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Financial Liberalization and Saving in India:  

An Empirical Analysis 

Santosh Kumar Das * 

[Abstract: The paper empirically examines the key element of the financial liberalization thesis advocated by 

McKinnion (1973) and Shaw (1973). McKinnion and Shaw argued that financial repression in the form of 

interest rate ceiling or keeping interest rate artificially low results in inadequate saving mobilisation, which is 

critical for investment and, economic growth. By deregulating interest rate, higher rates of saving can be 

mobilised, thereby suggesting that the rate of interest is positively related to savings. Different saving 

functions – aggregate, household and household financial saving have been estimated to examine whether 

there can be a role of interest rate as an instrument of saving mobilisation in India. Using the Autoregressive 

Distribution Lag (ARDL) model for the period, from 1970 to 2022, the study found that higher rates of interest 

do not lead to higher rates of saving in India. Per capita income growth and financial intermediation are found 

to be the main drivers of savings in India.] 

Keywords: Financial liberalization, Interest rate, savings, Macroeconomic Policies in India. 

  

 
*  Assistant Professor, Institute for Studies in Industrial Development, New Delhi, India. 

For the complete working paper, please contact the author at santosh@isid.org.in  

mailto:santosh@isid.org.in
mailto:santosh@isid.org.in


 

 

24 

List of ISID Working Papers  

271 Pre-mature Servicification of Consumption Demand and India’s Service-led Growth, 

Satyaki Roy, October 2023 

270 Manufacturing-led Transformation for Realizing India’s Development Aspirations in 

the Context of a Fractured Trading System: Challenges, Opportunities, and Strategic 

Interventions, Nagesh Kumar, October 2023  

269 Determinants of Energy Intensity: Evidence from India’s Iron and Steel Firms, Anjali 

Tandon, September 2023 

268 Manufacturing Productivity in Indian States: The Role of Infrastructure, 

Agglomeration, and Exports, Mahua Paul & Smruti Ranjan Sahoo, September 2023 

267 FDI, International Trade and Global Value Chains (GVCs): Trends and Patterns in 

India’s GVC Participation, Isha Chawla & Nagesh Kumar, March 2023 

266 R&D behaviour of Indian Firms: A Case of High-tech Manufacturing, K Seenaiah, 

March 2023 

265 Impact of Import Liberalisation on Employment in Manufacturing Industries in India, 

Ramaa Arun Kumar, March 2023 

264 Public Sector Performance in India and the Ongoing Contestation between Efficiency 

and Equity, Satyaki Roy & Santosh Kumar Das, March 2023 

263 Trade, Structural Change, and Productivity Growth in the Indian Manufacturing 

Sector, R Rijesh, February 2023 

262 Adoption of Industry 4.0 Technologies in India’s Start-up Ecosystem, Sanjaya Kumar 

Malik, February 2023 

261 For Whom the Bell Tolls: Inclusive Innovation and Innovation Policy, Suma Athreye & 

Abhijit Sengupta, January 2023 

260 The Complementarity between the Formal and Informal Sub-Sectors of the Indian 

Industry, Mehak Majeed, Saeed Owais Mushtaq, & Zahid Gulzar Rather, January 2023 

259 Competitive Manufacturing as a Driver of India’s next Economic Transformation: 

Opportunities, Potential, and Policies, Nagesh Kumar, December 2022 

258 Vaccine Manufacturing Industry of India: Structure, Size, and Competitiveness, 

Shailender Hooda, December 2022 

257 India’s Unbalanced Industrial Development: Possible Explanations for Inter-State 

Variations, Shiladitya Chatterjee, December 2022 

256 Status and Scope of Industrial Development in Aspirational Districts of India, Surya 

Tewari, November 2022 

255 Growth Slowdown in the Automobile Industry in India: Dwindling Middle Class 

Demand or Changing Consumption Pattern? Satyaki Roy, November 2022 
 

*  Most of the working papers are downloadable from the institute’s website: https://isid.org.in/  

 






