L —

”: 1. CONTROL N
PLOGKATIC DATA SEET | R

5. TITLE AND SUBTITLE (240)

International comparlson of domestlc sav1ngs rates

4. PERSONAL AUTHORS (100)

Morrls, C.T.u

5. CORPORATE AUTHORS (101)

AID/PPC
6. DOCUMENT DATE (110) 7. NUMBER OF PAGES (120) —{ & ARCNUMBER(170],
1963 40 p. _ :
9. REFERENGE ORGANIZATION (150)
PPC

10. SUPPLEMENTARY NOTES (500)

(In A.I.D. Discussion Paper no. 6)

11. ABSTRACT (950)

. '12. DESCRIPTORS (920) R e e 18. PROJECT NUMBER (150)
Savings
Economic development PSR
Economic mobilization 14. CONTRACT NO.(140) ' ’.!’_'193]%‘1'(‘}‘:8?
Income ' PPC : “RES ..
16. TYPE OF DOCUMENT (160)

AID 590-7 (10-79)



DISCUSSION PAPER NO. 6

INTERNATIONAL COMPARISON
OF DOMESTIC SAVINGS RATES

CYNTHIA TAFT MORRIS

Reférence CCulibe
" -Rooi 1656 NS

PROGRAM, COORDINATION STAFE . 1: D



. UNCLASSIFIED
AGENCY. FOR INTEINATIONAL DEVELOPVENT
PROGRAHM, COORDINATION . STAFF..

" Discussion:Paper No

LHTERNATIONAL .COMPARTSONS: OF DOMESTIC. SAVINGS' RATES'

Cynthid Taft Morris
Consultant

" "Noyember,. 1963


http:PB4OQ.AI

Thi paoﬁr 1 51\th 1n a sermea of dlSCUSSlOﬂ papors i ssued

by the Drohru1 uoordlnatlon >taff of the xgcncv for Iﬁturnatlonal

4

erplopment hn paporG are de51gned for tho use of \.I.D. hpaﬂqaartc

L :
o QVI

d flcld offlcera and thelr stafis.. ThCJ may orov1d9 bachround for

. °
v . o R °.,°-u e o

dlscusulon of pochJ, Lh‘J may, as does the prCSPnt paper,°gummarlz&

2
o

.n. ‘_.

1n non-tbchnlcal lqnd uag current thnoretlca] and emp r;cai work 1n °

tho fleld of dnvalopme t or they may prespnt the results of origlna""n

' .. g,,' .

reoéarch Jponuornj b“'the xgency for Intcrnatlonal Dovelopment. Theé -

a

1deas whlch thcy e:prcus are tho,e 01 the nd1v1dua1 authors and°do

Ao . ; . et e

nbt“necessarily‘renresent abDroved DOlTOY.
;UTHé;following'pdperé have . been iééued.to dates

‘ulﬁ&icatdis;ofﬁg-l Ielp by Paul Clark (i@éi,nﬁnclaééiﬁiéa),

. .o .
st . . 3 2 .
ie 200 °

ret o °

N o R ‘Some ?elatlonoauetween uconomlc and ‘1¢1tazy'xsqlgtance o w e
bJ Jharlpg “olf (1002, Jnclasslflod) L )

o

Yo xld to ,oLAaJ Prggrcus and Asd to “conomlc Developmont inl
' ~Lat1n fmorlcg byhrverott Lagen (106 OfflCIal ‘Tse- Only) .

el ALl Svratep*.and Lonp-Tbrm Plannlng in Greece, Turkey and Lran
by. 1161115 Di~Chenery (1962, Confidential),

=N6.  -kpproaches ‘to. Derelopment Pldnning bv Hollis B. Chénerir
o (1962,40fficial. Use Only) "+ =-.:’

v o Tnternational. Comparluonq of ‘Domestic. uav1nga Ratec bj
' Cynthia’ Taft norrls (19033 Unc1a051flcd)



http:AproAche:s.to

A key concern of the United Stateés in-adninistering aid [or-

cconomic and social ,developmcnt is to encourage recipisnt “countrins fo
[

inerease the proportion of national income whic

)

h is savec domesticall:”
Dome 5 tLC savings represent the tolal domestic resources.aVailablc,fdfﬁ

.
0 4 o 3
. o »

exnanding'thé ﬂroduatjvp CdpaCLtj of an cconoiiy TogethAr With private’

capltal 1nflowa and fo cign aSSLstancc, thev rmust be adusawate to finarice

thc‘lavcl o; investment dcﬁlr d ;or cconomic vroxth. 1/

The success of ¥ legs.developed éountny in lncreaaln"°"-

I . N . e &

'ddmésﬂlé_saVin%s'is,oﬁe ‘important indicator of thes strength 9*‘1ts

. . . a
‘o

developnent piumt...‘.uherpl'ii'yingf.-étacﬁdai%ds -__afﬁe 0 low that it is mot’

. D

feaqlblo to ign 1canil sav1ngs at thn cxponae of conuumptlon,
. M %,
carnful attnntlon ﬂopd to br g}ven Xo’ sav1ng as much as po§‘ blc of*
° 0 N

addltlpns to natwonal lnCQﬂC;' To ralue t‘c pronort10n°of an add;tlon

.
- " . o o.

to naulonal 1nc01e uthn is ~,avod 1s to ralae thc marranal ratc of

o o . . BES

-

gaV1 gf Td'lnc asc the ovcrall Dropdrtlon,of natlonal 1ncome sand 1s

be
..‘ . S °

to ralse thc avcrayc ratn or saV1ng.o

5 ncc adequate dome5u1c savihks aTe. crucaal to duvclopwent,

it is“impertant ‘to understand .the reasons,for'différence;fianoméstidl{

[3

a'fonal"“

o

1/ oaV1ngs arb usdally dbilned ds a resldual that part of“
1ncome vwhich is *not spent on "onsumptlbn goodo and qerVLces.
or "realized" savings are; thus,y by deflnltlon, equal to actual or
"reallzgd" 1nvoqtmcnt Wthh 15 that" part .of natlonal productg‘a; :
cost) nok accounted [lor by consumptlpn goods and gchLces. ”uaVlngu and
1nvestmont (a5 well - as: income and product) ake "net" of "g
to 'mhether they e <cludo or. 1nc1udc dcprcclatlon. 2
of. forelgn trade, actual dOHOStIO savxngs may‘d f | .
vestment ‘bYy ‘trie” amotirits of private foféign capital “nflows and- foreign ..
assistance ("forelgn"'uav1ngs)”

e
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4sav;ngs,ratesjamong'countricstt The' purpose of this paper is tc examine .
~theories;pf'savings’which‘heip‘eXplain‘inter;céﬂnfny;differences'in'
Yéctnai»aomeStic rates of Saving and to. swimarize the roré. siFnificant :

ewp~rlca1 appllcatlono or thCoP theorles to 1nter-countny varlatlons 1n

e . s et
. . A PR '

5saV1nﬂ° ratcs. *ucss at entlon w111 be glvnn to changes 1n sav1n~s ratcs

:

1w1th n countrtos ove tlme s;nce enplrlcal studles coveranb sufllclentl

\—‘ . -
. ~ <, '.\'

flong Dernodo arh avallublc for relatlve13 few countrles.. It should

‘s

nevnrtheless be Cmphaal ed that changes ‘in- saV1n55 rates w1th1n countrses,

¢ Ry A
.

mpcrtant;concernfo dcveloplng countrles -and of the countrles

iarc the,

'~1v ng them ana. Intnr-coantra comparrsons are: useftl prtnarllj because

of the 1na catlons tn03 glvo “of factors whlch are condu01ve to hlghcr
d ook . S . .",‘f_

'Jav ncs rates w1tn‘n a countrg as development proceeds.

L
TR .

'7““ BPOadlj rpeakln two approacneo to explaining interh

'-"- I -
] - .

natlonal dlf;crchPS in actJal rateS‘of domestlc sav1ng'nay bc dl’tlﬂ”UlSth

- " .‘ . .
W . . IR AU
T

‘1n current lrteraturﬁ.on the subJecc, although the llne betueen them lu‘f“

[y % < e ‘e

overnment pollcy.. ThlS "structural" approach emphasrzes broad rcgularltles

&
?.
. .: .-,

the dependence of domestic‘sav;ngs rates upon such "1nst1uutlonal" factors‘,

o b 9 . ,.-‘.. .o »'- !

as: the prevalence'of sav1ngs 1nst1tut10ns and the efflclency of tax systcms‘-


http:varatipis.in

-3-
lor nonctany and Llucal svsbomu - factors which may bc lalrlv dlrectl"

1n°1non0ed bV ~ovcrnmcnt lelcy.'--n addltlon to thesc structural and_vﬂ

1nut1tut10nae,\or pOllG ) varlablof aflcct1n~ domcatl tv1ng~ ‘ro es,5

'.l"'f . ot

1erc nu, of couruj,;u wldc varle v of Ciﬂl,'FOlLtLCul and culturue.;

: A R

‘nulvonco wbgch uro 1mportaht 1n c'plalnlng uaV1n rates *n Dar la”

countrles bLL uthh ﬂLuL "enerallv be 1nbrochnd bv 1ualluat1vc

Structural- e: planatlonu of uav1nvu ere attractive in’ {hag, the;

give broad plctnrn o; uUCﬂ re hlarlt¢0a 1n sav;ng ochavidrfas arc-

m'pllcable b" a 1ow oaswc "haracterlutlcu of an CCOhOﬂJ.A‘th" lea"n‘

L i
4 MR . . ". . e '
1,

uhc plalnc floWCVnr, ' a r numbcr of 1nd1V1dual ca ;.' r“he reauon’is

Ftha» tn01r "llunatorv valuo dcpcndu upon thc assurpbxon tqat pollc'

varlablea and broad'soc1al facuors 1nflucnc3nv aaVLngs raﬁn ‘arp aasoc11

.

fatcd in a~rovu1ﬂr munnor wlth changcs\ln the relevant'utructural

4

~s;lnst¢tut*ong and

.ncomé“risosdftheq?

thc;r ;nfluchﬁ on. a&Vlﬂ"S maj be gummarwzed in thn tneor'r that tho

S s v
) e

o

'Tlng dnocndawupon the lcvel of per catha 1ncom0' 1f, on.the

‘; ! - 1‘.'.,‘-‘

. E S
1atcd Ulth 1ncome changes, an 1ncowc ewplanathn of

‘1" v

f e

dlfferoncoo in aav:ngs ratcs w111 be 1nadequate.

Thc “1mst1tutlonal" appireach t6; explaihing" savings concentrapes”

dpon factor’?}ﬁlch can be'ﬁore rcadlly 1nf1uenccd by government pollcy.»«

G ..-- . P Ry 1. ‘\.'A. ¢ _,-_ 'r o,

Itu dlgadvantages arlse from dlfflcultles common'to all re carch on

e
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n tltutlonal :nflucn Kiﬁ is-not easy to identifv‘tﬁc-rcleVent

1nt1tut¢onal varlables, 1t 1s d1 flcult to obtaln °at10fuctory data and

-instltu ional factoru cannot bn a°11j ouantlf d 1n a nanncr Uhlcﬁ

pﬁrmlta connarlsonu among countrlo ,Eho sG - dlfflCUlthu arh vndo btcdl'

- e . PR Sy

ono reason wh~r OUantloatlvc rOSharbh comoarln SaVLHGo ratco'among
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‘1. ‘the lcvcl of Dﬁr Capltn 1ncomc and wealth"? thc cxucnt of lndustrl
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1uatlon and urban.uatlon and e tne volume and charactcr o* Lnucrnal

denand for goods 1nclud1nr tho 1moact of,income dlgtrlbutlong.: A nwnopr-

of;multl_countryf

relatlonuhup'bctwcen oelectcd varlableu 1n thesc*categorlcs and overall

countrv savmg.: rate s .

e,

achral gonoral concluglons cmcrgc from otUdlLS nade by
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1/ ~gee nppendlxﬂf.r;a summary of SGlected emperlcal tudles. Numbers
A ' parenthéses rcfer:to’ tho-blbllography at’ the cnd of thc ‘naneril
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fairiyféiéar”tﬁab.iﬁdustriéliﬁatibn'and urbariization contributé to

hifher national savine’s rates. llowever, measures, of per capitg,.incone

‘and of urbanization ahd industrialization.are so closely interrclated that
200oris to distinguish their respective contributions to variations

in’ savihgs rates are unreliahle. (c) Finally,'the changes in, the
¢haracter and -composition of demand and in: the distribution. of ‘ingonie which
‘often ,accompany rising per capita-incomes exert upward.pressure on
consumption (downwatd pressure on savings)’ and help expldin the relatively
narrow range of variations in savings rates accompanying-wide -variations:
of. per capita incones.

Income and wéalth.as determinants of “sdvings -rates -

??ﬁsﬁi’ﬁgyﬁeﬁj&7) quvok¢¢;uidg??féaéi}gﬁercspﬁiniﬁhe
"determinants. oft comnunity savings and consumption when he’incorporated-

§4 'h¥s theory of emplojfiéht the proposition.that-consumption,(and savings)’
iare devendent 4n'a fairly- stable-manner upon,the- 1ével of 'income;j..the’
‘relationiship being detemiingd by psychologicalicharacteristics of: human
Rature and by-5ocial practices and-institutions-which tlarge,very slowly.
Heisugpésted that, in'mencral), - assliiing: tastesy incorc- distribution

‘and “asset, holdifgs (amoiig othor things). unchanged = a larger proportion. .
‘of ‘iricome’ tends: to be savéd*at.Higher, absolite. Tevels: of ineome; he’

~did not-indicate cledrly whefher hewas'des¢ribing behavior over tire of th
behavior of different incore groups-at ‘4 given moment .in time.  Tt-scens
JiKely. tHAt ho. thoupht it dpplict’to bothi

Enmpirical.§tudies of developed, countriés: stinulated by. Keyres'

General Theoiry Led«fo. dpparently- conflitting indicatlons regarding the ;
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‘relationship between: consumption (sdvings) and income. Cross-section

'fémily'bddgétf;fpdies‘iﬁdiéétedﬁﬁﬁét ﬁhe:prbpo;tiqﬁ offih¢omejsa09d

tends: to be larger in.higher-income brackets than’in lower onesy. Studies,

@fﬂiﬁéiébbft;pcrfdd response .of savings to incdhé:chanbes showédffﬁéﬁiihé'

.proportion of income an. individual .sdves tends to increase in rdsponse

_to 1ncome 1ncrca°ﬂ~ but with nuner1ca1 cutlmateg oL ratcs o; sav1ng

Aiffeneht from thoge: of ‘rass-section studies. Ir. contract; Iong-period

.Studies of a few devcloped. e¢onomiés showed: remarkable congtancy.in

“the “proportign of national -incom¢ -saved over: time.

Thece.conflicting.indichtions have' led toefforts-to-

supplenent Keynes™ savipgsiincome, theory by allowing “for-alterations. in,

“factors which Foynes agswacd unchahgod throvghéut his ‘analysiss ' For

@#Xanple, changeg infasset holdings have.been: introdiiced to explain the.

'stability over long periodsiin national savings rates(18): ‘the .tendency

_for 1nd1v1duals to’ savo relatlvely less a5 thelr stock of wealth 1ncreaues

="

may’ OffSCu thevtendenCJ to save’ re1at1ve1y ‘more in. resporisé to income

‘incredses.

Keyhos idca that the ‘proportion of incomé saved tends. ¥o beé
lafééﬁ“éﬁfﬁighéffléiélézoiiiﬁé@herﬁaﬁiéﬁén é#teﬁdé&iiﬁ;SéGéréI{pféééf;
sedtion, $tudies tointerndtivndl'differénces in: savings rates. “Studies’
by Kuzheis,:llouthakker, Wolf:(23).'and. dthersido iridicate a tendency .-,
i not s faRaions = of domestso saving o foima, Largdr pro-
portion of mitional préduct in. richer dountries -than)in poorer onés

‘The;réason :for somewhat higher.savings rates:ifi higher-incomé’.
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countries is not, however, that. the psychology, habits and neéds of better-
off populations are productive of greater thrift, As will be explained
below, .it appears. to be rather that, on the one-hand, changes in the
distribution of incomé and population accompanying economic’growth tend
jointly to produce somewhat higher rates of:.domestic saving.. On the.
‘othef hand, certain institutional changes which .often occur,with
conomic growth; midy also.contribute. to higher sayings rates: for
sexample. improvements in savings institutions, tax systeéms).monetary and
ifiﬁéalgpql;cies, .Lack of .data has'p#eyenﬁedlgystemétic;intgf—gount;y.
studiscs of the influence:of assets upon. savings. rates. . It is possible.
l%h§£ £Hé‘éfeéter?QCCuﬁuiéte&?wealfﬁ;bf:cpﬁhfriéé withfﬁiéﬁ7pé}}capité*
income’s would- help, explain .the Sinall exterit to which'their: aggregate
+savings-rates tond to be higher than -those of courtries with low per:
capita ‘incoriesy

‘Urbanization and ‘industrialization as.determinants of.savings rates.

?hé’p;ddéééé;ﬁqﬁ?drbéniggtiqq;and;ip@uét?iaLigéﬁibp'whiéh
characteristically, accompany economic .growth are marked bffchanges-in;
}ﬁhe ai$triBHtipﬁ;6f ﬁéﬁqlation%aﬁéfo1iﬁ§§més fTﬁéFbeﬁbfﬁiqnibﬁ'thé‘
1abor :force ‘in nonagricultural.sectors, and of .the population in:urban.
centers, :tends.to incrédse as ecoriomic growth. procegds; changes also.

“¥ake place/in the distripition”6f. incoiie among" sectorsand among:’
‘occupational-groups ‘in the -economy. -These iritetrrelated .changes; help .
aceount Tor-somewhat -higher domeéstic’savings rates ‘in. wealthier courtries.

*K ‘tendency: £6r thei'importance. of “profits. in pational incorie:

“to increase may Bé considered ‘oné ihdicator:of thi.process -ofindustrials.
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‘ization. louthakker (5,6) has estimated propensities to save out of
.various functional categories of national income. He substantiates the.
faniliar. proposition-that, the propensity'tp‘sgve,éui of entrepreneurial
.and property income is.substantially higher than out of. employment:
income. - vhile his analysis does not support the iqéajibat'caviﬁgsfdu@
éf'personal"disposable incoms (hatiphallinédhg_les§7taxés andﬁqorpéraﬁiob
income: plus government tradsfer-péyments)fafé_pr?ﬁgrtidnéiely greéﬁér étf
H;gher_per capita income 1eyels,3;t:dQ§§'§pgggstgth§t'total;saying$ d9t£
.df?céfpgrgtidnlinqdmégdgé1pfpp§?ﬁiobéteiy greatér»in.Weglﬁh?er_¢ogntri¢é:
‘His. andlysis suggests a mild“tendency 'for. government: savings \defined as:
the. excess of currefit’ revenue ‘over current éxpenditures) 'to. be relatively
imore*imprriant in- poorer countrie.

Tiznets,y in a“multi-country - study of-savings-and investmernt’
‘(iC);wgroﬁﬁg béuntpieéfécpordiné‘£dﬂthe:§hér§ 6§;gfbéSiﬁéﬁiphs}gppqauéy
accounted’ for by,manufacturing and related:industries. 1/ -Hé observes.a
distinct ‘assoclation betweén this indicator of. industrialization and
domestic..savings rates,

}ﬁéasﬁrésﬁoffﬁrb@diédﬁiéﬁf?fdsely?féléied{idﬁphégéi§ff
“industridlization are the proportion ofnational income originating
in. urban’ centers:and’the, proportion.of urban to totdl poepulationy
"tharles Wolf. (23): sugmests seVeral -reasons for: expecting-a positive
relationship between doriestic savings rates and measurgs of” urbanization,
among ‘which, the-better. organization of-c¢apital markets, the higher

D L

1/'mining, ‘construckion, -trahsportation, comhunication.:
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'obéUpationdliénqveducational lavel, the smaller size of families and
‘the greater concentration of manufacturing (particularly capital goods)
industries in urban centers. lie ¢oncludns that the proportion of gross
national ‘Broduct saved is largér in countries with higher ratios of
‘urban income to total-incomes he Tinds a similar positive-connection
bétw§¢n say;hgs_rates1énd4tﬁevprdpbrtgqhgof,é@pulationffg?idiﬁgfin
.urban centers.:

‘Recent work by Oshimd on family ‘income distributicms. in four
‘countries (16) suggests sharp.differences.-in family income distributions’
betwdcr urban centers and. rural areas. -Oshima:finds that the: proportion
of.fanilies concentrated-at the lowsr tail of the income-distribution is
'1arg¢r*intfufa1 than in urban areas. - 'It.should. be Toted, however,.that
some ‘of . the apparent discrepancy between: urban and rural-:income may
be explained by.inadequate reporting of riral’ income in kind, *: Under-:
reporting--of - income” together with. failures. to report dgricultural’in-
‘vestnient may - account- forsome of the reported.difference ‘betwcen rural
and ‘urban - savings rates:

Kuznets: (10) has suggested that, as growth ‘and indus-~’
‘trialization take place, increases-in.the’importance. of middle-incore
.groups ‘showing ‘positive- savings. may: lead to higher .total savihgss.®-The
‘results of studiés:of international -différcnces’in the pattern ‘of-.family:
‘incomes = for exaniple, by:Kravis (&) and Oshima;(16)"= are -very tentative.
bicause of inadequscy and ineomparability of data.. Since Oshias
results do indicate .that-family income-distributions in urban cenfers-.

‘are’ characterized by -a ‘ldarger proportion-of pérsons receiving.above-
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aﬁerage incomés'than are those in rural arcas, one may. infer the possibility
of’ a. relatlonahlp between famlly income dlstrlbhtﬂonu and savings rates.
It is, howcver, dlfflcult to find a measure of income distribution or of
equality of incomc distributions suitable for testing the relationship.

Rate of growth of income as a determinant of savings

‘nother facet of the changes in income and population associated
with economic growth is summarized in the proposition that the prﬂportion
of national income which is saved depends upon how rapidly national in-
come is growing. Applied to inter-country comparisons, this hypothesis
would suggest that countries experiencing higher rales of increase in
national income tend to have higher rates of domestic savings.

It is not unreasonable to propose a connection between savings
rates and the rate of growth of income, since the pattern of structural
changes in both income and population may well vary according to the
rapidity with which the growth process takes place. One line of reasoning
supporting such a connection has been ‘suggested by ilodigliani: and is
based upon the "normal income hypothesis." Friedman and liodigliani are
the names most commonly associated with this theory which emphasizes
the dependence of individual savings upon expectaiions regarding future
income and wealth (2,3). According to the "normal income hypothesié",
the individual's choicc between consumption and saving is detemmined
by his_"normal" income, that is, by the current annual equivalent of
his life-time expected earnings and assets; it is not influenced by his
"transitory" income, that is by unexpected increases in income which do

not afféct the individual's view of his life-time resources. ;Since
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the individuazl's '"normal" income cannot be observed, thz valldity of

the theory has been‘tested by its consistency with observed reactions
to total income changes. To take one example, an ihdividual who plans
his consurnption as a cortaiﬁ’proportion of the current value of lifc-
time resources could be cxpected to save rclatively little of nis
income in the early stagag of.his carcer, to save relatively
more when he rcaches his peak-income period and to dissave when he
retires. Then too, individucls in occupations characterized b&
fluctuating incomes would be likely, éccording to this theory, to
maintain relatively stable levels of consumption in the face of
short-term income changes.

| Zmpirical studies of the United States and of a few other
cduntries (England, ilolland, Swedén} do suggest that thc nermal in-
cone hypothesis may hclp cxplain deéisions to save for groups (such
as farmers and small Businessmen) whose incomes fluctuate greatly:
a recent study of savings in Japan (17) suggests that such an
explanation may also be valid for groups in Japan whose consumption
‘expenditures are unresponsive to short-term income changes. iHouthakker
(5,0) rccently fgund,for 20-30 countries, not uncxpectedly, that the
'marginairratc of saving (the proportion of additions to income which
is saved) is considerably higher in the short run than in the long
run; he suggests that this finding is at least consistent with the
normal income hypothesis.

The normal inépme hypothesis has been combined in the

following manner with the propostion that in the long run, the
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.propor}ion .of nationral :itidome which is-saved -depsnds upoh the rate of:
change “in.national Lncome.". “.sgsuming that £ach individdal ‘condunes all-
.hié{kﬁchbwdyqﬁnhis'l;féiiﬁﬁ,fiﬁqh'p9§iﬁiyp'S$Vibg§,£ﬁﬂﬁh§’c§mmqni£y,
'&5.%;”h°l“ arng olthrr whnn wobv¢at10n cﬁang:u'rpduﬁc-fﬁé.}qldgiﬁc:
‘number 6L dissavers, inpartieular retired peoplcs or when rial.ine
'cqﬁéjgisésﬁgéngrdyljugq;thdi:&ﬁg;ybuﬁger‘;ﬁd7@idd¥ef#ﬁhdﬁﬁavé?%'h§Vc
1grgcr;1ifégp;héfiﬁépﬁqﬁi@ﬁéq}ﬁhé;oldéf.'issav~rg.—. dlgllan* flan
.tha u, lor rates o; d;o. h c¢.ﬂatlonal 1nvone ua to pﬁruonu, ‘the .
;éropbg§i9n'dfjﬁeiigéalfihcqﬁéi5@#Q§jiﬁfthéZU@iiedfiﬂaéeé'aépeaﬁéfﬁb
'ﬁa&@;beéh?é'f@f;iqjfpéui@n;mglﬁipléjof:thé'ratd_éi_wﬁicﬁ;hhtionai
ingpme’@ééjiﬁbe&sfng;_'eﬁchfl* éhnuéi'grdktﬂ_ﬁés beeﬁ;aﬁﬁociafed
;q;th'qlBAH[.proporiiQﬁfof.Qétidﬁalfi@domq{séﬁcd.(3¢1%X

Téﬁuhakkhr nau testca thb oroooultlon uhat sav1ngg rates
érg;détefminod'(ﬁp.19asﬂfhi'parﬁj“5y‘§he{réte;of;grpwtﬁ:9§~i@goméi
.in his cross-oéctién stuly of. intermatiopal ‘differencés.in -sdvings.
{béhéviof;_.ﬂc foghd;ﬁhatfﬁhelréﬁeEpfférOWthﬂbf,tQiéL{;hcbmé;iﬁféf
significant variable ir explaining variations améng”countnies in
domestic “savings- ratesy:

'Cha?écterfand'Coﬁpbsitibnaof?Démahdfas'Deterﬁinahts"bf‘Séﬁihfé

issoctated with, rising per capita income’s are,chariges’
'in ‘the . charadter-and volumé of demand for' ¢onsumption zdeds:
(and related changes’ in family .incomg dfstributioris) whichtend té
;rgagbcfdiﬁfqrcﬁcps‘ingsavi@gs'rgtgéfbptweén_higherkin¢qm¢;qndf
lower=income- ¢ountries.’ .ilurksé has-siwmiarized oné dspedt of-fhese’

changes in hi’s application. of ‘Duesenberry's. "relative indome"
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t.heory to o"plu.l' .

conswphi o_n} ;-bt%h'ziy-,ta r(15) . Kuzhats hasiindicated: othar: agpeets in

his qulti-cointey study of “changes'in the strictureiand chafe-of
consumption’ (11},

olatwe mcomo o planaLmn of

"‘m ﬂc;"tml dfva of
stdvings Pahavior,-as prissced:s byitddines: Dugsenberry; 15 that. imlividudl.
.choices bétticen: consthstion and- savinZs.depend vrinarily- on: the

comsumption .e¥penditires of thosé with whom. the Andividual. habitually .
coaparesm el (1) 'uthcmore,' snewgoodsapoearonthe
markety -they. ofert. an; upiiard, pressuré, .or "defioristration:effect,"
“upon tﬁcmonwmphon ﬁ"oe"d tures of tuo o who ,.cc thom purcha,.ed B
their associatliz, .13 4 -ednseijugnee-of this, social naturs.of .cotnufipticn’
decisions,, the, projfortion.of. ifcor 3. saved by a, family, once’ some-.
wihimun, incors is.reached,- 45 independent of ;hig-absolute dncome
Duésenberry hypothesiros thatifor any given rélative’ inceme:-disd
“tributiony -the pdréent of. income saved by .d-faxily is directly related
to:the . fanily's position: tn’the. income distribution. ahd-that: the
"Higher “the “position of & Laily. inthe'income-distribution; . the.
Jarger the proportion,of-incomeé tavéds.. The long-run..sfability: in
tho savm o-ln'com ratlo 1n the Unlted oiatcs J:S cxplalned by the
strength. 4nd freqiigney of contacts’ withinew.dnd of ten' siperior goods -
which, creaté. impulses to higher standardsiof 1iving!sufficient, tg-
[ofFset: ary” tendoncy: for familtes to ‘save more asiihcshe.increasess
Ragnar llurkse. has-applied Duesenbériy's.analysis of* the.

“s0eidl niaturs of. consumpklion: ih explainihg the difficulties which’
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"Ifstititional" Explanations:
~of :Domestic Savings Rate§ *

e it bibonal apprsad o, sxpldining Intémational
‘differences in'domestic savings-rates i3 a broad umbrella which.ine
liddsisiany’ Tactobs whteh nay b6 atrly. diFStly inflienosd:by
“govermment, policy. Féw systematic: intérnational” comparisons. of these
Lighéos have-beeri wids Ak Baciuise: of the, ALTFLGHTYeY Srvolyed,
An.qiantifying their importance.’: The.data 'ori‘many.of: then' consist
. lafgely of suggestive comments on, ard’interprétations:of ;the ex
:periende’ of individual ‘céuntrie st,

ortunities ss a detérminant

Invéstment op
An_important‘group of infliences ope :ate tpon domestic

.savings ratés. through-their ‘impact ubon investment.. Sincé: It.ls.

“logical .to: expect individuals to ‘'save ‘current.income in order. to

‘betveen ‘savings; fatés and returns oh-investmérit. . In:theoty, profit- .

‘makimizing. entrépreneurs. equate the rate of Teturn 6n. additional

‘{hvestment: to’ thé market rate of interest; studies.of savirgs-and-

‘the rate of "interest have rot,. however, indicated: any markéd relation’

betiwen the two. Houthakked ‘reports similarlack of sudessiin- expiaining

international -varidtions. in savings rates by dlfferénces inirates of ‘interest

(516). - Rosanily; etioris hav boon fado- to'relate svbr-al diving:

“rates to.differences in returns ‘on investment not. reflected in "riskless":

-rites of:interest.' A 'study by:Minhas. of:rates of return in manufacturing

Tor forr sountries indicates -an umisially.high returr for Japan.which -
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.could heélp explain the unusualiy.high savings rate.in-Jagan. (12)
‘$iudies of 'savihgs iR Jdpan albo.’suggest thai:high ratés of'retiri

in"that country haye contributéd to high: rates of ‘savifigs:(17).

" Al théugh: the: quantitative. fmpoitance of'rates-of teturn is’
wncertatny 1t 1§ uEe clear that savinés dectsiohs may eIl be in:
fluehced by ‘investment:opportunities .Eyeh. in-advanced countriés -the
size 'chosen by managemerit for:undistributed profits: may reflect °
Jidgment of ‘investmént, Possibilitigs.,, Dependenide: of ‘savings. ipori
‘irivestment outlook.may Likewisé characterize uhderdeveloped
économies.” -Theré: are frequent indications: that agricultursl.families
‘in-certdin countries, save 1n, order to:éxpand, their: productive’ facilities;,
dlthough thelr failufe to report siich ‘investment as well as to réport’

théirtron-money ‘incorie makes: qiantification ofisthe’ point difficult: -

‘e

A‘gréat deal of work rémains' to be done’before Widsspread. comparisons
of. rates’of. return on -investnent in different. countries can'be made:

Ade$sibility and:prevaleficel'of savirigs iristitutions:-

There: 1§ gereral agreement that the more efficient and wide-
‘$pread: the banking anhd 'savings;facilities of a country, the higher its-
over-al) rate of .savings is.likely to beg:: Numerous-studies- indicate
that the:inadequaty of;:finan¢ial intemiediaries in'mdny: underdeveloped:
colntries: constitutes a formidable handicap to efforts to raise. savings:
.ratés-(4). -Recent .Japanese experience underlines the 'positiye. 'role ‘which
ah uhusially &ffectiye bahking systém can play’in siphoning small

_ personal  savings ihto”investment channels (177)..

The: role"of* the. government. in: expanding progductive capacity .
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Pt A

>
"

govdrhmeht investaent. and influgnes private incentiyps-to- saverand-to

1Rest

reait stady. 85y UTun ek sugiesty) sovaral, diffordise
in thetkax Syﬁh@mw L }loppd;and unaerdovﬁlop“i countr é Whiph
. . SUNESA . T e (R e MR

might help agcount for;iﬁtﬁm&eo@nhfy"Vé?;ations-injm

ritesy  The study .indifates, for example)’ that

to Be shallér.-compared iith natighnal: income in-low-incaome: thard in

highsincome couniriss. .'+Iso; relatively less-tax- revinucfis. oblained”
£ E y relatively Less- 2t

fros dirset [rrsérial incgme and’ cobpordtion taxdg:in.lovier-incois

countrisst" Thentos, -the tax - strucilures of lower-ificome. countrizs

rely heavily upon foreign irade:taxgs {227,

o

~monetary :and fiscal-policies may. influéhce private

Bod

incentives.te' save.  Inparticular,’piliciés regarding. inflation:may-

avings through, their :impdct ‘upon busingss..conflideness

affeft private

Inlsrnational~compdrisons of  these impacts: arc hazardows.. Oneieffort,
Houthdkker!s: to-rolate proportiont«ef. national’ income.saved'to rates
of change in ‘price.levels. was unsuccdissful.

Other influences upon.ratesiof- saving,

wide variety~of .factons which may. well -influencg domestic

savings rates has not” become the: sub]ect .of ¢ sygtcmatlc interndt ;gnal

G

‘cqmparisehs becaust ‘of- difficulti¢sof. data dand measurement.

“Phe squality. and - quant1tv?l

detemnine the strangth  of upward preséures ﬁbbﬁfébpspmption lévglg'as
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~

N&LI0AEL “Lanown, inereases, W ere: goverdinent ¢onirols-ovir imporis

ol denguers goodbydire siric il proporiion gl nctlinal "incody

58 -alternatives to-savifig- such as: 2ffoct wo

urily ..or”of.'publie assictanecc. way rtducs pres

tor.cave, Likewisey & pravailing gustom of-larg:

{gncéfofgﬂﬁiQh“suppbﬁi_thefpldé:;qﬁ¢

nc,nbwvnﬂ‘ £o- savy for 0id apiy)

D¢ oxtent ofopportunities.for Andividuals to sendtheir

~¢ ]

savings ‘abrefdd:(capital. £1izht) may influencs ithe size of domestic

Jsatifgs Tor ani,bpwhtgy in which-domestid” sa¥ings inst{itutions ary .
Ppéﬁhf?¢£§Y?;¥§ reas on of oOClul polltlcal and monetary - 1nutab111tj.
Torisuch .colatriss, the ¢ffective flow of «domgstic savings may-depend
“inspart ‘upon -the-efficacy of governmeni controls oven capitayfflight,
lany ‘influ~adns upon’ indshtives:to isave, “Some extremely:

?;’imbp r'blip't,_ c';ﬁpot. t!)‘e~ gué@tifi‘éa@}; ! y@ ;c' 'jﬁdgm'er')._tié'_.'abo'p'rt:- the,i;:j : ir‘npa_ct |
VPewsof thedd infliendes mAy be.menfioned ‘here to give an. idea of their
significance. The cntire complex of $ocdal customs, educational
outivok -and’ work -habits-which may. be- sumiied up in thelphase "Will: to::
Save" is cruciali .’ ilrecent thordigh stdtistical 'study of detérminants

of isavingsin Japdn: congludes, for example (17),

Oné must keep inm'mind that the most significant
;p ason4 othhe hlgh propenonty to. save-in Japan
{5 the traditidnal sav1ngs custom supported by
he wxdefpropagatlon of; edacatlon hardworking, .
ong will. o rdise the standard of
so on.
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The Torms,and, £flexibility of edonomit: organirdtion. araimportant.

Tho rdistent of . political dnd.social £tability is a key. coriditidner of

'.:Bﬁﬁé.i'.;hgjss confiiddags, " Femedon to cxecute private business pldns and,
the ‘abseniea of "institational barriersito inveiment.af{:ct incentives. to
saves i Relisieus ahd socxal ‘eustgihb may detaniing | Whgthc_i‘ the Forris
Wirich savingtistdle :périiit Ehgh to be. channeled’ 'i'f.l'f_r:q',if;vq'_s__tme_,.n.‘t,,-._"'p'_'z"'b‘_"je'c‘:s .
’5}':,»5':5:“," aré’only 4, low of the variables thé-importance®of: which-cannot
be .measured,
Conclusiof.

Theoretical and empirical work on inter<country différencss

in-demdistic. savings rates bugksst that 4 variek of SackGib{Fnany

clefély- interrilated, Jaccount for eurreht interndtisnal patterns, of.

Comparative: Studies ofselected quafititative "indicators of
aconomic styugture and £8hgt.of development underling tho‘impdct of,
sITing per capita’ lnchric, urbdnizdtion and ,i‘;i'_diistri_aliz__‘étiq'r'v.irj
Fakding dome'S.t:,i?-- savini’s rates ds developnént procceds.’ However the
qiiantifative -indicators: of s ghesc Tactors arc £6o. highly interrelatéd’
to make . reliable- statisticalwestimates of “their relative. individual
importanee.

T i's alsg évidgpt, from recont domparative studies thdy
interr_ela‘t_;e'.d'c}'j_gpgcs in inddie distributioh, teclinologyy, tastds' and”
‘the'chapdeter of:iinternal demdnd for goods,.-which: accoripany, economic
drowth, eXcrt ugward pressire upon cohsumption levelswas development

proceeds; as a result, inter-country differenccs in savings ratés are
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APPENDIX
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The purpose of this appendix is to summarize selected empirica
rresﬁlts bf recent international comparisons of domestic savings rates.
Héuthakker,“Kuznets and Wolf, each using a different technique of
analysis, have analyzed the dependence of savings rates upon selected
uséructural indicators of economic structure and stage of economic
de#élopmént. The principal materials used in all the studies are
" national accounts data published by the United Nations.
Kuznets, Simon, "Quantitative Aspects of the Economic Growth of Nations.

V. Capital Formation Proportions: International Comparisons for Recent
Years." Economic Develoment and Cultural Change, 8 (July 1960, Part II)

‘Ratio of domestic savings to national product

Kﬁznets observes a positive, though not strong, association

between domestic savings rates and per capita income. He bases his
observations upon calculations of the ratio of gross domestic savings
,tb:érossrnational product for some 56 countries and the ratie of net
dghesﬁié'savings to net national product for some Ll countrieé;~the
fg£i6$féré calculated from cumulated totals in current prices,;for '
1951;1957, and are based on U.N. national accounts dataf He'gfoups the
¢oﬁﬁtries according to their per capita incomes in 1952-19545’andﬁk
calculates unweighted arithmetic means of gross and net savihgs‘rétios
féf'éééh group. Table 1 below gives selected ones of Kuzhets'
§éidﬁi#tions relating to domestic savings rates. The countries éxcluded
on.the lower half of the table are political dependencies such as the
Belgian Congo and countries which show a high level of financial

dependénce upon foreign capital inflow such as Israel.



Table 1

PROPORTIONS OF DOMESTIC SAVINGS TO NATIONAL PRODUCT, COUNTRIES GROUPED

BY PER CAPITA PRODUCT, POST WORLD WAR II YEARS (BASED ON CURRENT PRICE TOTALS)

Groups of Countries by Per Capita Product

Wider Groups

1 O+ I VI+
I 1@ III W VvV VI VI CIIX voovio
All countries
(1) XNumber of countries on line (2) 8 7 6 1n 6 10 8 8 13 17 18
(2) Proportion, gross domestic |
savings to GNP 21.0 23.8 10.3 14.5 16.6 14.5 ]l,‘-lr 21.0 17.6 15.2 13.1
(3) HNumber of countries in line (4) 7 7 6 9 5 8 5 7 13 14 13 .
i La®]
(4) Proportion, Net domestic savings ' "
to net national product 13.8 16.7 3.5 9.1 11.4 7.9 12.0 13.8 10.6 9.9 9.5
Exclud Politic angd
Financially Dependent Countries
(5) Number of countries on lines
(6) + (7) 8 7 3 8 5 7 3 8 10 13 10
(6) Proportion, gross domestic
savings to GNP 21.0 23.8 15.8 15.7 18.2 13.2 12.7 21.0 21.4 16.7 13.0
(7) Proportion, net domestic
savings to net national
product 13.5 15.9 9.2 10.2 13.3 7.4 9.3 13.5 13.7 11.4 8.1

Source: Kuzhéts, "Capital Fomati’ogi;-Proportions," Table 1, lines 9, 10, 19, 22;

Table 4, lines 7,8,23,28
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It can bg observed:from Table-".T ".that ‘the -tendency. for
‘domestic sdvings rates to. be higher at higher-income:lgvels. is neither.
strtking nor- completely §5{I§tema}.i§'2'° " Thie, unweighted averages for the
\ipper-2.¢r: 3 groups, taken together ‘are, h_o.wev'er., ligher.than those

'for the lower: 2-or: 3 -groups. taken together.

‘Kuznets® observes (&);'that the teldtive impsrtance of net:
.personal: savings (households -ana-umingorporated -businesses) in’riet’
‘dome§tic savings: is'considerably. le'ss iii:low income :thian inihigh ing-
come’ c'dphjtrié's,'énd;-’(ﬁ) ‘that’ ithe ratid. of. personal- sdvings. to' persenal
di'sposdble -income is p;o‘sipi?é]{.j}‘é_s'éoﬁliét@d- with the level ‘of ‘per.

......

capita tncone., He-divides 20530 -countries iiits’ groups and calevlates.
unweighted averages of the relevant country: ratios” for'each" group:
(cumilated totals 1950-57, current- prices).
Ratio of net persondl savings to net domestic:savings::
T 1T 4 IIT IV +.V VI #-VIIs
5718 48,04 (43.9), 32.7%. (46,37  27.8% (18.8).
Ratio “of net personal' savings to personal dispdsable -income::
I IT + 111" W+ v Ve
Bish 78 (719) 5:28 (9:0) 3.8% (244
‘The.Fatios if parentheses exclude’ p&liti'_cal’, and: financial dependencies.
Table 2 on the following pdge gives the personal savings '-.personal”

‘disbosable. incorie ratios:for: the indiyidual countries by groups:
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.
Table <
PERSONAL" SAVINGS- AS PERCENT OF
BERSONAL DISPOSABLE INCOME.

‘cumilatsd totals, . 195021957
‘current.: pvices)

Countries: Grouped by
Per Capita®Produet’

20:

11

12:
13.
1t

L5

X 6'.f

.Group -1

Agstralia.

Belgium

Gandda,

.Sweden:

Uriited Kingdom
Unitgd States
“Group: IT'

Deninark

‘Frdios

Neth&rlands
‘Group- IIT
Aistria
Treland
Sroup IV
Colombiy
Costa Rica
Panaia‘ (1953-56)
Unn ‘of,;South: Kfrica; (195357)

Glroup ¥,

Jamaica

13,6
10.1
8.0
Te5
b3
7.6

9.5
4.6

o2

8.8
52

543°
b2

a3z

1103

)



17,

iss
19,
20,
21,

22.

23.

‘Group™V+«(conts
Japan.

. Group VI
Ecuador
Hondurias
Pery:

Philippines

Khodesia’ and Nyasdland

‘Group VIT
Belgidn Conge

"2l+., Morocco

=284

15.2

4.2
78
=3k
3.0

6.7

6.9
77

Kiznats i ¥Cabltal :Férmation  Proportions,” :ppi: 95-6
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Houthakker,, HvS: "An: 1ntbmatlonal Comparison: of *Personal Saungs,'!
Proceedlm;s “Sf - the :32nd - Sesolon of the- International Satistics Institute,

1961, pp.+ 5559

The basic proposition.which Houthdkker is-testing is that pér
capita personal’ sdvings are a-furiction.of '(a)-empldyee compensation
i('iﬁc;ludim’gfh.ffari:sfei:s). (b) 'per capita’income. from. property. and. entreprefi..
eurship-and (c) per capita: dl rect '£a;5ce's _on. "houiseholdsy *Using “U.N.

k,fgpj‘..ta.;.. persorial incoiie (19 55 ‘prices, U-';S.'.glo"l'lazjs;,; 1955 éthé.rjg_'é: ratess:-
years. inimost. instahces: dre 1950257). . He caleulates the deviations from
the 'E_iii-counpxjy .ave rage’ in per capita savings-and’ types: of ","ihc'orr"}é -of .
indlvidual countries.- .lle then andlyzes.by regréssion analysis. the
relationship bétween (a) and'the excess (or deficit) of.-a country's per
capita, savings: above (6f below). the all-country averageand (b)’ the
excess (or defiéit) of-the' countiy's per capita- incomeof various types
above . (or below) “the "allicountzry average..

u~ithakker's estimates-of country rates of saving.out of,émploy-
ment “incorie’ indicate. "that they-are riot significantly differént fiom Zero. -
Per capita direét tax devidtiéns do hot help explain intérzcountry 'p‘grsgshailw
savings -differences, - Breakdowns of ‘entreprénsurial-and:property income’
do’ not “zive.significant ;resultsq.

utraidosho s Apertart ioni Hin aiabion Andtcatds ‘tiat
pos i¢apita- peronal ‘SHVINES tend 6 be' Froportionalto per, capita income

from property- and‘entrepreneurship’ (income: of “unincorporated ehterprises;
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1ividends; rert, interest):  S.pers =.239, sP*(where %= Country ‘deviatiohs
in per «¢dpitd pérsonal- savings-and P = country deviations 1in-per’-caplta.
property and entreprerieurial income.) . Specifically, this equation means
that-for.every $1. that a -c"c}untry-'é per capita property incomé’ 18 above:
(belwW): the, averdge for all'.countries, .its per capita sdvings is likely
to be:. 24¢ “dbove . (be'.l:F’W')" tha' all-zountiy averages;.dlternatively.stated, as.
the deviation-between per capita propertj incomeahd the all-country.
avérage. increases, the deviation between per capita‘petsondl _savings and the.
dll~cophtry average: tends to incredse proportionately,‘in such a way’ that
the: savings’deviation remains about’ 24 percentiof ;the income deviation.
Tt shouta oe -empnasized, that. the: above! equation; while offering 48 good
a fit-to the data as ahy-of the'equations tested;.leaves many individual |
cases: unexptained;: dctual-savings pmpdx‘:tidp',siram -greatly: from country

to country.

Houthak’ke'i:':'.;-f.fest.il-mapa.d\:;,_'.'wn_gft'e‘fﬁri!" rates of savin

‘An altermativerequation ‘toithat relating savings.to property
inceme, ‘onie, whic¢h Houthakker®cohcludes fits’ the ‘data equally. well’,
indi¢ates that per capita pérsonal savings ténd to be’ proportional to pef
capita persénal’ disposable income, ':a’g. 8 to. 9";pément.;.'_

S pers = s085:(P +.L -T)
= Cooe)

(whére S’ =-deviation ii ‘per capita personal savings .from the'all-countiy
average ‘and, P thé*deviation in Pér capita.property and entreprenurial
iricome; L :the'deviation’'in 'ehiploy;nérif""c"'di:’ri'faénéa_ﬁign p;é., and i"l‘,."’t;hé
deviation in per cdpita direct taxes)

Mieia'}}{opthai}gkeh re-gstimates:this equation in.a more recent paper-referred: .
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to " just: below, ke a.more complicatéd system of: weighting, his
results ‘are not -much:changeds:

S'pers = ,080 (B #L ='T)
(.011)"

The Tesults of: both calgulations min ¢oiinfer to Kiiznets® cénélusion,
noted- above, @ﬁaf'pefSOnaidéégﬁhgs réﬁgénﬁéﬁﬁ?to-be_highej at higher,
per. capita ‘iricome, levels. - In' thé mofe recent of. his’two papers,
Houthakker specifically criticizes Kuzhets* failire to weighticourtries
by ‘populationir-calculating the average savings rates fot diffefent.
per capita income groups. 'Houthakker calculates both weighted and
unweighted averages of ‘savings ratés:for, four per:capita ‘income
brickets and’finds that, vhen'ueightediaverages are takehy no
consistent pattern relating $avings rates.to inb?mg.léYéis.emerééé}
Orie reason,.he 'siggests, is.the dgminance (judged By population) of

a’ single country ‘in each p.¢. incoile group: the.U.S with a savihgs
‘rate of ‘7sl in GRoup'I; the ‘UiK. with.a personal ‘savings rate of only
MZ@G&%TDJ@QWﬁmqmmmﬂmhﬁ@r&e&l&#%@mw
‘ITT3 and- Brazil with a personal -savings rate.-of 4.4 in-Group IV.

Houthakker, H.S:;. "On.Some. Determinants of Saving 1n Developed and
‘Underdeveloped Countrles,“ “tanford Research Center in Economic Growth,

Memorandum No. .20 (July. 1962)

Ratio:of: Net Domestic Saving: to Net Natiofisl Ihcome

Ho@iﬁékker'é estimates.gf-doﬁestic'rapes ofgsayipg;sqppért
soriewhat. higher:in courjtries .p‘aiui‘highéf per ‘capita’incomei ~The,

following four -equatiors summarize-his results.
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-3 08 + o Ll7 Y ‘private

(a) S tprivate’
“(1.05)  €L011)"

(b) Sgovt = 60+ .100 |
(.59) (.011)
(cy S.aom- o= ;135 YO RAtY
(,01L)
(d) Tog;'C dom = .,003 + .948 1dg.Y natl

(.ou7). (.017)
Whefé;SftE‘%he deysation trom all countrysaverage: 1n Der .capita private
(personal -+ corporate). savings: (S, priv); goverfiment savings. (S govi)s
‘and domestic savings (S dom) ;'Y -priv-is-the deviation”from aixgcoggtgy .
ayerage in per capita, "private income™ (national income‘IeSS'gqygrnmeqp;
incame from’ broperty ‘and entrepreéneurship);-Y- natl is the:deviation an.
‘natibpalincome; G.is 'the ‘deviation in current government revenue; and
C dom 'is tlie deviation in personar consumption..
'Equatidn,(a}‘SUppprtstuzﬁéts"pbsetvatibn‘of'Higher savingsa
income ratios. at highe;}per%capxta'inpome‘leye1§,}alﬁhqugh the differs
ences: in ‘estimated.ratios for-ditterent income.levels are small. ' Kuznets'
observation.is alsé .supported by -equation (d) “which estimates fhat,ffo:
every.1.percent change in natfonal income, there tends'to_occur only
a .95 percent change in personal gonsgmptégn} this indicates a téndénéy‘
fbr'the.raté,of savings .to rise.
Table '3 on-thé following page presents-data;on net domestic
rates of saving for 34:cguﬁﬁfiesﬂpogethefJwiﬁh]ueigﬁtedrapqfgnwe;ghtpd

averages: £or various per -capita -income léevels.'
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Table 3
‘NET--DOMESTIC SAVING

(money :figures'in U,S, ‘dollars of
1955 at. offictal ‘exchange. rates)

Years. ‘National-  Domgstic ;gSav1ng
Bracket Country Covered- Wt Income Saving ;}Income- . MéansAL
Per Capita Per Capita Ratio Un: T
- (3) Mﬁzﬁt_ed_

U.5. 1952-59. 1340 1962 7 202.4 10. 3}
Canada 52.59 127  1337.1 15645 11,7,
New- Zealand 53.59° 15  1078.7 183.8 17.0° -
I hustralia’ 52-58 "-65~ 1019. 5 187.8 18,47\ 14,2 10..9:
Luxemburg. 52=58: - 2" ~9U2 7 187 O' ilng,r
France '53..59 306, 890:,7 10934 12.3 |
U.K. 53-59 360 855.5 856 9.9
Belgiun 52=59° 63 831t L 9L.6 11407 -
Denmark 52-58. 31 787.7 . 119, 3 15,2
Netherlands “52=-59. 87! 582 8 '122.9 2.1} o
I1 Austria 52-59 56 50,9 83.7 18:6.7) 14.8 - 16.9:
Ireldnd . . 5359 20 116.7 . 45,2 10.8 ;|
Trinidad 52-59 "6 3561 29.8 8.k
‘South Africa 52559 97 308,k 57,0 18,4
Maltd, Siedy 2 3073 59.4 1943
Panama 52-58 6 303.2 -1,0 «0.3:
- .Costa Rica 5359 7 269,0 3542 13:1. .
IIT ‘Spatn. ° Sh-s57: 116  255.8 28.7 11,2 | x2:2 21.2°
Jamaica 5359 1L 247.6 23.b 9.5
Greece 52-59. 56 233.4 18,2 7.8°
Japan 52-59 629 2882 56ul 24,7 |
Mauritius 5228 3 22573 40.,9 8.1y
Colbmbia - 53-59.° 91 2128 23.5 11,1
Chile 525590 b9 209.2 X7 0.8
V. Portigal 53-59-  62. 182.3; 15,7 8,61 10,20 1.0
Honduras- 52257 10 168.4 15,9 1905, ‘
Brazil, 52-58 355, 16 18,4 12.8¢
Ecuador 52=59" 30 SN 15.4: "10.8.f
Philippines.  .52-59, 6u4 “134.9.5: L ~zisq
RhodésSia -~ 5459 .45 126.9° 2le7- 19%5.
‘Béru- 52-58" 66 .109.8 1.3 1 »
v Chind . ST " 9.5 9.1
(Taiwan) - 52=59 65 94,5 9.9 10:5,)
South Korea (5359 15k, 83. 7 ;jéﬁﬁ- .66
‘Belgian ,Congo- 52-593, T 12:0:. . 16.7.]
ST S, e T SaTTRE T TeveToRed RAORGE T

developed Countrie’s," p. 164
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Charlés Wolf, Jr,, Savings and the Méasuremert of “"Self-Hélp" in.
Develo ing: Countnes (Santa Monlca, California: .The Rarnd Cérporation,

1963
The, piarpose:of Wolf's study is to develop quantitative indicators of

self<help perfomance with regard to gross.govermmént and gross.private
domestmc sAiingssin ander-developed countries: He.tests a:seties of .
Holbiple SErSéionnbdels yhich express savings: as a‘function of
seyeril; indidaters of séciomcégnonic structure: .GNR, per.capita GNP,
urbanizition and:volume, of .trade., -.Vé'lume. ofA'tz_'ade' is. included on the:
assumption‘that-higher trade volumes may:lead to Targer revenues: from;
trade taxes '_a‘_.'p'd';.:'tfﬁii.'s._,;.l,a'.'rgé‘i‘i'-'g'ov_e”niment savings. U.N, national .'accqﬁq#;
'détaj.fo‘r"_ 1955-60"{supplementéd by data from A.I,D. regional data books)
are .the principal source -of" 'datds: -Time--series are expresSed in constant
terms, and: median..valuesfor-each time jse«i;ie%-uéed"i_n the regression
analyses,

The. régression-éduations which best explainvaridtions’in
'p.é,ur;t:iqSé overall. savings levels-are’ihé:linéar dnd - the.logarithmic
'gro'éé" 'sav'ing‘s ' ,mddei S-:

Linzar gro.,s sa.vings mod 34 countries
5= 000, 1(P ) 4. 016, (Q)-+: 1161 (U ) +f.ou7 (1) =:d56

(.00001), (3055) (026 (,010) (34:1)
where Y:1s'GNP; P45 popilatton; @ 'is total: exports. plus importsy ahd'
{1 45 "irban ‘inéone; (1h citiss-Gver 20,000), Staridard brrors are!in”

paféntheses, ‘and. astericks denoté coefficients which are significant
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at:a 20%:1evel .for-a two-tailed test. . K (the proportion.of Anter-
gountry variations explained.by the:equation) is .9712.

;LOgarithmic* gross savings. ino'de]...: : 34 ..éouht-rj:e's
Log, 3= +015.1og ‘S2° +.334¥ ‘log (W) + ".120% log AU)) +..408%-20g’ (Y) .55

7
93y '(.180), (2614) (221)

~where the .gymbols have the same mearing as in the previdus equation’y

R 18,9296,

Regr‘ess;oh,.e.stiiﬁéi:és for these equations for -régional, sub; groups:
aré also presented in-the-study, as are all-cqunury and regional-gstimates:
i‘-.o‘_x"_se,veral alternative savings modéls. - However, a characteristic of.
all the .models is that-their overall explanatorv vaiue (the.proportionof:
inter-country variations.in- savings, which' are.explatned by all:the:
explanatory variables taken together) 1is, bettéer than.dre .théir estimates’
of the relation between saving's- and each individual.wvéiriable. ", The.probable-
‘reason.tor tmis,explained by Wolfs. is.that various:ones of “the:explanatory.
variables (for instance. per capita inoome ana-urpanizavioen). are: too-
closely-interrelated for estimdtes of their individual.importance: t& be:
significant.”

The’ Table on the Followirly page ‘Compares actual’savings for,

3 gt it e acuation 414641 o8 the T1hcar and logattthnts

giosi savisigs nodsls. pidsented abovel 1. It can'b sagn that substantial,
and- Gonsistent, country deviations from edudtion. values only:occur. fof -
aifew countries,  Wolf conéludes; that only for these toiintries’are the
regression iesults:likely :to. be' useful objective indicators of good or

bad savihgs performance:
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‘Table &

COMPARISON . OF - ACTUAL AND PREDIC’I'ED SAVINGS LINEAR :AND. LOGARITHMIC. _SAVINGS. MODELS-
"ALL-POUNTRIES" REG‘IESSIONS (UN/AID ‘DATA)

( in mllions of. 1960 Vs’ dollars)

). @ (S, D). (B
: Sanngs PredJ.cted Savings ‘Prediicted TLogdrithmic
Actual Savings . _ P
by Linear Linear Savings by Logarithm:.c Savings
_Countries’ _ ,..'(1955'60 median) Sa ‘ (A-B).-.S - M ~ 1
1. Latin America . ' .
Argentina 1 696 35 :1 l+71 16: 225, 19* 1,050.30 - 646. 05
Brazil 60’; 855). . ,ggg 23 3;4- ;é* 1,]’.__55.%8 _igz gg#
Chile - 32¢ : - . 2.6 =164,
Colombia 643,70 400.34 253.36%- 368.72 274,99
Costa’‘Rica 55 62 31.76. 23.86 41.:38 1’4 24
Ecuador. . 100328 73.81 26.47 79:7€ 20552
Honduras 383 27 20, L3 17.84" 33.19 50. 80_.
Mexico _,550 80 1,588. 40. =37.60: 1,312;20 233,60
Panama’ 20.56 33.95 213,39 U625 339
Peru 382.27 256.35 125.92" 255,01 127..26#
2. Asia _ S
~ Bumma. 193.15% 121,37 72.12 146,07 4742
Ceylon 118,64 J123.200 456 156.38 =37.74
India 3,188.00 '_3,193 43  =5.43 23843.0 344.90.
Korea 70,49 :19 51 -126 02*. -v:_L_6:_8_;.._86 - =98.37*
Palootan 225 e ek Beoh o
S o . - ".- - O
Philippines. 267527 b4, 35 L7430 "395.05 -127.768%
Taiwan . = 139.82 175.09 158.03 18.21
Tha_iland 300, 5) 235 1+2~ 65.09 250,23 50,28

“9€~



Tableihizcoﬁéinned)-

A (A) 7 Sav1né§)Predicted_ Lineag %av1ngs Sav1ngskagedicted Logagilhmic
o ) Actual*Savings ";z_'by Linedg* - Re51dual (A—B) By Logarithmic - Sav1ngs_
= Countries ; — (1955-60 median) --Savings Model S -Savings Model - (42 .Re -

3. Qgpgndencies

Algeria  :0 ¥51,17° 410.79. 259.62% 398:60"
Barbados® .- _ L9979 C=5.15 L5420 129433
British Guiana Y U AT RN L 2LaL
Corigd (Leopoldville) 180.07 178.85' 122, 232.59
Cyprus’ | ~40;95 25228 .15.66 BT
Janiaica 101.63- " 8943 12:20. 90746,
Malta - 2Ly91. 13633 ~.18.58" 17,35,
‘Mauritius 26312 27, 718.85. 21,01 ~
Nigeria-- 230,35 200,43 29,92 224 563 3
ePpg;-to,Rlco_ , A5k69° 143360 11509, 198,01 '
Rhodesia~Nyasaland - 299.05 190.02. 109,04 231:68
l_L_"o' - Oﬂ{ers . . . .
Greece 320.37: 38779 ~67.41 336.96° <16. 59'
‘Israel 277.56 344,36, 566,807 256,82 2074,
‘Portugal - 260.23 316.15 =55+92 333.90 -73.67
Sudan- -87.54 "63v43 U2ha: “81.,2L, ~6.31
-Note. T

An a"terisk 1nd1cates that the re51dual 1s 51gn1fioant -in-the ; sense that 1t 1s more or less than would be
<oovered -the'” ‘standard. error of the regression estimats)’ ' For the linear regre551on, the standard,error was
$ll9 million.n I the logarithmic case, “the: standard ‘érror-has‘a different meaning. Jt: represents the average
dev1ation fromathe regre551on of the, proportion. actual savings/estimated -savings;. nignificance of the
rresidnal does: not depend on’the absolute anount:of the re51dual, but_ onythe.- -ratio begween a. country s’ actual
‘and . e_fimated sav1ngs.A The antilog of the log standard error. for modeli(#) '"all countries," was 1. b75, which
:implies that ‘Toria re51dual ‘o bemore. on’ less than would be covered by -one: standard~error, the” rdatio of

,actual to estimated sav1ngs must be: above 1, h75 or, below 678 respectively.

Source:

Table.9 in Charles Wolf, Jr., Savings’and the llessurement .of "S¢] Countries;: pp 4041
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