag Gross Domestic Priv8tctor  Savings
Function - Regression Results

Dependent Variable: Gross Domestic Private SeS8avings= Log(Gds3)
Method: Least Squares. Sample: 1950 2002. Incl@esbrvations: 52
Variable Coefficient Standard Errof t-Statistic
Constan*t -2.837170 0.778766 -3.643163
log (GDP)* 0.520575 0.137628 3.782480
log (GDS3(-1))* 0.586922 0.111351 5.270940
R-squared 0.993327 d = Speed of adjustment=0.42
Adjusted R-sq. 0.993055 Durbin-Watson statistic 1.85431§

Notes:*Significant at one percent level

Table — 16. Distributed Lag Gross Domestic Publiect8r Savings
Function -Regression Results

Dependent Variable: Gross Domesticpublic Sectorirga= Log(Gds4)
Method: Least Squares. Sample: 1950 2002. Incl@lezbrvations: 52
Variable Coefficient Standard Errof t-Statistic
Constant -0.648634 0.455235 -1.424832
log (GDP)** 0.219191 0.099903 2.194038
log (GDS4(-1))* 0.768970 0.100409 7.658360
R-squared 0.968192 & = Speed of adjustment=0.24
Adjusted R-sq. 0.966747 Durbin-Watson statistic 2.044703

Notes:* Significant at one percent level,** Sigudint at five percent level

The regression results based on log linearstribited lag
domestic savings function for public sector shtvat the
regression coefficient of lagged domestic savinigsstatistically
significant implying the presence of significant lag in the
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adjustment of actual domestic public sector savitits desired
[long run] level. The empirical value of the spesfdadjustment
implies that twenty four percent of the discrepafdisequilibrium]

between actual change and desired change in tloss glomestic
savings by public sector in the Indian Economy bareliminated in
a year, all else equal

5. Conclusions

On the basis of the results the empirical validifythe hypotheses
that “There has been acceleration in the growt geowth rate of
savings of the household sector”, “The margimappnsity to save
of the household sector is relatively higher thaat of the private
and government sectors” and “The elasticity ahdstic savings of
the household sector with respect to the changesinoome is
relatively higher than that of the private andrgrmment sectors”
can be accepted. However the empirical validitythef hypothesis
that “The speed of adjustment between actualgihamd desired
change in domestic savings of household sectantiguick” can not
be accepted as the coefficient of speed of adprstrin case of
household sector is somewhat smaller as comparnedvate sector.

The savings behaviour in the Indian Economys Hazeen
empirically  examined in terms of presence of
acceleration/deceleration in the growth rates ahelgtic savings,
responsiveness of the domestic savings to the elang gross
domestic product and extent of discrepancy betvasznal change
and desired change in domestic savings at theegatyg and
disaggregate levels during 1950 — 2002.The engpiresults show
that there is no shift in the growth rate of tloen@stic savings both
at aggregate and disaggregate levels during pastoetic reform
period. However there has been acceleration ingtbeith rates of
domestic savings of household and private seamisdeceleration
in public sector during the period under consitlena The estimate
of constant income elasticity of household savirgggound to be
more than unity and relatively higher than the @i and public
sectors. The results point out that there is nft shihe magnitude of
income elasticity of savings of household, privae public sectors
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during post economic reform period showing the hgemeity in the
size of the income elasticity of domestic savingjhe extent of
discrepancy that can be eliminated in a year batveetual change
and desired changes in the domestic savings isgedarfrom
eighteen percent to forty two percent at the aggeegand
disaggregate levels. In the light of the resultsaib be understood
that the economic reforms that have been initiatetb92 could not
augment the growth rate of savings and incomeieitgsbf domestic
savings both at aggregate and disaggregate lavelse Indian
Economy.It should be noted that the results entkoge the present
empirical exercise though useful to understandbiteaviour of the
domestic savings in terms of shift in growth ancbime elasticity of
domestic savings at the aggregate and disaggrisyaie during post
economic reform period, they are subjected to pleeification of the
relationship between savings and income and daidinghe study.
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Appendix-1
Domestic Savings By Sector.Summary Statistics: WIRdriod :1950-2002
Summary Gross Gross Gross Gross
statistic | Domestic Domestic Domestic Domestic
Savings Household Private Public Sector
Sector Savingg  Corporate Savings
Sector Saving
Mean 95758 69796 23532 843
Median 17408 9743 1413 1379
Maximum | 597697 519040 559258 24065
Minimum 861 55 64 -62704
Std. Dev. 157072 123676 78830 15146
Domestic Savings By Sector. Summary Statistics:H@nomic Reform Period
Summary Gross Gross Gross Gross
statistic | Domestic Domestic Domestic Privatg Domestic
Savings Household Corporate Public Sector
Sector Savings| Sector Savings Savings
Mean 24448 18669 2509 3270
Median 7008 4926 720 1361
Maximum 143908 110736 20304 12868
Minimum 861 583 64 143
Std. Dev. 35928 28827 4279 3454

Domestic Savings By Sector. Summary Statisticst-Eosnomic Reform Period

Summary Gross | Gross Domestif Gross Domestic Gross
statistic | Domestic Household Private Corporatgd Domestic
Savings | Sector Savings| Sector Savings Public
Sector
Savings
Mean 368034 265007 103801 -8421
Median 352178 233252 63486 5445
Maximum | 597697 519040 559258 24065
Minimum 162906 55 19968 -62704
Std. Dev. 141755 152430 152626 32012
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