Chepter Four

AN ANALYSIS OF TRENDS OF VARIABLES AND
RELATIONSHIP BETWEEN VARIABLES

1. Introduction 3
It is noticed that there are conslderable varlations

each year in the asset raticsand in the absolute amount of
different assets held by household, Our attempt hereis to
gtudy the general trend that emerges for the whole period l.e,
from 1951=52 to 1984~B5. As we are interested in studying
the impact of expected rate of inflation, We have broken our
enalysis into three periods: (1) When expected rate of ine
flation were low i.e. 3% (2) when the expected rates were
mild {.e. between 4=7% and (3) when expected rates were high
i.e. greater than 8%. .

We have algo analysed few simple relationshipsbetween
different variebles., First we shall conslder the endogen-ous
variables of the model.

- Trends in bndogen-.ous Variablegz

a) Trends in Household Saving in Liquid Asset Ratio:
TABLE 3 4.2 .1

HOUSEHOLD SAVING AND ITS RATIO IN LIWUID ASSET
1851252 = 1984w

(70-=71 = 100) (Fk.Croreg)

Years Saving in Liguid Liquid Asset
Agget Katio
1 2 3
195152 - 253,9 - 1,548

Contdeses
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1 2 3
1952-53 - 50.7 - 0.296
5354 b 04241
5455 2091 14123
55-56 473 .7 2 463
5657 175.8 0.867
57-58 185.5 0.934
58-59 2243 1.041
59-60 391 .2 14793
60-61 3043 1.308
61-62 526 .4 1361
62-63 431.8 1.785
6364 69543 2,755
64-65 448 .7 1.631
65-66 5604 2.154
6667 363.0 1.373
67-68 36843 1.27
6869 375.9 1,267
69-70 628.8 2.007
70-71 7097 2,447
71-72 771 41 2,303
72-73 1078.9 3,243

ContQeces
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TABLE 4,2,1 3 Contd,

1 2 3
197374 935.0 2670
Th=75 388.5 14107
75-76 7614 1,964
76=77 1504.0 3,886
77-78 893.8 2.889
78=79 1397 .5 3.934
79-80 1224.7 3.566
80-81 1309,8 3.550
81-82 - ghh 5 2.353
82-83 1331 .8 34362
83-84 1603.5 3.666
84-85 1639.7 3.667

Source: (1) Disposable Ingome : C.5.0., Department of Statige

ticg, Ministyy of Planning, G,0.I, 'National
Accounts Statistics Jamuery 1986 in "Appendix

he1, Macro Economlc Aggregates and population .
1950=51 = 1984=85" .
(2) Data for Saving are from various issues of

Regerve Bank of India "Bullet-in", They are

a) Bullet-in March 4967: "Financial Flows in
the Indian Lconomy 1951-52 to 62-63".

b) Sullet.in July 1969, "Financial Flows in the
Indian Economy 1561=62 to 1965-66",
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¢) Bullet~in August 1975, "Flow of Punds in
Indian Economy 1966=67 - 71=-72".

d) Bullet-in March 1980, "Flow of Bundsin
Indian Economy 1970=71 = 1976=T77".

e) From 1977-78 onwards Reserve Bank of India,
"Report on Currency and Finence? various
issuen. Statistical Statements dealings with
(1) Saving of household gector in the form of
financial assets. (2) Financisl Flow : Instru-
ment wise,

Looking at column 2 i.e. household paving in liquid
asset at oonstent prices, we notice thet there are considerable
variations each year, yet the frend is that of an increasing
one, In the initial years it was negative, then it remained
tor nearly 14 years from 1955~56 t0 1968-69 in the range of
R¢300 = 400 crores. It increased to R.1000 - 1200 crores on
an average in the next 16 years from 1969=70 = 1984«~85, Thus
household saving in liquid assets in absolute amount has been
increasing. This is expected in an economy which is especi
ally developing end where monetisation is increasing. 1In
the period before 1968-69, the everage annuai growth in this
asset amount has been 49%, while in the latter period the
average annual growth is 20%. This higher growth rate in the
earlier period’could be due to greater degree of monetisation
in the earlier period and lack of other assets with monetisg.
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tion. The average amount of liquid assets held before 1969
70 15 Rs4292 .94 crores, while in the post 1969-70 period it is
R+1063.91 crores. This implies en dncrease of 263.18% in
this asset amount,

ve find gimilar fluctuations in the household saving
ratio in liquid asset series (column 3). The highest per-
centage increase is in the year 1954=55 over 1953=54 followed
by 1953=54 over 1952~53. The lowest percentage increase is
in 1968;69, when the ratio was constant as compared to the
earlier year. For the initial years upto 1956, this ratio
has been increasing at a tremendous rate, ‘But then this
trend ig reversed and after this inspite of government actie
vely participating in development of the economy, bank
nationalisation, rural development gchemes, holding of large
buffer stocks of food grains by the govermment, this ratio
has never increzsed by three digit# as witnessed during
early 1950's., This 1s partly because we started with a very
small bage rather a negative ratio in the initial yeara.’ Une-
11l 1956-57 there is a tremendous increase in this ratio
every year, theregfter there ils & steady inoreage till 1959
60, After 1959-60 this ratio 1s fluctuating till 196869, from
1969 to 1973 these ratios have increased steadily while from
1973=-T4 they have been unstable and again fyom 1977-78 onwards
they have been falrly steady moving in the range of 3=3,5%.
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The ddistinctive features emerging are : the average |
1iquid asset ratio held before 1969-70 is 1.19 while that
after 1969+70 is 3.15. Thus the percentage increase in thés
asset ratio has been 163.93. The aversge annuel increase in
this asset ratio before 1969~-70 is 23.65, while that after
196970 i8 5,16, This fall in the gnnual growth rate indi-
catesthat (1) different assegs are now available (2) the
inflationary conditions are existing and (3) there is greater
degree of concentration of wealth and income.

We notice that this ratio was very small to start
with but has consistently increased in proportion and in the
last few years from 1976-77 onwards forms on an average about
3.43% of disposeble income. %his is natural for as an ecoe
nomy grows households are going to put increasing smount of
income in deposits and with monetisation demend for transace
tion balances will increase.

vwe generally notlce that the amount of liquid assets
held by household increases whenever there are gharp and
moderate increases in disposable income, but when the dispos-
able income hes fallen this asset amount held does not fall,
which may lead to the hypothesis of sticky l&quid essed demand
which are probably irreversible i.e, thelr demand does not
f£all with lncome falling, though rises when income risges.
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TABLE 4.2,2
EXPECTED RATE OF INFLATION AND LIQUID ASSET RATIO

Yeayr ' Expected, Saving in Remarks
Prices(P¥) Liquid asset
‘ Ratio ( $ua) ‘
1 2 3 4
1951=52 = 58-59 186 0.599 Period I
5060 = 65«66 4464 14825 Period II
6667 = 69=70 8452 14475 Period III
7071 = T72=T73 5.46 2,562 Period IV
73-Th = T7-78 11.18 2,503 Period V
78~79 ~ 79-80 5,50 3,750 - Period VI

79=80 « 84«85 973 3¢319 Period VII

Source: Look up Table 4,2,%

Period I is when expected rate of inflation is low
but varying a great deal, while perilod II hes medium expece
ted rate of inflation, Pewtod III has steady and high rate,
period IV has steady and medium expected rate of inflation
period V has steady and high rates of expected inflation,
period VI has steady and medium expected rate; of infletion
and period VII gteady and high rate of inflation,

This breek up is done not only with the intention of
studying the effect of expected rate of infiation, but also
to examine how the same rate has affected gifferently/similarly
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the ratio at diffevent times and so there is & comparison of
period VI with IV and period VII with III,

It is cleay from the above teble that apart from the
years 195960 = 65466 (which coincided with the 2nd and 3rd
5 year plan) whenever expected rate of inflation has gone up
households have reduced this asset ratie. For the years
1959«60 = 65«66 with an in&rease in expected rate of infla-
tion, there has been a rise In thig asset ratio. There
could be many reagons for 1t like the rate of inflation was
Row and steady. Secondly monetisation on account of vigdrous
implementation of hold gchemesg increased at a much faster
rate, Probably at this time household had the expectetion
that inflation rate would not rise end so currency was &
convenient means of holding saving. Further India faced
political turmoil on account of two wars (1) Chinesge aggrese
sion and (2) Indo-Pakistan war, which would have made these
agsets further more convenient to have in the portfolio. Also
there were not many alternative asgsets available to householdg.
In the latter periods a rise in the expected rate of inflation
led invariably to a fall in this asset ratio e.g. during 1966-
67 « 69-70, when the expected rate of inflation increased from
446 1o B.5% this asset ratio fell from 1.82 to 1.47% again
when this rate fell in 1970-71 - 72-73 its ratio increased to
2.5« With a rise in the rste of inflation during 1973=74 =
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1977=78, there is a fall in this asset ratlo though this
megnitude hes not fallen by a substantial amount; this is
probably because of the existence‘ot black money operating
in the economy. Again when rates increased during 1980-81

- 1984~85 this retio fell probably because 0f govermment
drive against black money and also due to diversion of funds
into other agsets especdally time deposits.

When we compare how households react to the same rate
of infletion at different time periods, we notice that during
1970=71 = 72«73 and 197879 « 7980 the expected rate wag the
same 1l.e, 5.5% and before both these perlods a higher rate
existed, On comparing the asget ratio we find that in both
cages the asset ratio increased: in the first instence (1.e,
1970=T71 « 72=73) it increased by 73.69% with the absolute fall
in the expected rate of inflation of 3%, while in the gzecond
instance (i.e. 1978=79 =~ 79-80) it increased by 50¥% when the
fell in the expected rate of inflation is 5.6%. Ths the
responsivenesgs of this ésset ratio to expected rate of inflae
tion is higher in the 1st period then in the 2nd pericd; this
is probably because the pozitive effects of monetisation have
made hougeholds used to the convenilence of holding money.
They now prefer to have the eage of holding these assets
rather than earn some interest rate on other assets which

yleld less convenlence. It is the sign of an economy pro-
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gressing, where money has started being importent and ls held
primarily for the services It yields. Also the increase in
the ratio of black money would have helped in keeping this
assget ratio from falling.

Similarly wherx we compare the subperiods III and VI
(1.6, 196667 = 6970 and 1980-81 ~ 84=85) when expected rate
of infletion has increased. In period III with increase in
expected rate of inflation of 3.9%, this asset retio has
fallen by 19..2%, while in period VII, ¢he expected rate of
inflation increased by 4.2% end this asset ratio fell by
11.49%. The relative” 1less impact of inflation in the later
period on this asset suggests that due to availability of
other financisl agset, household In the later period are holde
ing these liquid agsets that are strictly required by them
and not much in excess.

Both these gubeperiod analysis sugéest the geme that
in the latter period household have got used to money asset
and therefore the responsiveness of increasing/reducing liquid
agset ratlo to iInflation is less.

b) Irends in Household Saving in Jlliquid Asset ¢

TABLE L.2.3
HOUSEHOLD SA!ING AND Igg RATIO IN ILLIQUID ASSET
At _70-71 Priceg(Rs,Crores)
Years Saving in Illiquid Illiquid Asset
Asget Ratdo
1951-52 92 .9 0,566

Contde, .
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IABLE 5.2,3 2 Contde,

1 2 3

1952=53 1713 0,998
53=54 148,5 0.811
5455 301.8 1,620
55m56 302 .5 1,572
56-57 310.6 | 1.532
57-58 33546 1.689
58=59 424,2 1.956
59«60 36543 1.673
60-61 . 458 ,1 14969
6162 52642 2.194
| 6263 527.3 2.179
63=64 477.8 1.893
64-65 611.2 2.222
65=66 652.3 24507
6667 661 .5 24501
67-68 6203 24141
68-69 800.4 2.699
69-70 801.4 2.557
7074 10817 3.271
T1=72 1206.8 3.604
7273 132341 3.977

Contd. e
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TABLE 4,2,3 3 Contd,

1 2 3
1973=Th 1281 .4 3,650
Th=TS 12873 3.668
7576 2216.9 5,716
7€=77 2627.7 6,768
T7=78 2687 47 54499
78=79 3115.0 6.045
79-80 286446 54920
80=81 3113.9 5.824
81-82 2888.5 5239
82~83 3351.0 5943
83-84 348443 5.608
84~85 3806 .5 5.947

Scurce: Look up Table 4.2.1

Ve £ind a great deal of varilation every year in this
asset amount and its ratlo to disposable income, yet there 1is
&2 conslistent increase in the amount saved in these assets and
its proportion held. From mere R.92 crores it increased to
Bs«300 crores in 1955 and thereafter till 1963464 the amount
saved in these assets ranged between R.300 - 400 crores. From
1964-65 onwards till 1967-88 it was in the range of &.600
crores, then fxom 1969-1975 it was in the range of R.1000 =
1200 crores and from 1975 onwards it was in the range of
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B.2900 « 3100 crores. <ZThe highest growth in the asset emount
hes occurred during 1954-55, followed by increase in 1952-53
and in 1975-76. Probebly this high increase in as late as
197576 i3 due to repatriation of savings from Indians resi-
ding abroad, ennouncement of compulsory deposit scheme by
the government, Greater percentage increases have occurred
in the years 1958«-59, 60=61, 64=65, 68«69 and 7071,

when we see the individual component series we find
thet there is meximum growth in time deposits followed by
provident fund and then life Insurance fund.the greatest
increases in the growth rate. have occurred when time deposits
have jumped up substantially_this holds for the years 6465,
68=69 and 70=71, while increases in 195859 were on account
of both time deposits and life insurance fund and in 6061
due to life insurance fund end provident fund,

We find that before 68«69 the average household savings
in these assets were 1n the reange of RK.400 - 450 crores, while
in the post 1969 period the averasge savings in these assets
were Rs.2000 = 2300 crores. <he 1liquid asset amount was slie
ghtly lower than illiquid asset in the 1st 14 years,but its
smount as compared to illiquid asset increased much 1e§§'2h;e2§:ter
which is expected in en economy where finencial intermediation
ratio 1s increasing. The average annual growth in the years
before 1968.69 heg been 33,40% while in the post 68-69 period
it has been 22,00%, So that average growth rates have fellen
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as in liquid asset case in the post 1969 period, Tg§o§g§rage

seving in these assets before 1969-70 wag R.432.49/ while
after 1969-70 it was &.2321a3§Z§;§§;1ng a ?ﬁﬁgﬁnﬁﬁge increasse
of 436,74 which is substantially higher than/liquid assets

Looking to column 3, we find thet the retio which
was meagre at 0.5 has risen to 1.6 by end of 1959«60 to 2.1
by the year 196869 and further increased to 3.5 till 1974
75;after this there is a sherp increase 1o 5.5«6,0% in the
post 1976 period., Thus its proportion in disposablngggme
been consistently increasging, yhen we look at the yearly
variations we find that there is no consistent patternof
growths We notice thet after reaching‘the peek level of
6.7 in 1976=77, this ratio has fellen and risen but never
reached the 1976=77 level, This fall in the post 1977-78
period is likely to be due to reduction,en account of come
pulsory depcosit scheme repaymenta and due to better returns
on alternative essets especially convertible depentures,
deposits with non financiel intermediaries end company deposits,
which have become popular;snd finally the fall in repatriation
of money from Indian reaidentsgbroad. ~

The averege ratio held before 4969«70 was 1.817
while in the post 1969=70 period it was 4.95 implying an
increase of 173.48/which is higher than liquid asset ratio.
The averasge annual growth rate before 1969=70 was 20,93 while

in the post 69=70 period it was 8.28,
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TABLE 4424
EXPECTED_RATE OF INFLATION AND ILLIQUID ASSET RATIO

Years Expected Saving in Remarks
Inflation Ildiquid 7~
Agsget Ratio

=1 ———— p T T

1951=52 = 58-59 1.86° 14336 Period I
5060 « 65«66 4,64 2,090 Period IIX
6667 = 6970 8452 2,467 Period III
7071 = 7273 5.46 34613 Period IV
73-74 ~ 77-78 11.18 5,066 Period V
7879 « 7980 5450 5.982 Period VI
80-81 - 84«85 9433 54712 Period ¥II

Source : Look up Table 4.2.1

Unlike liquild assets that are affected by expected
rate of inflation we find that 1lliquid asset ratio hag ' been
consistently moving up from 1.3 to 2.0 to 2,5 to 3.6 to 5,0 '
and then to 6.0, later it reduced to 5.7. Only in the period
198081 = B4«85, there is a fall in this ratio and this is
partly because :of availabillty of other assets which yield
better returns. The fall in this ratio is particularly
prominent in 1980-81 when there was a gharp increase in the
disposable income and yet this asset ratio did not incresase

correspondingly.
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Ag expected rate of inflation had no consistent
effect on this asget ratio, we studlied whether inflation had
secondary effects i.e. on its rate of growth 1.é.(A(51vAﬁm) )
We notice that with increase in the rate of expecfed inflge
tion the rate at vhich these asset ratlos increase:, falls i.e.
when expected inflation has increased from 4.6 to 8.5 the
growth rates in this asset ratio have fallen from 56% to 18%.
~Sim11ar1y‘when it hag Increaged from 5.5 to 9.33 and then
from 5.4 to 11,1 the rates have fallen from 18% to 4.517/and
from 46.4/to 45.9/respectively; when the expected rate of
inflation has fallen from 8,5 to 5.4 the growthrate in this
asset ratio has increased from 18% to 46%, while in period
VI inspite of inflatlon rate falling from 11 to 5% the growth
rate of this asset has not fallenj therefore the effects of
expected rate of Inflation are uncertain when inflation rate
is £alling, | '

@n comparing periods III and VII we notice that in
period III though the ratio has increaged, the growth rate:
in this asset ratio has fallen, while in period VII there is
an absolute fall in the asset ratio so that,looking only to
the secondary effeot,the effect of inflation is higher in
case of 1st sub period. On comparing period IV and VI, we
notice that with a lower expected rate of inflation, the
ratios increase in both the periods, but the effect is strone
ger, both primar§ and secondary, in the earlier period as
compared to the iatter pericd,
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(¢) Trends in Household Saving in Consumer Durabiles

ZABLE L4253
QUSEHO G AND ITS RATI CONSUMER DURABLES
1951252 = 1984-85
{7074 = 100)(%,Croras)
Yaars gggg&cin Consumer Conssgn:xer Dureble
1 2 3
1951=52 219 14335
52w53 220 1.282
53=54 223 14219
5heb5 242 1300
55=56 268 1393
5657 290 1.431
5758 ‘ 340 1.560
58«59 338 1.569
59«60 366 1.677
60«61 399 1715
6162 43 1.722
62-63 463 1.914
63-64 47 14866
6465 539 1.959
65=66 553 2,126
66=~67 626 : 2.368
67«68 676 2333
68«59 755 24546
69«70 820 2.617
70«74 ST7 2,955

cmtdcoc -



24

TABIE 4.2,5 3 Contd.

1 2 3
1971=72 1138 | 3.308
72-73 1183 3556
73-Th 4962 3,404
The'T5 1137 3,240
75-76 1253 34231
76=T7 1478 "3.818
77~78 1644 3.850
78~79 1634 3.618
79-80 1676 3.910
80.81 1843 3.906
8182 : 2068 8.206
82-83 1833 3.642
83-8 2109 3,844
84-85 2220 3.921

Source: C.5,0, National Accounts Statistics (Various Issues)
We f£find that household expenditu¥e on consumer durte
bles at constant prices has been Increasing all through except
in the years 1974~75, 78=70 and 8283 when there is absolute
fall in the expenditugre., Till 1959~.60 expenditure hes been
less then K.A00 crores, while it was less than B.700 cpores
between 1960-61 and 68-69 and it was greater than K.1000 crores
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t111 1980-81 and crossed B,2000 crores after this. Thus this
amount has been continuewsly increasing like the other two
series, but the degree of veriation both as far as maghdtude
and signs are considered is much less., Before 196970, the
average yearly expenditure was ks.409.49 crores, while in the
post 69-70 period the average expenditure wag RB3512.84 which
implies an increase of 269,.,44%,. This increase is less than
111iquid essets but higher than liquid assets, The growth rate
in this asset ls steady unlike the other two assets where
there is & lot of variability every year. The average yearly
ra'ieo.%;’f? %growth in the pre 69.70 perilod was 13.59% while it
was fin the post 69470 period. On comparing " growth rates
of consumer durables with the other two assets i.e. liquid and
1114quid we find that in both these assets the growth rates
have been much higher in both the subperiods, but unlike the
small fall in growth rate in the latter period in consumer
durables, there is & higher fall in the rates in the latter
period in both the assets i.e. illiquid and liquid assets.
This suggests that: there is some diversion of saving from
these two assets to consumer durables and in the latter period
households prefer consumer durables.

When we look at the ratio series we find a similar
trend. There are yearly fluctuations in this series too,

ﬁut the variability is much less as far as the number of years
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is concerned snd the amount, We find a steady increase in
the ratio from 1.2 to 2.0 in 64-65 and then it ranges between
2.3 t11l 1970-71 and between 3 4% from 71-72 - 84-85. For
few years namely 1958-53, 53=54, 63=6L, 67-68, 73-Thy Th-75,
75«76 and 78«79 this ratio has fallen. The averagg[%ggigg
held in this asset from 1951=52 ~ €8+69 is 1.739 while in
the postii69.70 period the average ratio was 3.570; thus the
increage in the growth rate has been 105.30%, which is lower
then liquid and illiquld asset ratio growth rates. The
average yearly growth raté from 51=52 -« 68«69 works out to
be 5.039% while in the post 69.70 period it was 3.114%. Here °
sgein these rates are much lower than other two assets’ average
yearly growth rate, but like the other two assets there is
a fall in growth rate in this asset too. Thus we find thet
an incréasing amount of disposable incoke is being diverted
towards expenditure on consumer durables and that the rate by
which it is increasing is falling marginally.
TABLE 4,2.6
EXPECTED RATE OF INFLATION AND CONSUMER DURABLE RATIO

Years Expected Saving in Remarks
Inflation Consumer
( P%) Durables
1 2 3 ' 4
1951=52 « 58«59 1.862 1379 Period I
53«60 = 6566 4 642 14853 Period 11

Contdeese
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TABLE 4,2.6 3 Contd.

1 2 3 4
1966=67 ~ 69=70 8,525 | 2.458 Period III
T0-T74 = 72«73 5,466 3,299 Period IV
73Tl = T7=78 11,180 3500 Period V
78«79 = 79=80 5450 3,766 Period VI

80=81 - 8485 9,33 309011- Period VIX

Source: See Table 4.2,5

Over the entire .period we f£ind thet seving ratio
in consumer durables has been consistently increasing from
1.3 to 244 to 3.5 t0 3.9, thus we dont expect rising/falling
inflation to have a consistent effect on this ratio, Theree
fore we looked for the secondary effect i.e. on the growth
rates of this asset ratio. We find that as the expected
rate of inflation goes up, though this ratio is increasing,
it has incressed by a smalley rate e,g. when expected rate
of inflation has increased from 4.6 to 8,5%, the growth rate
in this asset retio hag fallen from 34,3 to 32.6. Similarly
when expected rate of inflation has increased from 5.4 to
1142% the growth rate has fallen from 34,2 to 6,09, 1In the
years 8081 - 84«85, waen P® hes increased from 5.5 to §.33,
the growth rate hag fallen from 7.6 to 3.6, On the other
hand when expected rate of inflation has fallen first from
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8.5 t0 5.4 and then from 11.2 to 5.5 in subperiods T¥ end
VI, we £ind thet the growth rete. in this esset ratio hes
increased fxom 32.6 to 34.2% and from 6.05 to 7,6% respec-
tively. Thus we can conclude from above that though expece
ted rate of inflation might not have direct effect on this
asset ratio, bu@Zﬁgs a negative effect on the growth rates
of this asset ratlo, l.e, with expected rate of inflation
increasing, the growth rate in this asset ratlo is reduced
and vice versa, but the ratio keeps on rising. Another
thing noticed 18 that growth ratesin this asset ratio are
much lower in the latter period and they are falling, On
doing subperiod analysis we notice that the responsiveness
of higher expected rate of inflatlon is stronger in the
latter period and that of lower rete is slightly syronger in

the former periocd,

d) Trends in Household Saving in Direct Investment:

TABLE 4.2 o
HOUSEHOLD SAVING AND ITS RATIO N DIRECT INVESTMENT
1951=52 = 1284-35
At 70-71 Prices (B.Crores)
Years ' Saving in Direct Direet Investment
Investment Ratio
1 2 3
195152 256 .8 14566
52"53 29 I\1 0.169

Contd....
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< TABLE 43207 4 COQ'td.

1 2 3
1953-54 8.8 0,048
54u55 129,0 0,693
5556 34941 1.815
5657 30643 1,511
57-58 | 149,.5 0.752
58-59 123.8 0.574
59-60 1612 0,738
6064 43347 1,864
61-62 268 .6 1.120
62-63 2734 14130
63-64 401 45 14591
64-65 22,2 0807
65-66 1925 0740
 66-67 19949 04756
67-68 201.3 0,694
68-69 20647 | 0.697
69.70 7641 . 0.2
70=71 261 41 0.789
71-72 16742 0,489
7273 23947 04720
73Tk 178.8 0,510

Contd. YY)
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ABLE 4,2,7 3 Contdy

1 2 3
1974=75 120.2 0342
75=76 176.7 0.455
76=77 90,2 0.233
77=78 450,3 1.054
78=T79 59342 14313
79=-80 Th2 1,731
80-81 67047 1.421
81-82 1294 .8 2,632
82-83 919.8 1.828
83-84 1242.8 24265
84-85 1752 «1 3.093

Source: Look up Table 4.2.1

We notice from the above table that there is a lot
of varlation in saving in these assets every year, increasing
gharply in certain years and falling in others. A part of
thege varilations are statistical in nature, arising malnly
from non comparability of data over time and better coverage.
The aversge asset amount held till 1959~60 is in the range of
Bs+150 = 200 croresg, then till 1968-69 leaving the exceptional
year 1963-64 the average holding 4is in the range of B5.200 =
250 crores, theresfter till 1977 this amount has flucltuated

4
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AN

every year and the average holding has come down t0 K.150 =
200 crores. From 77=-78 onwards the avdrege holding 13 B.800 -
850 crores. In the pre 69«70 9eri$d the aversge holding wes
E.218 crores, while in the post 1969-70 period the aversge
holding was f.560,8 crores implying an increase of 157%, which
is very low as compured to the other assets’growth rate; this
could be because the returns are not very high and the capitsl
market 1s still not developed. The average annual rate of
growth over the period 1951«52 = 68«69 is =1.,08 and that frog
69-70 - B84~85 1s 43.97.

When W& look at the different components we find that
investment In government securlties 1s consistently negative
t111 1976-77, while small savings have been usually pesitive
and increasing over time, their share in direct investment is
increaging. Similarly we find that loans and advances have
been consistently increasing and so 18 its share in direct
investment. +he lagt of its components is gheares and debene
tures, Household saving in this is not following any consise
tent pattern, though the sbsgolute amount has increased over
time. Its share in direct investment continuesto be meagre,

when we look at column 3, dealing with this asset
ratio, we find that this ratio was high to sbhart with and it
has fallen t1ll 1954-55. In 1955-56 it increased, subsequene
tly it has continued to fall and has marginally increased in
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1960=61 over the 1955=56 leveljthereafter this ratic has been
riaing end falling but ranging between 5 -~ 8 t1ll 1976=77;
only from 77-78 onwerds there is a substantiel increase and it
has been throughout greater than 1%. In 1981-82 for the

first time it increased above 1 .86, the level reached in

6&61 Bafore 1969-70 the average asset ratio was 974 while

in the post 60470 period it was 1.666, thus a % increase of
19.71 The average annual growth rate before 1969-70 was
3,08 and that after 1969-70 was 73.63%.

TABLE 442
EXPECTED RATE OF INFLATION AND DIRECT INVESTMENT RATIO

Years Expected Saving in -« Remarks

Epices Direct Ine
(et vestment
o A Ratio( Sy )
1 2 3 b
1951=52 = 58=59 1,862 0.887  Period I
59«60 « 65«66 4L.642 14144 Period II
66=67 = 69«70 8.525 0.596 Period III
70=71 = T2=73 54466 0.669 Period IV
73=Th - 77-76 11.180 0.518 Period V
76=79 = T9=80 5450 1.523 Pericd VI
80-81 = 84-85 9.33 24297 Period VII

Sources Look up Table 4.2.1
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We notice that when inflatlion rate is increasing
the proportion is falling except for period II and Period VI
Duringl§66=67 =A69=70 whenxexpected inflation rate has incree
aged from 4.6 to 8.5, this rat16 has fallen from 1.14 to
0.59. Further when inflation rate has fallen from 8.5 to
5.4 this ratio has marginally gone up from 0.59 to 0.66.when
the inflation rate has increased in period V from 5.4 to
11.18, the ratio has fallen from 0,66 to 0.51. Again in
period VI when expected rate of inflation has fallen the
ratio has inbreaéed._ Except for the period VII, with expec~
ted rate of inflation increasing this ratio is increasing
and meinly the increases are on account of its component
loans and advances to companies. Thus when P® hes incressed
from 4,6 to 8.5 and from 5.5 to 9.3, in the first instance the
“ratio has fellen, while in the 2nd it has increased, so that
there is no consistent effect of increase.: in P® on this
agset ratio, On the other hend when P® hes fallen from 8.5
to 5.4 and from 11.1 to 5.5,in both ceses the ratio haalincren
ased and the Increase 1s greater in the latter period,

When we lbok at secondary effectsy we notice that
during the years 80-81 - 84«85 when the expected rate of ine
flation has increased this esset ratio has increased but with
a lesser amount, mo that ¥e can tentatively say on the baaia

of thls analysis that probably the two are negatively related.
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€) Trends_in Household Seving in Physicel Asseis:

IABLE 54,2,9
HOUSEHOLD SAVING AND ITS RATIO IN PHYSICAL ASSETS
1951=52_ = 1984-8%5
At 7074 Prices(Rs.Crore
Years Seving in Physical Physical Aggets

' Assets Ratic

1 2 3
1951=52 | 81346 4.963
52-53 56149 3,276
5854 64643 3.535
555 o1 2 .181
55=56 8778 4,564
56=57 118246 5.836
57-58 75643 3,817
5859 416.6 1,934
5960 810.8 3.745
60-61 791.8 3,404
61262 49941 2,081
62.63 81844 3.383
6364 612 .7 2,428
64-65 886.3 3.222
65«66 1122.4 Lo313
66=67 2127.6 8.048

67«68 1897 .5 6.550

Contdeeses
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TABLE 4,2 t Contd

1 2 3
1968=69 1818.8 ‘ 64134
69-70 2569.6 8,201
7071 2168,0 . 64557
74=72 2361.4  7.052
72=73 173747 , 5.223
75~Th 2459 45 7.024
TL=T75 . 2472,2 7,045
7576 2311.0 54959
T6=T7 2688041 7 50
77-78  3089.8 74237
78-79 38569 _ 8.541
79~80 3142 .3 74331
80-81 3465 .8 74345
81-82 3080.8 6.265
82-83 248741 | 4oh2
83-84 3318.4 : 6.048
84-85 3357 .2 54926

Source: National Acoounts Statistics, C.S.0.

The absolute seving series show that physicel saving . \
in the form of machinery and equipment,residential dwelling
and gtocks has been increasing over time though there are a
lot of fluctuations evemy year. The averege saving in thege
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t111 1959-60 has been B, 718.22 crores and fromi{60=-61 » 69-70
R,1313.9 crores and in the post 70-71 perfod it has been
Be2812.5 crores.  The highest increase in physlcal assetshas
been in the years 1955-~56, 50-60 and 66-67. The average
holding before 6970 was R.946,85 crores and after 69470 was
k.2800,12 crores implying a growth rate in this asset of
195,73, The yearly awérage rate of growth in the pre 69«70
period was 6:86while in the post 69470 period was 1.91. Like
other asgsets here too there is a fall in the growth rate in
the latter period; comparing with other assets we find that
its growth rete in the post 69«70 over pre 69«70 period has
been iess then liquid esset consumer durable and illiquéd asset
but more than direct investment asset.

When we look at the ratio series we find thet it hes
been in the range of 3-4% of disposable income before 59-60,
while during BO'BZ;thgzn L4e5%. In the post 1969=70 era it
was G«7% and thus on an average the share has increased which
" generally with development should fall. This increage in
the shere is also due to government policy to promote small
scele and handicrafts industries; such unorganiged and small
firmgs are generally 1ﬁcluded in our household definition,
These households will generelly be investing in machinery
and equipment and therefore a rise in its retio under these

circumstances should not be taken as a reflection of low
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financial development. The average saving ratlo in these
agsets beforelj6o-70 wes 4,071 and afterj69=-70 was 6,374 ime
plying an incresse of 56.57%. The everage yearly rate of
growth in the prelj69.70 period was 1.880 and «0,19 in the post
[369-70 period,
Thus we notice that physical saving continues to

have & high shere in disgposable income and this is parti.
cularly so fromy73-74 onwardg. Iny78«~79 it reached a mexie.
pum of 8,541, After that the ratio hes been falling continue
ously till B4=85.

TABLE 4.2.10
EXPECTED RATE OF INFLATION AND PHYSICAL ASSETS RATIO

Years Expected Saving Ratlio in

Inflation Physical Asset
( pe ) ( Sea
1951=52 = 58=59 1.862 34763
59=60 = 65=66 4,642 3.221
66-67 = 69=70 84525 7233
70=71 = T2=73 5.466 64277
7574 = T7=T8 11,180 6.941
=T = 79«80 5.50 7 <931
8081 = 82«83 9.33 6.105

Source 3 Lock &t Teble 4.2,9
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we notice that this ratio has fallen during 59«60 =
65-66; then there is a sharp increasse during 66-67 - 69-70,
agein a fall in 70-71 = 72«73 and a rise till 79-80 after
which 1t has again fellen. On exemining its relationship
with p® , there is no clear relationship.-Ww notice that
when expected inflation rate is increasing from 4.6 to 8.5
the ratio too has incressed. Similarly when it hes increased
from 5.46 to 11.18 the ratio has increased, but in the last
sub-period, when it has increased from 5.5 to 9.3 this ratio
has fallen. Agein when P¥ hes . fallen from 8.5 to 5.4 the
ratio has fallen, but has increased when P* hes - fallen
from 11.1 to 5.5 Thus we notice inconsistency in the effect
6f expected prices on this asset ratio, This could partly be
becauge of the different behaviour of _thl chmssgxf;ita. which
nullify its effects.
TABLE 442411
COMPONENTS OF PHYSICAL ASSETS OF HOUSEHOLD AND THEIR

RATIOS AT CURRENT PRICES (k.Crores)

Years Construc~ Machinery Stocks Construc~ Machinery Stock

tion & tionRsatlo & Ratio
Equipment Equipment
Ratio .
1 2 3 4 5 6 7
1951=52 446 164 - 3 7359 27,06 = 0.4
52«53 365 138 24 68.99 26.08 4,5

Contdesse
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1 3 4 5 6 7
1953=54 345 157 63 60.95 27,73 11413
54=55 376 133 - 2 74416 26423 - 0.3
55«56 364 284 50 52,07 40,62 T4
56m57 541 280 61 61.26 371 649
57=58 426 332 - i 59,44 46,30 = 5.7
5859 507 . 272 - 96 The23 39.82 14,0
59«50 592 171 151 64462 18,66 16,48
60-61 560 215 130 61.87 23,75 144,36,
6162 607 189 - 17 76435 23,77 = 2413
6263 536 15 421 49,95 38,67 11.27
6364 480 458 u7 48,68 46,45  4.76
6465 637 608 - 23 52.12 49,75 - 1,88
65-66 860 818 -172 57435 53499 =11.35
66-67 1338 752 475 52.14 29,30 18,51
67«68 1740 793 33 67480 30490  1.28
68-89 1901 - 840 =125 72 466 32411 = 4,77
69-70 2054 1197 303 5777 33.67 8.52
70-71 2308 o2 250 65492 26,90  7.14
T1=72 2464 1278 468 55433 32,67 11.96
T72-73 2137 17 - 35 60471 40,25 « 0,99
7374 2163 1796 950 b .05 36457 19.34

ContdOQDOO
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TABLE L,2,11 : Contd,

1 2 3 4 '5 6 7
1974-75 3113 2a;1 = 638 50+51 39.12 10.35
75~76 1160 1657 716 63,66 25.35 10.95
76=77 4572 2511 760 58.27 32,00  9.68
77-78 5281 2489 840  61.32 28.90  9.75
78-79 5025 4243 1728 45,60 38,57 15.71
7980 4581 4783 1820 40.95 42,76 16.27
80-81 5647 5199 2697 41,69 38438 19491
81-82 6054 5985 2265 42,32 41.83 15.83
8283 7348 4029 2341 53455 29436 17.06
83-84 8269 5915 3718 46,18  33.03 20,76

Source 3 Central Statistical Organisation:
1) National Accounts Statistics, February, 1983, fAppene
dix A.2 "Domestic Capitel Formation by Detalled Items®
at current prices.
2) National Accounts Statistics, Januery 1985 & January
1986 .

The above figures are at current prices becsuse the
break up of physical agsets 1s available only ek current prices,
The ratios of the components are to gross saving in physical
asgets held by households, All thege flgures are in gross terms,
where ag the physical assets in Table - Z?gaganet domestic
capital formation,
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The ebsolute series of construction indicates that
the amount saved by households in construction haes incressed
consistently from k.446 crores to i.,8269 crores over the
years 1951=52 =~ 83«B4. This implies an anmual growth of
53+15%« Generally saving in construction has 1ncreaseé every
year except for few years 1ike 1952-53, 53m5k,y 55=564 57=68,
60-61, 6263, 63=b4, 70.71,172.75. 79-80. In all these years
the absolute amount has fallen, During 196263 and 71=72 we
feced two wars and probably the faell in * .° , 62«63, 63=64,
M=72, 72=73 can be attributed to this. ’ »

we notice that this amount has been fairly constant
t111 55«56, moving closely in the range of 350375 corers. In.
1956-57 there ls a high jump to K.541 crores. From 195657
to 65-66 there are fluctuations, but the amount 1is steadily
moving fﬁm§?ﬂ range of B.500«600 crores, except in the year
1965-66/ it reached &,869 crores, From 66-67, this asset
apount 1s steadlly increasing at higher pace till 1970-71.
From 1971=-72 1t has been falling t1ll 73-74, and aftexr 7475
it has plcked up and has continued to increase in almost all

the years. The average holding in this asset by the households
t1ill 195960 is Rs.440 croves, from 60e61 « 69«70 it is Re1072.2

crores and in the post 70-71 period it is R.4799.5 crores.

The average gross domestic capitel formation originate

ing from the housgehold sector during the period 1951=52 « 5060
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was B.678 crores, while that between 1960=61 « 69.70 was

B.1779 crores. In the post 1970-71 period it was R.9046
crores. This implies an increase of 162% (in the average
saving of households in physical assets) in the 2nd decade as
compared to 1st decade. The saving has increaged by 408 (4%

in the 3rd'decade (1970-71 onwards) as compared to 2nd decade
(1960=61). The seme trend is noticed in cese of construction
where average saving during the period 1960~61 - 69-70, has
increased over 1950=52 - 59«50 by 143%. It has increased
during the 3rd decade (1970-71 onwards) over the 2nd decade
(1960=61 » 69=70) by 347%. In both ceses substantial incresses
have taken place in the post 1570=-71 period. In the pre 1970
71 perlod the growth rates in grogs domestic capital formatiom
-and in construction are not very divergent, where as it has
widened in case of post 1970.71 period. This indicates that
emong the physical assets,saving in construction in the latter
perlod is not, ag preferred an asset as other components of
physical agsets. Ve also find the same belng indicated, by
the share of construction falling consistently in the post 1978w
79 period.

When we look at the ratic series we notice that cone
struction had e major share in gross domestic capital forma=
tion (GDOF). It was approximately 75% initlally, then it
fluctuated but remained fairly high t1l11 1961-62., From
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1962-63 onwards it fell, but again increased after 1968-69,
when the ratio was very close to 1951-52 level, The general
tendency in the ratlio series is that of a declining one, The
decade wise analysis reveals that the average ratio from 1950=
51 « 1950-60 waz 65.42%, then 1t became 59.6% during 196162 =
1960470, and in the post 1970-71 period it was 52,1%.

Saving in the form of Machinery and Equipment has ine
creased from R.164 crores to fs.5915 crores. This implies ane
nual % incwease of 106.26 over the entire period, On the
other hand construction has increased by only 53%, which is
helf the increase that 1s witnessed in case of Machinery &
eguipment.,

There 1s pratically no growth in this asset component
till 1954«55, From 1955-56 to 61«62 there is & steady increage
but of a very low orderj 1955-56 has been the cut off point
from no growth to some positive growth. From 1962~63 onwards
€111 1971-72 the amount saved in this hag increased and the
increage is falrly steady, while from 1972-73 onwards the amounts
held in thls asset are pa{ticularly high and the growth rates
are higher too. Thls increase is en indicator,that emongst the
household gector an increasing proportion of household are gain
fully self employed and engaged in small manufacture, It also
indicates the- Agriculturist, households'preference for mechani-
cal equipment in agricultural operations in the post Green

Revolution period, The average holding in these assets from
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195152 - 59-60 1g Rse 214 crores, it is ke 710.4 crores during
106051 = 69«70 and ks, 3189 crores in the post 1970-71 pcriod,
The average amount held in thils asget in all the;s periods is
less than that corresponding to construction in each of the
' period. The major increase has taken place in the post 1970-
71 period. V

The average saving during the period 1960-61 - 69«70
has Increaged over 1951=52 = 59«60 by 231%. It has 1ﬁcreazed
during the 3rd decade over the 2nd decade by 349%. The above .
indicates that in the pre 1970-71 period the growth rate in
this asset has been more than it has been either in céonstruce
tion or in gross saving in physical asgets. The growth rate
in the post 1970=-71 period has been the same in both construce
tion and maechinery and equipment.

The average saving held In machinery and equipment as
a proportion of gross saving in physicel assets t1ll 1950«60
weg 31.5, then it rose to 36.1 during the period 1960-61 =
69~70 and in the post 1970-71 perdod it was34.6. Thus the
highest ratic in this component was in the 2nd periéd ..
in the 4960's, After 1960 the retios have fallen like that
in construction. But unlike ccnstrucfion where the ratlos
have consigtently fellen over the whole time span, here they
have risen and then fallen, This indicates that during the
1970's and after that there was not enough inducement for
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savings to take the form of machinery snd equipment, inspite
of govermment glving lincentives to small scale induatries.

Ve now turn to asset component changes 1In stockse.
Ve started with a negative figure of =3 and it reached f5.3718
crores in 1983-84 which implies an annual growth of 480% over
the entire period (here 1951-52 is deleted), which is the
highest reached smong all its components. The seriee on change
in stocks lIndicates that until as late as 1972«73 there have
been negative ammmmixir changes in stocks by households, #fhex
After 1972-73 there is a steady increase of high order in
stocks figures. The average holding in this asset t1ill 1950=
60 was R.23 crores, while between 1960-61 « 69«70 it was R.70.6
crores and from 197C-71 onwards it was E.1368.28 crores. Thus
the average seving in this agset has been conslstently increage
ing and the great increese has taken place in the post 1970-71
period, Though the average holding in thils asset 1s small Come
pared to other components viz construction and machinery and
equipment, yet the tremendous growth in the post 1970-71 period
over 1960-61 ~ 68«69 period clearly indicates households’ pre-
ference for this asset¥% This lncrease clearly indicates that

manufacturers or farmers, and traders are holding excesshve

e

* Inspite of government procurement of food grains and take
over vf wholsgale trading in wheat, it is surprising that
stocks have increased at such & rate,
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gtock on eccount of the following ¢ (1) there is a fear of a
shortage of raw material;this results in excessive holding of
inventory so that the production process is not affected (2)
Due to the expectation of prices rising, the manufacturer may
hold excessive stocks to (a) reduce their future cost (b) to
resell it at a higher price and make some gailn and the farmer
and trader may hold excesslve stocks to make speculative galns
in the expectation that prices of stock of goods that they
hold will rise.

The average growth rate in the 2nd decade over the
first is 206.95 while in the 3rd period over the second period
is of 1854%,., Machinery and equipment has increased at a
higher rate in the first period but in the decade after 1970w
71, the increases are tremendous In stock.

The ratio serles indicates that the saving ratio in
this asset was very low to start with and 1t has varied a great
deal till 1958-59;thercafter it has generally increased steadily
t111 1972-73., After 1972-73 it is increasing rapidly and reache
ed high levels in the post 1978-79 period. The average ratio
held before 195S-60 was 2.84, that between 1960-61 « £9-70 was
4.2 and from 1970-71 onwards was 13.08. This indicates ag in
case of other two components that maxlmum increase haw. taken

place in the post 1970-71 period and here unlike construction’
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{where average ratios have consistently fallen) and mechinery
and equipment (where they have first risen and then fallen),
this ratio is con$inuously rising, We notice that from the
point of view of the effects of components of physical agsets
on growth, the most importani component machinery and equip-
ment has fallen, construction too has fallen, while stocks
which are not as growth promoting as the other two assé’cs havé
increagedystock 1s only a lubricant to easén thfa growth pro=
cess, its share is continuosly increasing. Therefore though
physical assets are increaging but because stocks are increase
ing in proportion, therefore its effects on growth are not very

encouraging and in some case might retard growth.

IABLE 4.2.92

EXPLCTED RATE OF INFLATION AND COMPONENTS OF PHYSICAL
ASSETS RATIO

(At Current Prices)

Years Expected Congtruc~ Machinery Stocks
Rate of tion &
Inflation bquipment
1 2 3 4 5
1951=52 « 58=59 1.862 65,58 33419 1.14
59=60 = 65«66 4,642 58470 36 .43 511
66=67 = 69=T70 8.525 62.59 31.49 5488
T0xT1 = 72-73 5.466 60,65 33.27 6,03
73=7h = 77=78 114180 5556 32,38 12,01
78=T79 = 79-80 5.50 43,32 40,66 15499

80.81 = B384 9.33 45,93 35465 18439
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Source : See Table 4,2.11

From the above table we see that when expected rate
of inflation has increased from 1.8 to 4.6, the construction
ratic has fallen. On the second occa;sion, when this rate \
has again risen from 4.6 to 8.5, this ratio has increased,
Similarly when expected rate of inflatlion has rigen twice
once from 5.4 to 11.1 and from 5.5 to 9.3, this ratio has
fallen once and has increased the other time., Thus no defie
nite results can be drawn of a rise in expected fate of ine
flationjon the other hand a fall in the expected rate of ine
flation invarisbly has led to a fall in construction ratio.
On comparing period IV (197071 = 72-73) ond VI (78-79 = 79-
80) when the rates of infletion are same(5.5)and these have
been preceded by higher inflation rate we find that in both
the periods the ratlo has fellen., In 1970-71 - 72-73’with 8
fall in inflation rate of (8+5 = 5.4) 3.1% the ratio has fallen
by (625 = 60,6) = 1.9, while in 78«79 = 79-80 with a fall in
inflation rate of (11.1=5.5) 5.6% %he ratio has fallen by(55.5
- 43,3) l.e. 12,2, the fall in the asset ratio is far more
than in the earlier period, This indicates that expected
rate of Inflation had greatér effect inthe latter period, Now
an comparing period III (66w67 - 69~70) and period VII (80=81 e
83-84) when expected rate of inflation hag risen, the ratio.
in construction too has increased. In the first instance when
P® has risen by (8,5 = 4.6) 3.9% the construction ratio has ine
creased by (62.5 = 58.7) 3.8. In period VII when P® has risen
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bY (9e3 = 5.,5) = 3.8 the construction ratio hes increased by
(45.9 = 43,3)m 2,6; thus the response of construction ratio
to inflation has decreassed in the latter periocd, Thus what
can be probably concluded from this is that when expected
prices are likely to rise, then this ratio too is likely to
rise and when it is expected to fall this ratio too is likely
40 fall, Therefore the two fend to be positively related,

In case of Mechinery and equipment we sece that as
expected rate of inflation increased from 1.8 to 4.6, this
ratio too lIncreased., But for the later periods we notice
that as expected rate of inflatlon fallg this ratioc increases
and when this rate rises the ratio falls. So that except for
the 1st period, all the other period analysis indicates a
negative relationship between the two.

On comparing period 11l with VII we notice that with
a rise in inflation rate from 4.6 to 8.5, this ratio has fallen
from 36.4 to 31.4, in period I1I. In period VII with a rise in
expected rate of inflation from 5,5 to 9.3 the ratlo has fellen
from 40,6 to 35.6; thus the responsiveness i1s almost the same
in both the periods, Wwhen we compare period IV wlth VI, when
inflation rate has fallen from 8.5 to 5.4 and XZMM from 11.1
t0o 5.5, the ratio in the first instance has increased from
3144 to 33.2 end in the 2nd instence from 32.3 to 40.6)thus
the responsiveness in this case has increased in the latterx

perlod. Therefore on the basis of the above analysis it cen
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be saild that whenever exXpected rate of infletion is going to
fall, this ratio is 1likely to rise and its impact is likely
to be greater.

When we study the stock ratlios, weé notice thet these
have been rising all through from 1.14 to 18.39 and therefore
the primary effect of expected rate of inflation iz not notice-
able. Looking to the secondary effect l.e. on the growth rate
of stock ratio we notice that when expected rate of inflation
has increased from 4,6 to 8.5 the growt§ rate has fellen. When
expected rate of inflation has fallen from 8.5 to 5.4, the
growth rate has fallen and latter when it has risen, the growth
rate in this ratio too has increased., Therefore there is no
clear evidence of secondary effect also,

vhen we compare period III with VIiIi. we notice that -
as expected rate of inflation has increased, the ratics growth
rate has fallen. In period IV and VI when expected rate of
inflatlon has fallen, the growth rate hes fallen, so that here
too there are no consistent secondary effects, One thing is
noticeable that in the year when P® reached its meximum the
growth rate in thls asset ratlo also reached a maximum of 99,17
(excluding the exceptional growth rate in 4959-60 - 65-66)
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£) Irendg in Negative Saving (borrowing of the household) 3

TABLE 4.2 +13
HOUSEHOLD SAVING AND ITS RATIO IN THE FORM OF BORROWING
1951m52 = 84-85
(At _70~71 Prices)(fs.Crores)
Years . Negative Saving Negative Saving ’
‘ Ratio
—a 2 2
1951-52 10043 04611
52-53 e 87 0.056
53«54 L 11547 04632
5455 10144 04544
5556 . 262.8 14366
56=57 15342 0,756
5758 7446 0.375
. 5859 137.9 0.640
59=60 191.7 0.878
60-61 54743 2,353
61=62 230.2 0,960
62-63 382.9 1.562
6364 41046 14627
64-65 33243 1.208
65-66 31649 14218
66-67 37747 1.428
67-68 ~ 358,45 ' 14237

Contd.. .
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TABLE 4424 $ Contd

1 ‘ 2 3
196869 586 .4 14977
69-70 €8540 2,186
70-71 56543 1,709
71=72 492 ,8 1481
72-73 55343 : 1.663
T3=Th 440,3 14257
Th=T75 2208 T 04629
75-76 Thts 2 \ 1.919
76=77 1044 .8 2.699
77-78 859.9 2,014
78~79 131344 2.908
79-80 153448 , 34581
80-81 121943 2.563
81-82 142447 2.898
82-83 113343 2,252
83-84 1706 b 34110
8485 1727 ol 34050

Source : See Table 4.2.4
The absolute amount series at constant prices has
increased from K.100.3 crores to K.1494.4 crores over the

entire- spen. But this increase has not been consistent. We

L
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generally notice that for two consecuitive years this amount
increages and in the third year it falls. On comparing agrie
culture production peak and trough years, with these borrowing
amounts we notice that before nationslisation of benks i.e,
before 1969, in the years there was low production in agricule
ture thisg: negetive saving has fallen., This wouldlindicate
that farm households’ borrowing from these institutions had
fallen when theiy ability to repay fell « In the pogt 1969
period borrowing amount has increased when sgriculiural pro=
duction has fallen indicating in some form the rellef measures
thet are given by the government through the banks. Furthery
in the post 1969 period finenclal institution lending to non
farm hougehold inc¢reased; therefore there is no systematic
relationghip between these two,

Before 1968«69 the average amount of household borrowe
ing wes 15.250.60 crores, while it was %.979.1 crores in the
post 659-70 period. The percentege increase has been 277.0
which 1s substantlial and more than 11qu14[§§§§3$2} durable,
physicel asset, Direct Investment and only less than illiquid
asget. This increase is probebly attributable to increase in
bank offices in rural areas and increase in the role of banks
in financing agriculture and smell proprietorship firms. The
average annual growth rate before 69«70 was 26,92 vhile in
the post 69=70 period it was 9¢5%1.
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When we look at the ratio serles we notice that t1ll
59-60 the ratic is in the range 0f0.4 =0,7 except for the
year 55«56, From 1961 onwards 111 1969 it hes been in the
range of 1.4 « 1.6 and after 70-71 it hes been in the range
of 2,0 ~ 2.3, S0 thet in each decade this retio has been
consistently increasing. In the period before 69«70 the
average ratio was 1.08, while in the~bost 19668-69 period it
was 2,23, the percentage increase being 106,48, The averege
annual growth rate before 684690 was 12.42% while in the post .
6070 period it was 2.&7%

TABLE 42,14
EXPLCTED RATE CF INFLATION AND BORROWING OF HOUSEHOLD

Years Expected Rate of Borrowing Period

Inflation Ratio
1 2 3 4
1951+52 = 58=59 1.862 | 04606 I
59=60 = 6566 4,642 1,403 11
6667 = 6970 84525 1.701 111
70-71 = 72-73 54466 14613 v
13=Th - T7=78 11.180° 14698 v
78~79 « 79-80 5450 3.2U6 Vi
80=81 = 82-83 9433 24601 VII

Source : Look up Table 4,2,.1
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we see from the above table that ez the expccted rate
of inflation has increased from 1,862 to 4.642 to B.525 this
ratio too has increased from .65067 to 1.4037 to 1.701; when it
has fallen from 8,525 to 5.466 this ratio too has fallen from
1.701 to 1.613 and sgain when it has risen to 11.18 this ratio
has increased by a marginal amount. So that before 78«79 perilod
we notice a postive relationship between the two, while &kn the
post 78-79 this relationship is reversed, Wwhen we compare
period III with VII when expected rate of inflation has incre«
ased we find that this ratlo hes behaved differently in the
two periods. In case of the former 1§ has increaged while in
the latter it has fellen., Similarly the behsviour is different
when we compere when expected rate of infletion has fallen i.e,
period IV and VI respectively.

Locking to the smecondary effects we notice that egain
expected prices do not have a definite effect on the growth
rates of this asset ratio;when expected price- has risen in
period II1 and IV there is e fell in growth rates and when
P® have fallen in period IV and VI,in one perlod this ratio
has fallen and in the other it has increased, Nothing definiite

can therefore be sald ebout the secondery effect also.

g) Trends in Hougehold Saving:
TABLE 4,2,15
HOUSKHOLD SAVING AND ITS RATIO 195152 « 1984.85
At _70=71 Priceg (Bs.Crores)

Years Household Hougehold Saving
' Saving Ratio
1 2 =
1951=52 1028422 6.2715

Contess
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TABLE 42
1 2 3

195253 922,87 5« 3Th6
5350 955,04 542256
Sb=55 1486 467 6.3745
5556 2008.36 10,4424
56m57 2112.15 10,4242
57=-58 1664435 843779
5859 1386.07 644367
59w60 19G2 .87 8.7187
6061 1839 .67 7.9094
6162 1803416 7 5201
62-63 2131.04 848090
6364 2247 .74 8.9080
6465 237521 846346
65=66 2763 Lk 1046234
€6=67 3600428 13.6188
67=68 . 3405.00 11.7534
68~69 3370450 11.3678
69470 4210,88 13,4403
70-71 4632,20" 14,0104
7172 5151 469 1543770
72=73 500914 15,0570
73=74 5606 ,52 16.0121
The'75 5184 46 14,7744

ContQaee
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TABLE 4,2.15 3 Contd,

1 2 3

1975-76 5974 .80 15,5079
76=T7 7535427 19 4671
77-78 7905.84 18,5184
78-79 9287 .2 20,567
79-80 811449 18.877
8081 9183.9 19 483
8282 8751.3 174797
82-83 87894 47465
83-84 10051 .6 18 321
8l-85 110488 19,505

Source : Refer to Teble 4.2.13 442,55 4.2.9

The above series has been consistently increasing
except for few years when there is a fall., Before 1960,
there is 8 lot of varistion in household. saving. After
1960 though there is s variation each year the amount by
which it varies is comparetively reduced, The sharp incre
ases have taken place in the years 1954=55, 55«56, 59«60, 62~
63, 65«66, 66=67, 69«70, 76«77 and 78«79, The absolute housee
hold saving has fallen in the years 1957=58, 58=~59, 6061
61«62, 6768, 68«69, 72=73, T4=75, 79«80, B1-82,

In the 18t decade ending in 59-60 the average housee
hold saving was R+1462.55 crores, while in the 2nd decade
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croxres
ending in 1969~70 the average saving was K.2614.72/and in the

3rd decade it reached to the level of m.?iiifiggz, Thus in each
decade there is substantial increase in the total saving of
the household. In the first decade the growth rate im saving
was 85.06% while in the 2nd decade it Wwes 128,89% and in the
3rd decade it was 138.,52%. Thus maximum increases have taken
place in the post 4970 perlod. This increase is reflection of
increases in the finenclel super structure of the economy pere
éicularly the nationalisation of banks,the spread of banking
habits in the rural areas; and of repatriation of funds by
Indiens working abroad.

The average saving in the pre 69-70 period is %.2032.09
crores and in the post 69=70C period R.7277.36 crores implying
an increase of 256.90%. The component assets that have incre-
ased at a faster rate then this (seving) are illiquid asset,
congumeyr durable, net borrowing of households, and liquid assets
while direct investment and physical assets have increased at
slouegsgggg;of these the highest growth rate has heen in illi-
quid/and loweat in direct investment.

The average annual growth rate in household saving
before 69470 was 12.65 and in the post 69-70 period it was
10.,144 Thua there is e small fell in the growth rate, This
fall in the growth rete should not be viewed negatively esw
pecially as the baae has Increased compared to the earlier

year, Thus the role of financial intermediaries especially

¢
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the banks cannot be undermined in increesing the household
Baving.

The ratio series indicates thet till 1954-55, the
ratio moved in the range of 5.6%, then it jumped to 10.4% in
55«56 and remained at that level even in 56«57. After that ‘
there was a fall in this ratio to 8.3/and it continued to be
in the range Sf 7.49% from 57«58 to 64=-65, In 65-66 it once
again reached 10,6% and therecafter it has constantly'been
between 10-13%. Between 1970-71 = 197576 it steadily incre=
ased to 15-16%. In 1976~77 2 big Jump occurred and them till
1980~81 the ratlc moved between Z;g:ZQ%LFrem 1981=82 this ratio
has again fallen to 17%, but hagrisen ln the last year.

; The lncrease in saving ratio from 15-16% to 59—20% hes
cocurred in the post 1976-77 to 78«79 period, This incresse is
attributable to governﬁegt incentives in different sqving aséets
the form of tax rebateg; then accumulatlion of saving in the
form of compulsory deposit schemes,repasériation of funds from
abreoad and finally the general improvement in the economy.

_The average seving ratio in the 1st decade was 7.51% |
ps2e, while in the 2nd decade it was 9.89/p.8. and in the 3rd
decade 1757%. T@ué the saving ratio has consistently increased
over the tiﬁe, the abgolute increase being highest in.the 3rd

decade,
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The average saving ratio in the pre 1969-70 period
was 8.70 while in the post 69«70 period it was 17.12 implying
an increase of 96,88%, The aversge annual growth rete before
69-70 was 4.51% and after 69«70 was 2.82%. On comparing the
components’ growth rate we find that liguid asset ratio, illie
quld asset ratio and consumer durables have increesed bt greas
ter rate than seving ratio growth rate in both periods, while
physical asset ratio has increased at a lower pace in both
periods;net borrowing ratio has increased by greater amount
only in the period before 69-70, while direct investmenj has
increased by greater rate only in the post 1969«70 period, The
highest increases have occurred in illiquid asset ratio while
the lowest are in direct investment,

On comparing the different assets’amnual growth rates
in the pre 1969«70 period we find that the highest increasesg
have taken place in liquid assets followed by 1lliquid assets,
then borrowing, consumer durables,physical assets and direct
investment respectively, Wwhile in the post 1969-70 period,
meximum average enmual growth rate has been iqdirect investment
followed by 1lliquid asset, liquid asset, consumer durables,
borrowing and then physical assets. Thus from the above it may
be concluded that in the latter period direct investment share
in housgehold saving 1s increasing. Although almost all the
asset annual growth rates have fallen in the post 69-70 period,
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yet there is a marginal fall in consumer durables and meximum
fall in liquid assets.

Considering various ratios’averege annual growth rates
and post 196970 growth over pre 1969«70 period the following
gelient feautresg emerge:

1) The imporient component ratios in the letter subperiod
(69-70 onwards) are physical asgets, illiquid assets, consumer
durables and liquid assets.

2) The anmual average growth rate has been highest in
direct invegtment followed by illiquid asset, liquid agset and
consumer durables in the post 69-70 period,

%) The higher percentage increase in the post 69«70 period
over the pre 69-70 period hes been in illiquid assets, borrove
ing and consumer durebles.

From these 1t suggests thats

a) In future the assets thet are likely to have sizeable
effect are illiquid assets and consumer durebles., Thelr ghare
in total household seving is high and so are their percentoge
increages in post 1969~70 period over pre 1969«70 period,

" b) Physicel assets becsuse of its sheer ratio is Iikely
to be still important, but because of lower growth rate in post
69~70 period over pre 1969~70 period and due to negative annual
growth rate in the post 69«70 period its importence is likely
to fall.,

¢) The borrowing growth rate is high in the post 1969-70
perlod over pre 1969-70 period, but its average annual gro&th
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rate is low in the post 1969-70 period. Becausge its ratio
continues to be low, 1ts impact is not likely to be great,

4) Liquid asset share in household saving 1s fairly high
and its annual growth rate is also high, though 1t has consgle
dersbly fallen., This component is likely to have considerable
effect but less than 1lliquid assetsin the future,

e) Direct investment because of its very low ratio in
household saving, will not have great impact inspite of having
very high growth rate.

IABLE 4,2,16
EXPLCTED RATE OF INFLATION AND SAVING RATIOS

Years Expected Rate Household Period
of Inflation Seving Ratio

1 2 3 h

1951=52 = 58—59 1.862 7 «361 I
50«60 = 65-66 L.642 8,72 IT
66=67 « 69=70 B.525 12 B4 II1
7071 = T2=T73 5.466 14,81 v
73=7h4 = Tl=78 11.180 16.75 v
78«79 = 79-80 6.50 19.73 Vi
80-81 « 8485 94330 18,50 Vi1

Source : Look up Table 4.2,15
From the above table it is clear that the saving
retio has consistently increased from 7.36 to 8.7 to 12.5 to
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14,8 to 1647 o 19.7. Only for the last pericd 1980-81 - 84~85
this ratio has fallen to 18.5.

then we study the subperiod analysis no definite cone
clusion c¢an be drawn on the secondary effect of inflation as
with increeses in the rate of inflation from 4.6 to 8.5 in per-
iod III, the growth rate in saving ratio has increased from
48.47 to 43.8 while with increese in expected rate of inflation
in period VII from 5.5 to 9.3 the growth rate of saving ratio
has fallen from 1797 to «6.23%.

Similarly vhen expected rate of inflation has decrege
gsed from 8.5 to 5.4 and from 11.1 to 5.5 in period IV and VI
then the growth rate in saving ratio,in the first instance has
fallen from 43.8 to 18.1, while in the 2nd case has increased
from 13.09 to 17.79. |

From this analysis it can be tentatively derived that
before 72.73 with an increage in the expected rate of inflae-
tion the growth rate iIn saving ratio increases and with a fall
it falls, so that they are positively related, while in the
post 72-73 period with an increase in inflation rate there isg
fall in growth rate of saving ratio and with a fall in the €Xem
pected rate of inflation there is a rise in the growth rate in
saving ratloy so that they are negatively related. This lends
support to the hypothegis that as inflation is continuing in
the economy, in the latter period the intertemporal substitution
effect is stronger here in India unlikedeveloped conntries where
Real Balanée effect is prominent . |
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h) Irends in Domestic Seving Ratio

TABLE 442,17
DOMESTIC SAVING RATIO

At T0=71 Pricesm.croregz

Years Domestic Saving Ratio
1 2

1951=52 84329
52-53 5.907
53=54 6.704
54=55 8,404
55«56 11.938
56-57 11,770
57-58 9.289
58=59 8,008
5960 106473
6061 11.598
61-62 10,744
62-63 12,177
6364 12.432
64-65 11.896
65«66 14,332
6667 154216
67-68 12,632
68-69 ' 12 .888
69-70 154459
70-71 16,057

Contdase
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TABLE 4,2 s Contd

1 2
1971=T2 17 .066
72=73 15.980
13«74 ' 19.782
Th=75 A 18.407
75=76 20.481
76=T7 23,736
77=78 234312
78=79 26,131
79«80 24,117
80-81 23.755
81-82 24,008
82-83 22.839
83484 ) 22377
84-85 22,238

Source: 1) Figures of Uomestic Saving and Net Domestic Product
( F.c. ), CuS.0., National Accounts Statistics, Jan.,
19864+ Appendix A-1 Macro Economic Lggregates and
Population 1950.51 to 84.85,

2) Figureg for consumer durable-refer to Teble 4.2.5

We notice that domestic saving’ratio has increased
consistently over the years,it being 8.3% to start with., It
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reached 22,24% in 84«85, Over the whole period the percentage
incresse was 166,98%; while household aavingzgggoincreased by
211% which implies that household share in total saving has
been improving. | ratio

The average domestic saving/in the first decade was
8.97, while in the second decade it was 12.93 and in the third
decade it was 21.35. The pattern of growth is the same as that
of household geving. The growth rate in the third decade in
household saving ls greater which indicates that its share in
domestic saving has gone up. The highest domestic saving ratio
is in 1978=79 « it being 26.1%% After this the ratio has been
fluctuating in the range of 22,24%, The sverage ratio before
69-70 was 10,81 and that after 69-70 was 20,98, This implies
a growth rate of 94.,07% in the posgfovgf)psglggGB—GQ period,
The annual percentage increase in the pre 69«70 period was
3.07 end in the post 69«70 period wes 2,74,

When we compare the movements in domestic saving retio
s xRowssokd xsawingxxakka and household saving ratio, we f£ind
similar movements till 1956-57, After that the constant ratio
of 8 - 9% has continued in household seving ti1ll 1964.6%5, The
fall in domestlic saving was short lived till 196162 only. This
implies that corporate saving or government saving increased
at a fagter rete in the perlod 1961-62 = 64«65, A steady growth
in both the ratios is noticed from 1964-65 onwerds. Again from

1975-76 onwards there is steady and high increase. in both
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household and domestic saving. After 1978-79 they have fluce
tuated and there is a fall in the ratios.

1) Trends in Incremental Capital Qutput Ratio 13
TaBLIE 432-18
INCREMENTAL CAPITAL QUTPUT RATIO
At 70-71 Prices

Years Incremental Capital
Output Hatilo,
1 ' 2

1951=52 6.873
5253 2,106
53=54 1344
S5ke55 3.564
55-56 44498
56=57 3.284
57=58 - 7605
58=59 1.501
59-60 74703
60=-61 2,354
61=62 34994
62-63 9.700
63-64 34066
6465 2,146
65=-66 - 2,978
66=67 29.196

Contdeee
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TARLE 4.,2.,18 3 Contd.

1 \ 2
1967-68 2.001
6869 5.817
69~70 : 2.815
70-74 | 34250
T1=T2 12,574
72=73 -11 122
73-7h : 4,508
7475 16 596
75=76 ‘ 2.030
76=77 40,480
77=78 2,292
7879 4,460
79-80 - 4,063
80-81 34216
81-62 L 406
82~83 7811
83-84 2,870
B4-85 g 6.102

Source 3 Refer to table 4.2.17

We started with the ratlo of 6.87 and this ratio cone
tinued to fall till 58«59 except for the year 57.58 when it
was negetive, Thls ratio was 7.70 In 59-60 and it decreased
gharply in the next two years. It rosesharply in 196263 to
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9,70, then fell for the next two consecu-tive years, when in
65«66 1t became negative. In 196667 it rose sharply to 29.19
after that till 70-71 it was moving between 3-4 when agesin in
11»72 it rose sharply to 12.57 ' and became negative in 7273,
Aftor 73«74 there are a lot of wide variationsin these retios
pometimes increasing and otherwise falling till 79-80, It
reached a meximum of 40448 in 76-77. From 80-81 onwards there
are less wide fluctuations and the ratio 1s moving between
4530,

In the 18t decade the average ratio was 2,58, while
in the 2nd decade 1t was 5.80 and in the 3rd decade 1t was
6.36; thus this ratio has been consistently increasing, though
the rate by which it is increasing has fallen. This increase
in incremental cepital output ratio 1s a sign of our economy
moving towards inefficlent utilisation of the scerce factor of
production capital,

Se Trends in Exoren.ous Variables 3

a) Trends in Disposable Income

TABLE 43,1
PERSONAL DISPOSABLE INCOME

(1970-71_ = 100)(Bs.Crores)

Years Disposable Income
7 2
195152 16393

52«53 17150

Contd.u
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J TABLE I&gé:! 3 Contd.

1 2
1953-54 18280
S54=55 18613
55=56 19232
56-57 20261
57-58 49865
58-59 21532
59=60 21824
60-61 23258
61-62 23976
62-63 ' 24190
63-64 25232
6465 | 27506
6566 26011
66-67 26835
67-68 28969
68-69 29648
69-70 31329
70=71 33062
7172 33481
72-73 53267
7374 35013

Contd... .
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TABLE 4.3, ¢ Contds

1 , 2
1974=75 35090
7576 38776
76=T7 38707
77-78 42691
78=79 45157
79«80 43105
80=81 ‘ 45182
8162 49170
82-83 | 50325
83=84 ‘ 54861
8485 56642

Source ¢ C.5.0., National Accounts Stetistics, January 1986,
Appendix A.1 "Macro Economicl aggregates and populae
tion 195051 to 84-B5",

Personal Disposable income at constant prices has been increase-

ing consistently over time except for few years like 57-58,

65=66, T2~73, T6=T7 and 79«80, when the absclute amount in

real terms has gone down though it has increésed at current

prices. Over the whole time span disposable income has incrée-

sed from K.16393 crores to m0566ka£c;0;?iﬁorease of 245,52,

The aversge disposable income in the 1st decade -

HXXBVETEEE was .19238,88 crores, while in the 2nd decade it
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crores
wes K.26655.4 croxes and in the 3rd decede Rs.42435.26/implying

a % increase of 38.54 in the 2nd decade and of 59.,19% in 3rd
decade. Thua increases have been larger in the post 70 period.
The average yearly rate of growth spwexx.of disposable income 1s
7.22 which is very modest for an economy striving to grow
fagter.

b) Expected Rate of Inflation @

To begin with expected rate of inflatlion was high but
then it continued o fall till 1955-56. It was negative from
1954-55 to 1956=57. From 57«58 onwards there 1s a consistent
increaese in the rate of inflation from 1.9 to 5.7%. After
1965-66, the inflation rate is in the medium range of 8«10%.
After 1973-74 it has generally been greater than 10%, there-
fore we are moving into the range of higher and higher rates
of inflation, though expected rate of inflation was never vefy
high, The average expected rate of inflation in the pre 68«89
periocd was 3.902 and in the post 69-70 period was 8.727, thus
there 1s an increase in the expected rate of inflation of the
order of 123.65%. In the 1st decade the expected rate of in-
flation was 2.088, in the 2nd decade it was 6.27% and later it
was 8.842; thus 1t has consistently increased,
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EXPECTED RATE OF INFLATION 1951=52 = 1984-85

290

Year Expected Rate of
Inflation

1 2

1951-52 9.355
52«53 4904
5354 1.4%
5455 - 0,459
55«56 - 2735
56=57 - 14162
57=~58 14940
58=59 1.781
5960 3.930
6061 6,268
6162 3,510
62~63 3.669
6364 4132
64=65 54536
65«66 54764
6667 B8.504
67=68 10,062
68~69 8.568
69~70 7167

Contdense
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1 2
1970=71 64723
7172 54065
72«73 4,753
T3=-T4 9.036
74-T75 13.308
75«76 12.036
76=T77 11393
77~78 10.427
78=79 6.383
79-80 4,767
80-81 84530
B81-82 9.979
82«83 9.457
83-84 114356
84=-85 9«344
Source: 1) Chandhok, H.L,, "Wholesale Price Stetistics India

1947=78" Economic and Scientific Research Fo

NewDelhi
undation,/

2) From 1979 onwards, "Index no of wholesale Price",

Publighed by office of the Economic Adviser to

Government of India.
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¢) Rates of Return on Different Hougehold Assets:Ba~zar
Bill Rate { Table(s) follow on pages No. 298-300) :

This is the rate of interest charged by the local

money lender in the unorgenised market. There are certain
restrictions put by the govermment yet in a limited way the
movements in it reflect the market condition, Looking at the
expected nominal rate of interest we find that till 1960.61,
the rate of interest hes been falrly constant moving around
10.6 to 11.7 with few fluctuations, the average rate being
1114, but in 1961-62 there is a sudden Jump efter which these
rates have been consistently moving up till 67-68., Then till
69~70, they moved very slowly; from 7071 ti1ll 8081, thexre is
a gradual and steady increase, We notice that the rates of
interest are pretty high all through which is natural in the
unorganised segment that is consistently starved of funds come
pured to the demand for them,

when we look at the expected real rates of interest,
these have varled a great deal till 60-61 in the range of 1,5
to 14,2, From 61-62 till 1964-65 they stabilised. From 65e
66 to 69=-70 there are few fluctuations; after 69«70 there are
wlder variations ranging from 6.5 to 20.2,the extent of
filuctuations in absolute terms being nearly the same as in the
f£irst perlod., Thus fluctuations are higher both before 60.61
and after 70.71, while there is some stability during 61-62 « 69-70,
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B5uKE, Rates of interest on One year deposit: From the table
we notlce that before 67-68 the rate of interest has moved up

very gradually resching the highest level of 6% in 67-68, Then
from 68«69 to 74~75 the interest ratesg are elther falling or
marginally increasing. In 1975-76 it crossed the highest reach-
ed in 67-68 and after that it has been fluctueting between 6,00 -
8.00% reaching the highest rates in 77-78 and 78~79. As thege
are administered rates of interest, changes in them basically
reflect & change in government policy.

Looking at the real rate of interest on these depogits
we find that in contrast to the gfadual increcase in these nomie
nal rates over the entire time period, the resl interest rates
have not only fluctuated widely but also in most of the years
have been negetive due to inflatlonary pressures., Thus from
these 34 years’abservationa these aggets have yielded a negative
return to their holders in 23 years and in the other years when
it has been positive they were very low except for the years
195556 and 56«57, when interest rates have been 5.4 and 3.8%
regpectively.

Rates of Return on Variable Dividend Securities :

In the initial years till 54-55 these returns have
varied a great deal, After 55-56 till 6566, these returns have
been increesing;being. in the range of 9-14%; the average nomie
nal rete of return during 55-56 to 65-66 has been 10,80%. After
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65«66 it fell draestically in 66-67 to 4.1% and this trend cone
tinued till 69-70, After 7071, the return has been increasing
and only sometimes falling but the average return in the perilod
has been 10=12. From 1973«74 to 75«76 and from 80«81 « 82-83
the returnshave been fairly high, While between 76«77 « 79-80
they have fluctuated more. But on the whole the returns have
generally been in the range of 9-10% except for few years from
66=67 « 69=70 » this period has coincided with the annual plans.
The expected real rates have not been really high inspite of
high nominal interegt rates. 1In the initisl years from 5354
to 59-60 the returns have been high and positive; after that
from 60«61 t0 65-66, the returns have fluctuated and fallen
compared to earlier period, while from 66«67 to 70=71 they have
become negetive, After 70.71 the returns have risen and become
positive but they were generally low reaching a maximum of 5.5%
in 1982-83., The average real return from 195556 to 65«66 hasg
been 7.73 and since 71-72 has been 1.75.

Rates of Returpn on Gold ¢

The nominel ratesof return were particularly low and
generally negative till 57-58, From 58-50 to 63«64 these retes
have been positive and moderately high being in the range of
5-6% on an average, The return reduced during 64m65 - 67-68,
after this till 73-74, the returns have been fluctuating and are
moderately high., In 1974~75 there 18 a sudden Jumpto a return



295
of 19.3% end after this the returnshave increased tremendously
moving in the renge of 20-22%, This is preclsely the time when
world prices toeo heve moved up,

Thus we can bifurcete the period into 3: (1) 1951-52 =
57«58 when returns are negative (2) 195859 « 72-73 when returns
though poaitive are fluctuating, ylelding only moderate return,
(3) Post 73=-74 period when returns eare really high.

A Similar trend is noticed in case of expected real
return on gold. It has been negative before 57-58, then lncre-
ased very gradually with some fluctuations till 62-63, then
from 63«64 to 68«69 has been negative, followed by a period of
very small return till 73-74. After 73.74 the return have been
increasing they were generally in the range of 10=11% pe2s

| The negative return from 65«66 i1s a reflection of low
nominal return on gold while low positive return till 7374 is
because of relatively higher expected rate of inflatlon exceed
ing 6% peg.

Rate of Return on Physicel Assets:

Unlike the returns on variable dividend securities
and gold, the nominal return bes been positive throughout. With
a small veriation the returns have been around 7.45% till 58«59
then it suddenly Jjumped to 9.2% in 59-60 and remained quite
steady with little variatlion in each year. The average return
over the period 1959-60 to 74«75 has been 11.33%. In 1975-76
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the return increased to 18.4% and the average refurn during
this period has been 16.48. Thus we notice that over the
yéars the returns have been glowly and gradually increasing
from 7.5 t017 7%,

_  The breakup of returns i.e, rent end capital appreci-
ation shows that most of the varietions are due to variation
in capital appregiation and its share in total return is high.
On the other hand rent series has been almost increasing steadie
ly over time.

On the other hand the real returns on these assets
have been negative on very few occasslons, the exceptional
years being 1951«52 and 1974-75., Apart from these the real
returns have been positive all through though there are variae
tions in returns. The averape return before 60-61 was 5,50
and that between 6061 = 69«70 was 4.44 and in the post 69=70
period was 5.53.

Rate of return on Consumer bPurables 3

Of the 34 yeargzgggg}vation household expected a posie
tive return on purchasing consumer durables on 15 occasaions,
i.e, they expected the price of consumer durables to rise fage
ter than the general price index and thereby gain on purchases
" of consumer durables thils period rather than wait and purchase

in the future. On 18 occas=ions they expected the general price



297

4o rise faster than the consumer durable Index l.e., negative
return on purchases today, There 1is no consistent trend in
this return and there are wide fluctuations each year, On
closer sorutiny one can say that leaving aside the earlier
yeaers till 1955 when returns were positive the trend has been
towards an increase in genersl price level moving faster than
prices of consumer durables tlll 71-72;there after the trend
seems to have revergsed, The average return before 71«72 was
«1,91 end in the post 72«73 period it was +1.05, The varice
bility &n the seriles in the pre 71~72 is very low compared to
the post 72=73 period. This indirectly implies that during
the latter period it wes profitable for households to have more
of consumer durables in the asset portfolio.

Rate of Interest on Borrowing :

These rates of intéreat are edministered and there-
fore the nominel interest rates are fairly steady for few
years and then a sudden Jjump occurs dﬁe to policy change, Till
1963=64 the average rate is 8% and then a sudden Jjump to 9%,
which again contimed till T0=712 From 1970=-71 to 1974=75, there
are variations each year in the rate of interest subsequently
this rate remained arqund 13% t1l1l 19841 and then increased to
1he35%e

On the other hand because of changes in inflationery

expectations, the real rates on borrowing have shown no such
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steadiness. The real burden of interest cost hey’ been reduw

ced and in some years has been negative e.g. in 51-52, 67=68,

T4~T75.

The real borrowing rates have been particularly high

t4i11 1959 after that low till 77-78. From 77=78 onwards there

iz a tendency for these to rise. The average yates of borrowing
in the decade ending 59-60 was 6.02, while that in the decede
ending 69-70 was 2.10, and that in the latter years was 3.21,

Thus we potice that as compared to the 1st decade borrowing

rates have never risen very high both because of governnent

policy and due to inflatlonary expectation,

The tables are gilven below:

ILBLE 443543

RiAL _EXPLCTED RATES OF RETURN ON VARIOUS ASSETS HELD

BY HOUSEHOLD

Year Bezar One Veariable Gold FPhysical Consumer BoIrows
B11l ggﬁaﬁi . %igwidgggy hgset Durables ing
1 2 3 4 5 6 7 8
1951=52 1.5 = 70 =15.4 - Te0 = 1.6 159 - 0.6
52=53 65 = 341 = 0.9 - bk 31 19.7 345
53«54 9.7 0.9 10.1 - 49 6.1 14,3 71
5455 11.7 2.8 846 - 4.8 7«8 2,9 91
55«56 14,2 Set 1344 - 2.0 1040  « 041 11.0
5657 11.3 3.8 115 =10 8.5 =17 9.3
57=58 9.3 1.4 7.6 - 242 47 = 1.9 5.8

Contdese
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1 2 3 4 5 6 7 8
1958-59 8.5 1.8 7.9 2.6 548 0.7 541
5960 646 = 0.4 7.0 146 5. = 046 3.8
60-61 441 = 2.4 4.0 0.2 3eb = 341 1.2
61-62 848 0.1 762 3.5 6.6 145 b2
62w63 848 Oub 843 2,7 742 0.7 349
6364 848 = Ou1 1042 0.9 6.6 = 2.8 3.5
64-65 842 = 14b 5.6 =~ 246 Lh, = 140 343
6566 Gk = 140 2.4 - 2,6 - B A 31
66=67  Te5 = 243 = hel = 4,8 2,7 = 543 0.5
67-68 6.7 = 346 = 5.6 = 5,6 16 = 3.5 = 0.9
68=69 BT = 2eb = buli = 2,1 2.9 = 1.8 0.5
69=70 948 = 145 = 342 140 48 = 445 1.8
70-71 4146 = 141 = Ot 2,0 548 = 541 2.2
7172 139 0.6 5.0 17 6.8 - 246 b
72-73 13.2 1.2 3.2 2.1 645 0.2 446
7374 10.4 = 2.8 0.0 0.2 3t = 140 141
The7S 645 = 6oby Ouks 5¢3 = 062 = 5.2 = 3,0
T5=T6 BuB = 3,8 = 1.5 1146 547 4,0 162
T6=T7 1048 = 3.0 =« 5,0  12.7 746 5.8 148
T7=78 12,8 = 241 = 242 12,3 68 = 6.0 2.6
78=79 15:9 0.0 1.9 156 941 = 5.6 5.6
79-80 20.2 1.2 3.9 119 1141 0.7 743

Contd...
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TABLE «3 § Contd.

1 2 3 4 5 6 7 8
1980=81 17.8 1.8 248 Gl L3 646 4.2

81=82 1643 247 242 12.4 23 8.0 3.9

82-83 16.8 148 55 15.1 CP | La1 4L

83.84 14,9 3¢5 = 5.3 1043 6.0 = 2,6 3.0

84=85 1741 1.6 5.0 945 7 5 6.2 5e2
Source s 1) For rates of return on Barzar bill, one year depo=

4, Relationship Between Variables

sit, variable dividend security, gold and borrow=

ing: Various issues of 'Currency and Finance' pube

lished by Reserve Bank of Indla, Bombay.

2) Physicel Assets :(a) 1951-52" - 75-76. Dholakia,

B.H. "The Economics of Housing in India®LI.l,

Ahmedabad (A study sponsored by NBO), (b) 1976

onwards C.5.0. Natlonal accounts Statistics, Jan.,

1986.

3) Consumer durables : Chandhok, H.L. "Whole Bale

Price Statistics India 1947-78" From 1989 onwards

"Index number of whole sale prices" published by

office of the EconomicAdviser to Government of India,

»
L)

- Here we will study some simple relationshipsbetween

the different dependent variables and independent varlables;

while the relatlonship between each independent end dependent
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variable ig deslt with in the next chapter,

a) An Analysis of Simple Correlationfetween Different
Dependent Variablesg:

TABLE 4.4,
CORRELATION COEFFICIENT MATRIX BETWEEN DEPENDENT
VARIABLES (ASSET CONPONENTS)

T P Y

SL, 1.00 0.713 0.696 0,228 0,393 0,70k 0,741 0,728 0.431

Lava 1.00  0.933 0,393 0.604 0.830 0.938 0.960 0,164
Acs 1.00 0.304 0,718 0.786 0.960 0,951 0,159
Aot 1,00 0,021 0,571 0.338 0.384 0.152
Lea ‘ 1,00 0.548 0,804 0,732 04329
Ao 1,00 0,804 0,833 0,100
Auy 1,00 0,978 0.224
D-§ 1.00 0.213
Ac,/ao 1400

For abbrevmetions uged see the text,

The above table indicates that all the different come
penents of the saving are positively moving, with the house-
hold saving, domestic saving and incrementa%hgggital output
series, except seving in direct investment/is negatively moving

with incremental capital output series.
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\ The 18t series saving in liquid asset is having mexie
mum correlation with household saving followed by domestic save
ing, saving in 11lliquid asset, negative saving (borrowing) and
saving ih consumey durables. What this implies 1s that those
households whosge savings are increasing are putting them in
ther form of 1liquid assets. Also the households who have incre-
aged thelr saving ratio have not only increased their liquid
asget ratio but also have savings held in the form of illiguid
assets, consumey durables & pet borrowing,

The 2nd series on saving in illiquid asset shows a
high simple correlation with domestic saving, household saving
consumer dursbleg, negative gaving followed by llquild asset and
physlcel asset, This indicates that households who have incree-
aged thelr saving ratio are precisely those who have also invee
sted these In assets like consumer durables, illiquid assets
and borrowings, We icnow thet the households who are investing
in 1lliquid assets are high salaried income urban households
or well to do self employed households oY profeassionels or sueh
rich farmers in the rural areas and 1t is this class which has
easy access ‘to bank loans also. Therefore the gainers during
this period have been this claas onlﬁ, who with increames in
Income could set apart a larger share 1in savings.

The 3rd geries l.e. savings in consumer durable poin'ts
out a high correlation with household saving followed by domes=
tic saving and illiquid asset ratio, The next in importance are
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borrowingégigg%aél asset ratio and liquid esset ratio. This
relation indicates that households who are saving in the form
of consumer durables are also those households investing in
illiquid asset i.e. the households who are rich in both urben
and rural areas, As physicel assets are also correlated with
consumer durables it implies that the rurel rich farmers who
are investing in land development and machinery and equipment
related to agriculture are also at the same time, with increases
in income, purchaging consumer durables. So purchases of consue
mer durables is no longer limited to only the urban rich but
also spread to rural rich, ~

Regarding saving in direct investment 1t does not have
high correlation with any other item. It being negatively core
related withzuvkc), indicates very roughly that if the corporate
or/and government sector procures the funds without any inter-
mediary, then these funds are used effectively and efficiently
which results in Ac/,, falling.

Regarding saving in physicel asset ratio it has high
correlation with household saving end consumer durables suggeste
ing that the incomes of relatively well to do households have
increased and this increaged saving has been diverted towards
consumer durables, Had the income of small farmers increased
their saving would not be diverted to consumer durables but to
liquild agsets and the correlation between physicel assets and
household saving would have been higher,



304

Regarding saving in negetive form, thls is closely
associated with liguid agsets,illiquid assets, consumer durae
bles. The class of households who are likely to have all these
agsets in their saving portfolio are likely to be the Urban
elite class.

Savings of households is related maximum with saving
in 11liquid assets and consumer durables, then to physical
assets and borrowings and finally to liquld assets and direct
investment. From the type of assets that have accumulated it
seems that saving in household gector is originating primsrily
from the relatively well to do households both in the urben
and rural areas. Nothing really much seems to have been done
to tap saving of the lower class as 18 indiceted by saving in
direct investment and in liquid assets. This points that dure
ing the pest few years, 1t is the lower class(and the poor )
that has become more impoverished and the relatively better to
do have become still better.When we exemine the relation of
domestic saving with other components, we see that it has maxi
mum correlation with saving in illiquid assets followed by
congumer durables, while the series of household saving hes
meximum correlation with consumer durables followed by illiquid
assetssthié is because in domestic saving the government and
corporate saving are included;these institutions do not invest

thelr saving 1ln consumer durables as much as households do.
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PECIERE PEbES

Regarding incremental capitel output ratio we notice

that 1t is herdly related to any of the ssset ratios. The mexie
aum it is correlated is with physical assets (Producer segment

of the househnld), Essentially household sector is consumer and

not producer sector, whilesc/, is & concept more applieable to

the producers and the corporate sector; therefore the effect
is pnegligible,

b) Ap Anelysig of Simple Cg;ig;atign Between Different
;gde@gﬂent Variabless

INQEPURDERT VARIABLES

Ya

| ?q,

oo
'; h!_\}b
fﬁcp
7Y
i ’1Pn
i fre,
" Rse

-

—

;A £’__ %-5 5’:3» ??ﬂ %g; jﬂ?p.a é@ % 4

1400 0.643 0.713 =04308 =0,137 =0.073 04174 0,847 ~0.129
10000 w0402 =380 =0s038 =0.654 w0498 0,470 =0,805

1,000 0,375 =0,081 0.572 0.650 0.664 0,540

1.000 0175 04762 O0.761 =0.141 0,893

1,000 «0,252 =0,188 =0.,106 0.131

14000 0,621 0.080 0,713

1.000 0,380 0,774

1,000 0,23

1.000

Abbrevisiions look up the text
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1

. We notice from the above table that there is positive
correletion between Yd, hae. he & P"' ", while it is negatively
related to all the other rates of return. The positive rela- -
tion betweenYd,hm;?Mindica’ces very roughly thet during the ine
flation phése when Y4 4is also increasing, it 1s incressing of
that segment of households vhich demands more of gold and loans
from shroffs. Tﬁe increase in demand for both these, given the
relative inelastic supply in,ttlze short run, leads to increage
in expected real rates of return on gold and interest, The
demend for gold is from the relatively rich cloass and for the
loans from the poor class, This fherefo;re suggests that during
inflation period there is’ en increase in dilgposable.income of
relatively well to do and éecrease in income &f the poor, thus
increesing the inequality of Income in the economy,

The coefficient of Y4 (Disposable Income) with respect
to all variables except 91@ (expected return on gold) is small
and therefore the problem of multicolinearity might exist
between disposable income snd feturn on gold,

Also we find that there is a high correlation betweenP*
(expected prices) and 91% (return on one year depo‘sits) and %sa
(rate of interest on borrowing). 3Both these rates of return are
controlled variables i.c. they\ are affected by the policy
deciai&n of the monetary authority, the Reserve Bank of India,

The nominal rates of interest are falrly constant ovér
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and
time /real rates are primarily dependent on the way price expec-

tationsmove. The return on deposits and borrowlnge are also
moving closely.because it hes been the government policy that
whenever interest rates on deposits change: ., generally the rates
on borrowing too change.. Therefore by including, all these
varlableswe are going to face the problem of multicolinearity

in our estimation of the equations.



