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SAVINGS AND  INVESTOR CONFIDENCE       By       S L RAO

Everybody today accepts that economic growth requires rising levels of investment, and hence of savings. Excessive reliance on overseas savings (through foreign loans and grants from private, government or multilateral lending institutions) has converted many nations into client states with loss of local initiative and entrepreneurship. Until the 1980’s, we were proud of our high and rising rates of savings, despite the low levels of income. It was thought to signify the level headedness of Indians and their thrifty nature, (except when they borrowed for the marriages of their daughters).  

The second half of the 1990’s has seen a dramatic reversal of this trend. The overall savings rate was 22% in 1989-90. Since then it has been falling. In 1998-99 it was 22% and in 1999-00 it was 22.3%. The decline started after 1995-96 when it peaked at 25.1%. Not surprisingly, gross fixed capital formation also declined from that year. Subsequent economic growth may be due to using the capacities built up in the economy till 1995-96.

 The only stable part of savings in India has been the savings of households. This has been the dominant element in overall savings, and, steadily rising for most of the years since independence. From 6.2% in 1951, it was rising except in the years from 1960 to 1965. It rose steadily after 1965 except for short setbacks of one or two years at a time. However, the peak rate was reached in1994-95 (19.7%), which it has reached since then only in 1999-00 (at 19.8%).

Neither private nor public sector savings have been useful contributors to overall savings. Private sector savings peaked at 4.9% in 1995-96 and has declined since, being 3.7% in 1999-00. Public sector savings are reflective of the large deficits of central and state governments, and the poor performance of government owned enterprises. Public savings were highest in the period 1975 to 1979, ranging between 4.2 and 4.9%. In the 1990’s it was less than half that, and negative in 1998-99 and 1999-00. With no signs that state government deficits will come down, little expenditure reduction to be seen in governments, and no serious attempts to improve corporate public sector performance, we may not for long see much improvement in public sector savings.

Five-year plans and the annual budgets were characterized each year by determined attempts to raise the savings rate. Small savings were stimulated by tax incentives and attractive interest rates, which remained unchanged even when borrowing rates had come down by over 4%. But governments used these funds from small savings for current expenditures instead of capital expenditures. 

In the 1990’s there has been ambivalence in the government attitude to encouraging small and household savings. Tax incentives have been greatly restricted. In the current budget,  interest rates on post office savings, provident funds, etc. have been reduced. But the options for reliable investments by the saver have been reduced because of the carelessness of the regulators. At one time it was anticipated that savings would gradually shift into equity—either directly or through mutual funds, and that the wider choice of vehicles for parking savings, would in fact stimulate the savings rate.

In the event, government has been unable to bolster confidence in the equity market, and even in mutual funds. Already in the 1990’s there have been two periods of tremendous growth in equity values in the markets, followed by equally significant falls. Mutual Funds are competing for the same savings, and have to show good returns. They   invested in the same stocks, which then fell in value. The small investor has lost a lot of his savings because of the crookedness of speculators and the inability of the regulatory bodies created to prevent the mischief. The small investor now has few choices for investing his savings. Small savings show lower returns, which would be acceptable if inflation rates fall equally sharply, something which has yet to happen. Equities and mutual funds have resulted in large erosion of original investments, and there is fear of losing hard-earned savings. Bank deposits give low returns. Company deposits have also become highly risky, with the danger of not receiving interest and even losing the capital. If not, the returns are poor. All the incentives today are for the consumer to spend his savings on physical assets like land and building or on consumer durable products. 

There is something missing in the emerging policy framework. The return from small savings schemes has come down but without offering credible and properly policed alternatives. NBFC’s, co-operative banks, badla financing, chit schemes, and a host of such alternatives have been discredited by regulatory action or inaction, without anything more reliable having replaced them. If we are to achieve growth, policy makers must devise ways to stimulate savings by offering the saver a variety of credible alternatives, which earn better returns than the foreseeable inflation rates. (820) 

