m Institute for Studies in Industrial Development

An institution of Indian Council of Social Science Research (Ministry of Education)
Policy Research to Foster India’s Industrial Transformation

272

WORKING PAPER

Financial Liberalization and Saving in India:
An Empirical Analysis

Santosh Kumar Das

November 2023



ISID Working Paper

Financial Liberalization and Saving in India:
An Empirical Analysis

Santosh Kumar Das

m Institute for Studies in Industrial Development

An institution of Indian Council of Social Science Research (Ministry of Education)

4 Vasant Kunj Institutional Area, New Delhi — 110 070
Phone: +91 11 2689 1111 | E-mail: info@isid.org.in | Website: https://isid.org.in

November 2023



ISID Working Papers are meant to disseminate the tentative results and findings obtained
from the ongoing research activities at the Institute and to attract comments and
suggestions which may kindly be addressed to the author.

© Santosh Kumar Das, 2023



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 derequlating 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.]
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The Institute for Studies in Industrial Development (ISID) is a public-funded,
non-profit, autonomous institution dedicated to conducting policy research, advocacy,
capacity-building, and outreach activities to foster the industrial transformation of
India.

Registered on October 7, 1986, under the Indian Societies Registration Act 1860, ISID in
1988, became one of the institutions that are supported by the Indian Council of Social
Science Research (ICSSR), (Government of India), through grants-in-aid. Since 2006,
the Institute operates from its own well-appointed campus located in the Vasant Kunj
Institutional Area in South Delhi.

The research themes and key projects are classified under following broad thematic
areas:

Industrial Structure, Performance, and Polices

Corporate Governance and Industrial Financing

Leveraging MSMEs and Start-ups for Industrial Transformation
Globalization, FDI, and Trade

Technology, Innovation and Industry 4.0

Green Industrialization Strategy

Employment and Labour Markets

Spatial Dimensions of Industrial Development and Industrial Infrastructure
Sectoral Studies on Competitiveness of Indian Manufacturing
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ISID is recognized as a Scientific and Industrial Research Organization (SIRO) by the
Government of India. Itis also listed on DARPAN portal of NITI Aayog (India’s Planning
Agency) as a recognized think-tank. It is also a member of the Asia-Pacific Research
Network on Trade (ARTNet) and the South Asia Network on SDGs (SANS) of the United
Nations Economic and Social Commission for Asia and the Pacific (UNESCAP). ISID’s
Databases and e-resources are accessed by the academic community across the
country through the Information and Library Network (INFLIBNET) Centre of the
University Grant Commission (UGC).

m Institute for Studies in Industrial Development

An institution of Indian Council of Social Science Research (Ministry of Educaton)

4 Vasant Kunj Institutional Area, New Delhi - 110070, India
Phone: +91 11 2689 1111 | E-mail: info@isid.org.in | Website: https://isid.org.in






