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Abstract 

An individual need to make two important decision regarding his/her income, they are how much to save and how 

much to spend. Today, material wellbeing is sought after by many individuals and it is well supported by marketing 

programme of consumer goods organization. Consumerism is defined by Miller (2006) as a theory that a progressively 

greater consumption of goods is economically beneficial. If a country wants to have sustained wellbeing of the society 

and country, then this concept of consumerism is limited. A state may not find a policy of encouraging its citizens to 

spend more by incentivizing spending and not encouraging savings, beneficial in the long run. An individual’s decision 

to save or spend has impact on his/her personal wellbeing and also on the state’s well being. Savings can help an 

individual when difference between income and expenditure is negative. Household savings also helps an economy 

as it helps in capital formation. Healthy capital formation leads to economic well being of a country. This paper aims 

to understand and analyse saving pattern and its impact on GDP and Gross Capital Formation with focus on household 

savings. 
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Introduction  

Household savings is at the centre of wellbeing of country’s economy and individual household. An individual with 

adequate savings can invest in appropriate asset based on the financial objective. This investment helps an individual 

to manage the mismatch between supply and demand and maintain wellbeing of the household. 

On the other hand, household savings has positive influence on the economy.For the country’s economic development, 

there should be healthy GDP growth rate. Healthy capital formation in the economy leads to good GDP growth rate. 

The savings generated in the economy is the source of investment. There are three sectors which generate savings 

namely household sector, private corporate sector and public sector. It is the household sector which contributes lion’s 

share to the total savings generated in the economy. As per Rao (1980) savings lead to capital formation in the 

economy, this investment in the economy increases income levels in the economy, this further increases the saving 

and this increased savings results in higher investment in the economy. This cycle goes on till the savings and 

investment get stabilized and there would be steady and self-sustaining increase in the national income. Harrod-Domer 

growth theory is a economic theory. As per this theory economic growth depends on rate of saving and capital output 

ratio. This theory also implied that higher saving rate would result in higher economic growth of the country.  

The relationship between savings and capital formation can be positive or negative. GDP may have good growth rate 

and at the same time savings rate can be very low or negative. This could happen when credit is easily available at 

very low cost (interest). As a result of this, people spend more than their income. This increased expenditure on goods 

and services helps GDP to grow at healthy rate. (Ahmed M.H. et.al. 2006) 
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Lean and Song (2009) had considered the data on savings growth and economic growth of China for fifty years, 1955 

to 2004 to analyse the relationship between these two variables. Their analysis revealed that in the short duration there 

was bilateral relationship between savings and economic growth but in the long run there was unidirectional causality. 

Savings growth had impact on the economic growth. The relationship between savings and interest rate should be 

positive but Bozena (2011) in his study found that there are many countries where the correlation between savings 

and interest rate is negative. There are two reasons for it. First, individuals save money for specific objective and 

therefore rate of interest is not the criteria to save money. Second factor is, size of savings. Rate of interest has impact 

on savings if the amount of deposit is large. If amount of savings is small then in such case, rate of interest does not 

have impact on the motive of saving. Another macroeconomic factor which influences savings is tax policies of the 

government. Tax concession is available to the assesse if he/she invest in specified financial assets. Besides these 

macroeconomic factors, demographic factors such as family size, number of children in the family, number of 

dependent elders in the family 

Objectives of the study 

1. To examine and understand saving pattern in India. 

2. To assess the association between GDP and Gross Capital formation with Savings in India. 

3. To examine Household savings and its impact on GDP and Gross Capital Formation 

Hypothesis  

H01: There is no relationship between GDP Growth Rate and Household Savings.  

H02: There is relationship between Gross Capital Formation and household savings  

 

Research Design 

This study is based on the secondary data. Primary source of data is the website of ‘Ministry of Statistics and 

Programme Implementation, Government of India. Data is collected for the variable - GDP, Gross Total Savings, 

Gross Capital Formation, Household savings, Private Corporate Sector, Public Sector at current prices for the period 

of thirteen years (2004-05 to 2016-17). For sub-components of household savings, data is collected for six years (2011-

12 to 2016-17). To analyse the dsta, trend analysis, correlation and regression analysis is used. 

Model  

X1 = β0+ β1 H-FS + β2 H-PA + β3 H-SG 

 X2 = β0+ β1 H-FS + β2 H-PA + β3 H-SG 

Where, 

X1 – Gross Domestic Product (GDP) 

X2 – Gross Capital Formation 

β0 – Intercept 

β1, β2, β3 – Coefficients  

H-FS – Household Savings in Financial Assets 

H-PA – Household Savings in Physical Assets 

H-SG – Household Savings in Gold 
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Results, Analysis and Discussion 

(1) Trend Analysis 

 

Source: Compiled from the data collected from National Accounts Statistics Reports 

In India, gross domestic savings show the upward trend. Household sector, till 2014-15 shows increasing trend but 

after 2014-15 it is constant. Private corporate sector savings till 2011-12, was growing at lower rate but after 2011-

12, its savings rate has increased. Public sector’s savings are negligible. 

 
Source: Calculated from the data collected from National Accounts Statistics Reports 

Chart 2 shows that, gross savings as percentage of GDP. Gross total savings shows downward trend. Household 

sector’s savings as percentage of GDP on an average till 2012-13 was 23 percent, but later household savings is 

showing downward trend. Till 2010-11, private sector savings as percentage of GDP averaged at 7.8 percent but since 

then savings from private sector shows upward trend. In the year 2016-18, private sector saved 12.2 percent of GDP.  

During the period of study public sector saved average 1.8 percent of GDP. 
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Source: Calculated from the data collected from National Accounts Statistics Reports 

Chart 3 shows the trend of gross savings from household sector, private sector and public sector as percentage of total 

gross savings. Till 2010-11, household sector’s contribution to total gross savings was 70 percent, on an average, since 

then there is stable downward trend. In the year 2016-17, household sector contributed 54 percent to gross total 

savings. Private corporate sector’s average contribution to gross total savings was 23 percent. 2011-12 onwards there 

is stable upward trend and in the year 2016-17, this sector contributed 40.7 percent to total gross savings. 

(2) Correlation Analysis 

Economic development of a country can very well be summarized based on its GDP. For good GDP growth rate, 

capital formation is essential. There should be positive correlation between (a) GDP and Gross Savings and (b) Gross 

Capital formation and Gross Savings. The literature shows that all countries do not have same relationship between 

these variables. 

Table 1 

 Correlation between GDP and Household, Private Corporations, Public Sector and Gross Total Savings 

  GCF GrosTotalSav SavHH SavPvt SavPub 

GDP Pearson Correlation .986** .995** .960** .989** .429 

Sig. (2-tailed) .000 .000 .000 .000 .144 

N 13 13 13 13 13 

**. Correlation is significant at the 0.01 level (2-tailed). 

Table 1 shows GDP correlation with gross capital formation, gross total savings and various component of gross total 

savings. GDP has strong correlation greater than .9 at one percent significance level, with all other variables except 

savings from public sector. Hence we can say that in Indian context, there is strong positive association between GDP 

and gross capital formation and savings except public sector savings. 
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Table 2 

Correlation between Gross Capital Formation and Household, Private Corporations, Public Sector and Gross 

Total Savings 

  GDP GrosTotalSav SavHH SavPvt SavPub 

GCF Pearson Correlation .986** .997** .988** .964** .408 

Sig. (2-tailed) .000 .000 .000 .000 .167 

N 13 13 13 13 13 

**. Correlation is significant at the 0.01 level (2-tailed). 

Table 2 shows variable ‘gross capital formation’ correlation with GDP total savings and various component of gross 

total savings. GDP has strong correlation greater than .9 at one percent significance level, with all other variables 

except savings from public sector. Hence we can say that in Indian context, there is strong positive association between 

gross capital formation and GDP and savings except public sector savings. 

Analysis of household savings  

National Accounts Statistics, since 2011-12 has divided household savings into three components namely, investment 

in financial assets, investment in physical assets and investment in Gold. Chart 4 shows the trend in household savings. 

 

 
Source: Calculated from the data collected from National Accounts Statistics Reports 

In 2011-12, almost 60 percent of the savings were invested in physical assets. Physical assts primarily consists of real 

estate. Almost 40 percent of the savings were invested in financial assets. Financial assets primarily consist of mutual 

funds, insurance, bank deposits and stocks. In the year 2016-17, financial assets and physical assets has almost equal 

proportion. There is  

constant and stable investment in gold at 1.6 percent of the savings. Impact of household savings on GDP and Gross 

Capital Formation. 
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(3) Testing Hypothesis - 1 

H01: There is no relationship between GDP Growth Rate and Household Savings.  

Table 3: Model Summaryb 

Model R R Square Adjusted R 

Square 

Std. Error of the 

Estimate 

Durbin-Watson 

1 .983a .967 .917 696787.07525 2.451 

a. Predictors: (Constant), H-SG, H-PA, H-FS; b. Dependent Variable: GDP 

Table 3 shows the details pertaining to regression model, through ENTER method that reveal GDP is dependent on 

various components of household savings as value of ‘R’ (98%) is found to be very high suggesting high correlation 

between the dependent variable and predictor variable. ‘R2’ is also found to be high (96%) suggesting 96 percent 

change in the dependent variable is explained by independent variables which signifies a good model. Durbin-Watson 

value ranges from 0 to 4 and Durbin–Watson value of 2 indicates that there is no autocorrelation between the 

variables. In the above model value is close to 2 and hence we can state that here is not much autocorrelation. ANOVA 

has significance level of 0.049, hence at 5 percent significance level null hypothesis is rejected and alternate 

hypothesis is accepted. There is relationship between GDP and household savings. 

Table 4: Coefficientsa 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) -2701744.110 8493476.416  -.318 .781 

H-FS 4.166 4.073 .372 1.023 .414 

H-PA .055 5.368 .002 .010 .993 

H-SG 225.812 113.382 .643 1.992 .185 

a. Dependent Variable: GDP 

 

The model describes the regression equation as below: 

X1 = -2701744.110 +4.166 H-FS + .055H-PA + 225.812 H-SG 

Testing Hypothesis - 2 

H02: There is relationship between Gross Capital Formation and household savings  

 

 Table 5:  Model Summaryb 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

Durbin-

Watson 

1 .984a .969 .921 130451.595 2.259 

a. Predictors: (Constant), H-SG, H-PA, H-FS; b. Dependent Variable: G-

CF 

 

Table 5 shows the details pertaining to regression model, through ENTER method that reveal GDP is dependent on 

various components of household savings as value of ‘R’ (98%) is found to be very high suggesting high correlation 

between the dependent variable and predictor variable. ‘R2’ is also found to be high (96%) suggesting 96 percent 

change in the dependent variable is explained by independent variables which signifies a good model. Durbin-Watson 

value ranges from 0 to 4 and Durbin–Watson value of 2 indicates that there is no autocorrelation between the 

variables. In the above model value is close to 2 and hence we can state that here is not much autocorrelation. ANOVA 
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has significance level of 0.049, hence at 5 percent significance level null hypothesis is rejected and alternate 

hypothesis is accepted. There is relationship between Gross Capital formation and household savings. 

Table 6: Coefficientsa 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 956494.666 1.590E6  .602 .609 

H-FS .756 .763 .351 .992 .426 

H-PA .200 1.005 .035 .199 .861 

H-SG 45.365 21.227 .673 2.137 .166 

a. Dependent Variable: G-CF     

The model describes the regression equation as below 

X = 956494.67 +.756 H-FS + .200H-PA + 45.365 H-SG 

 Conclusion 

India’s gross savings at current prices shows healthy upward trend year on year. Household sector also is growing 

year on year basis but the rate of growth is slowing down. Private corporate growth was moderate in the earlier years 

but in later years savings from this sector is growing at higher rate. It is good for economy. Next when we look at 

savings as percentage of GDP, we see that gross savings as percentage of GDP did not show growth and from 2013-

14, there is marginal downturn in total savings. Household savings as proportion of GDP show downward trend and 

private corporate sector shows upward trend. In the initial years household sector was the major contributor to the 

total savings but from 2010-11, the proportion of household sector savings is decreasing steadily and private sector 

contribution to total savings in increasing steadily. Correlation analysis shows that there is high degree of positive 

correlation between GDP and Gross Capita formation, total savings and other components of savings except public 

sector savings. Similar observation is made in correlation analysis of Gross Capital Formation and Gross savings. 

Hence we can say that in case of India, savings are strongly associated with capital formation which in turn has impact 

on GDP of the country. Regression analysis shows that there is strong association of household savings with capital 

formation and GDP of the country.  

India is a developing country and it has to invest in its infrastructure. This demands large proportion of capital. The 

study shows there is strong association between savings and capital formation resulting in healthy GDP. This study 

shows that Harrod-Domer growth theory is relevant to Indian context.  The study shows that household sector savings 

as a proportion of GDP is heading south. Government should make policies to encourage and incentivize household 

savings. This would help the nation in capital formation and household financial well being. 
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