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INTRODUCTION

1.1: BACKGROUND OF THE STUDY

The relationship between savings and economic growth has received widespread attention across
the globe in recent years. This is attributed to the fact that ranking countries according to their
savings rates has been found to be very useful in explaining their growth. However, empirical

evidence has cast doubt on the traditional theoretical explanations which assume a unidirectional

causal relationship between savings an growth must be financed by high
savings. The experiences of certain cot espite their high savings rate, they
recorded large current-account deficits, a nal theory states that in the long run,
economic growth and development of ¢ ent on the level of its savings rate.

Such a relationship dates back to the 19505 jJjj®nomists hypothesised that savings and

economic growth are positivﬂﬁ(f{;@ieglﬁ 6}13%&3[1%9@95) clearly indicates that

saving and growth are inextricably Wﬂ s pAdIRets harticularly, that you cannot have one
without the other. This assertion has necessitated the question of which is the cause and which is "

the effect? Is it savings that generate growth or is it growth that generates savings? There has
been no categorical answer to this question. The answers to this question have varied and are

dependent on the economy in question.

Despite the fact that the strong correlation between these variables is firmly established,
researchers have found it difficult to identify the precise link between them. The direction of
causality between domestic savings and economic growth is still far from clear with different
theories supporting either direction (Agrawal, 2001). This relationship can be traced back to the
traditional classical models (neoclassical growth models) ofﬂeconomic growth of Ramsey (1928),
Harrod (1939), Domar (1946) and Solow (1956). The fundamental ideas of these growth models
suggest that savings or capital accumulation causes or leads to economic growth. This comes
from the fact that increases in savings will translate into higher capital investment which in-turn

will stimulate economic growth (Dawit, 2003). In a closed economy, saving is the accumulation
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CHAPTER 2

LITERATURE REVIEW

2.1: INTRODUCTION -

A lot has been published on the relationship between growth and domestic savings in many
different contexts. While there is a general consensus on the broad theoretical literature on the
importance of savings for a country’s long-term growth, the empirical literature varies greatly

and there is a debate on the direction of the relationship; that is, whether the domestic savings

rate enhances economic growth or wh ic growth which drives growth in
savings. This chapter reviews both the: cal literature which shows there is
positive and significant relationship betw The first part of the chapter reviews
some of the theories which indicate tha e relationship between savings and

growth. These include the financial liberNRypothesis, neoclassical growth model,
endogenous growth model and[gﬁn@vepgiq{ye(ﬂr% rode ihe role of growth in savings
will be explained in the life-cycle hypotfiedis and pettcaetieinceme hypothesis. The second part

of the chapter reviews the empirical literature.

2.2: THEORIES ON THE ROLE OF SAVINGS IN ECONOMIC GROWTH

i. McKinnon-Shaw model: Financial liberalisation hypothesis

McKinnon (1973) and Shaw (1973) puf forward an argument for financial liberalisation in
financially repressed developing countries by arguing that the various forms of financial
repression such as interest ceilings, high reserve ratios and implicit credit programs impede the
development of financial markets. They argued that the consequences of this are a reduction in
the flow of funds to the formal financial sector and the distortion of the allocation of resources,
especially on lower financial savings, credit supply, investment and hence economic growth and

development. Regulation does have a negative impact on the amount of domestic savings and
























iii. Harrod-Domar Growth Model

The Harrod-Domar model is a growth model which was developed in 1946. The model was
developed precisely to analyse the business cycle. However it was later adapted to explain
economic growth. According to the Harrod-Domar model there are three concepts of growth i.e.
the actual growth rate (g), warranted growth (g,) and the natural growth rate (g). The actual
growth rate is defined as

8 = S/C ettt sttt se s seessae s stesssasesasssnass e s 1
where s is the ratio of savings to income ctual incremental capital-output ratio,
that is, the ratio of extra capital or ir ow of output (AK/AY = I/AY). The

expression of the actual growth rate (1) is "Gl it expresses the accounting identity that

savings equal investment. Thﬁcﬂlmqlt%)weiuﬁgﬁtt i} a@eessions for s and c into the
equation (1) - s/c = (S/Y/(I/AY) = ATHY pitéres 1, kobeed BYI¥ measures the growth of output.

To identify whether the actual growth rate will provide the basis for a steady advance in the
future, in the sense that it keeps plans to invest and plans to save in line with one another at full
employment, the Harrod-Domar model introduced the concepts of the warranted rate of growth
and the natural rate of growth. The warranted rate of growth as defined by Harrod is that rate of
‘growth which, if it occurs, will leave all parties satisfied that they produced neither more nor less
than the right amount or it will put them into a frame of mind which will cause them to give such
orders as will maintain the same rate of growth. Put differently, the warranted growth rate is the
rate that induces enough investment to match planned saving and thus keeps capital fully
employed, (in this scenario there is no under capacity or overcapacity) so that manufacturers are
willing to carry on the investment in the future at the same rate as in the past. This rate is
determined given that plans to save at any point in time are given by the Keynesian savings

function:
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theory argues that savings will increase when income increases and decrease when income is

low. This result implies that growth is the driving force for savings.

v. The Permanent income hypothesis (P1H)

The permanent income hypothesis was put forward by Milton Friedman in the 1950’s. It assumes
that, what determines an individual’s or household’s smooth consumption pattern is their long-
term income and not their current income level. Households prefer a stable consumption path to

an unstable one (Sachs and Larrain, 1993: 91). Permanent income in this case is the steady rate

of expenditure a person could maintain £ r her life, given the present level of
weaith and the income earned now and :nbusch,} et al 2004: 342). In other
words, it is the amount which, on averag; ects to receive consistently per year
over the remaining years of his lifetime. D vidual will try to smooth out his/her

consumption spending by consuming a certam of his/her permanent income and the
key determinants of consumptiff py¢ ?@fa@fwgqu’f rpébialfy Gryds, shares, physical assets,
higher education level) rather than ihgethldisposable iweoe. Therefore, according to the
model, low income individuals have a higher propensity to consume, while a high income
individual has a relatively higher transitory element to his/her income, which is lower than the

average propensity to consume.

 However, the permanent income hypothesis does not include any transitory or short lived
increases or falls such as unusually high or low overtime payments. Transitory changes in
income do not affect the long run consumer spending behaviour of the individual. Rather the
theory suggests that any changes in income which are expected to be sustained, for example

promotion, will only alter the value of permanent income.

In its simplest form the theory argues that consumption is proportional to permanent income:
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In short the implications of the permanent income hypothesis are that an increase in income will
increase savings. It assumes that income growth is responsible for increases in savings. This is
revealed when the theory predicts that most of the temporary increase in current income will be

saved, while the permanent increase in current income will be spent.

In conclusion the life-cycle hypothesis and the permanent-income hypothesis indicate that
growth is vital for increments in the savings rates. That is personal savings and consumption
expenditure increase with an increase in income; conversely households draw down their savings

when consumption grows faster than ecor ~—*~ ~—~—**

2.4: EMPIRICAL LITERATURE

Several studies have been done in differe™Giil#Es to determine the actual direction of
causation between savings and[grppyr b W]@ Pt sEfigyare mixed and differ across
countries with some indicating an ecbogreitigrowthdaedlgtivnghip while some studies indicate

a domestic savings-led relationship and some indicating a bi-directional relationship.

i. Studies indicating an economic growth-led relationship

Anoruo and Ahméd, (2001) used cointegration and the vector error correction model (VECM) to
investigate the causal relationship between economic growth and growth rate of domestic
savings for seven countries, which are Congo, Coted’Ivoire, Nigeria, Ghana, Kenya, South
Africa, and Zambia. In this study three analysis were undertaken, these are: ascertaining the time
series properties of economic growth and domestic sévings with the help of augmented Dickey-
Fuller unit root procedure; examining the long run relationship between economic growth and
growth rate of domestic savings in the context of the Johansen and Juselius (1990) framework
and performance of Granger-causality test to determine the direction of causality between

economic growth and growth rate of domestic savings.
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1891-1990. The study indicates that interactions between investment and productivity growth are

complex and evolving. Savings appears to be determined residually in the growth process.

Morande (1998) did an analysis of savings in Chile and questioned what went right. The study
reports that Chile’s overall economic performance has been remarkable in many respects,
including a significant and sustained increase in domestic savings, to figures of around 26% of
GDP. It empirically assesses the reasons behind such notable behaviour of savings by applying

co-integration models to check for long-run relationships and error-correction models to verify

short-run adjustments. The study focusec savings data for the period 1960 to
1995. The results indicate that private sa: affected by economic growth and a
dummy reflecting the effect of pensior ports that most of the adjustments
between short run and long run is comple sars, where the variable representing

income bears the bulk of such adjustments. TSl also compares the two episodes of good
economic performance in the I{sf QQWIWQ@MHQ% and 1986 till thé present.
The study found that three basic diff@eeiss 2itisa ¢oxcentégcprivate savings: sustainability of
growth, different access to foreign savings during the recovery from recession, and different

scenarios with respect to the development of long-run capital markets.

Paxson, (1996) investigated whether observed cross-country correlation between aggregate
savings rates and economic growth can be explained by models in which higher growth increases
savings rates rather than other way around. The study observed that there are two explanations
for why higher growth might increase savings. The first one is the life-cycle hypothesis, which
means that higher growth will increase the life-time wealth of younger savers relative to older
dissavers, thereby increasing the aggregate savings rate. The second explanation relates to the
models of consumption with habit formation, which imply that consumption responds slowly to
unexpected income growth, so unanticipated growth can produce a higher savings rate at least in
the short run. The study assesses these explanations using time-series data of cross-sections of
household surveys from four countries: the United States (US), Britain, Taiwan and Thailand.

The evidence from this study indicates that although growth may increase savings rates, it will
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productivity growth for poor countries but a significantly smaller effect for rich countries. This
_effect operates entirely through total factor productivity (TFP) rather than through capital
accumulation. Furthermore, the study shows that savings are significantly associated with higher
levels of FDI inflows and equipment imports and that the effect that these have on growth is

significantly larger for poor countries than for rich.

iii. Studies indicating a bi-directional relationship
Dawit (2003) conducted a study on the causal relationship between economic growth and gross

domestic savings in Ethiopia. The study used the cointegration and vector error correction model

(VECM) to examine the causal relations onomic growth and the growth rate
of real GDS for Ethiopia- in the period | e series properties of real GDP and
real GDS were ascertained using the -Fuller (ADF) test. The loﬁg run
relationship between economic growth a ross domestic savings was explored

using the Johansen co-integration procedurc SUP2nd Juselius, 1990 and Johansen, 1991).

The results from the Johansen cpj i g he null hypothesis of no-
SiiiaiaRilag ¢

cointegration between real economig gj‘g@*@h@pdrpﬁ'm@nmstic savings growth rate (atr =
0) is rejected at the 1 percent significance level. However, the null hypothesis that (r = < 1) could

be rejected at 5 percent but not at 1 percent. The results of the cointegration tests therefore

indicate that there is a long-run relationship between real GDP and real GDS in Ethiopia.

Opverall, the findings of the study lend supports to the hypothesis that the faster growth rate of
real gross domestic savings (RGDS) causes higher growth rates of real gross domestic product
(RGDP) in Ethiopia. However, a higher rate of growth of real GDP was found to cause faster
growth of GDS to lesser extent. Thus, the study finally established that there is bi-directional
(feedback) causal relationship between real GDP and real GDS.

Schmidt—Hebbel, Serven and Solimano, (1996) provide a policy-oriented review of recent
theoretical and empirical work on the determinants of savings and investment and on their links

to growth. The study reports that despite the vicious circle of high saving, investment, and rapid
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the economy has not been matched by satisfactory economic growth. This was seriously felt in
three important sectors of the economy - agriculture, miﬁing, and manufacturing - where growth

fell and productivity faltered (World Bank, 1994).

Figure 3.1: GDP Growth, GDP per Capita and Population Growth
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Mining output at the same time ‘decreased throughout the 1980s and total factor productivity
growth in manufacturing has been low - 0.5 percent per year. This level was well below the
levels achieved in high-performing economies. Also coming into play was rising unemployment.
During the Apartheid period employment growth deteriorated consistently coupled with a shift
away from agriculture. Given that the labour supply growth has changed little over the past 30
years, an even more striking issue is the growing imbalance that exists between black labour
supply and employment in the formal sector. Even though subsistence agriculture in the
homelands and the informal sector provide an invaluable source of employment for the rest,
roughly one quarter of blacks are without work. Unemployment is disproportionately
concentrated among females and young people, and only a few new entrants to the labour market
can expect to find wage jobs. This level of black unemployment is not only a great waste of

resources but it also fuels social unrest (World Bank, 1994).
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o The allocation of capital stock deteriorated during the same period. This implies that
investment was increasingly channelled towards activities with lower-than-average

capital productivity such as the public sector.

e The inadequate acquisition of good and quality skills within the workforce contributed in

the sense that it lowered the returns on investment and slowed productivity growth.

o Rising wages and the industrial unrest which had occurred since the early 1980s further

dampened the employment growth in the country.

Table 3.1: Gross Capital Formation as | ercentage)

Years . ital Formation as a ratio of GDP
)
1980 25.9
1981 27.5
1982 27.5
1083 > 26
1984 o 24
1985 UILIIVCT1 ‘_alL)/ vl 1'vlt 11idal C22.8
"1 1986 I h @ £ 19.6
1987 17.8
1988 19.4
1989 20.2
1990 19.1
1991 17.2
1992 ' 15.7

From 1980 gross capital formation as a ratio of gross domestic product was very high, well
above 20 percent. But as from 1986 gross capital formation started to decrease continuously.
This was attributed to the reasons stated above and a strict debt repayment schedule which the

country was engaged in as from 1985.
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3.4.1: TRENDS IN GROSS DOMESTIC SAVINGS (GDS) :

South Africa has experienced a steady decline in its national savings rate over the past decades.
This has been accompanied by a fall in domestic investment. The national savings rate which is
defined as the ratio of national savings to gross national disposable income remained well above
20 percent in the 1980s (Harjes and Ricci, 2006). However, this subsequently fell to less than
20% in the first years of the new millennium. In fact, South Africa’s national savings have
remained between 14.5 percent and 17 percént of gross domestic product (GDP) since 1994
which is well below the savings level in the 1980s. As mentioned in section 3.4 above,

macroeconomically, if the domestic economy generates insufficient savings to finance

investment, foreign savings equivalen ccount deficit must make up the
difference. However, large current defi stained for very long unless capital
inflows are large and stable, so investme; nainly on domestic savings. Thus the
- central question is whether savings repr nstraint on investment hence growth

(as neoclassical economist argue) or whether S estment will generate higher savings via

its impact on income growth (WngWrbiu@@ist FeSeath African policy has been

premised on the former view with a'Keygiestiérativn-Soc citetight fiscal stance from 1993 to raise
government savings which had become negative (Gelb, 2005). Figure 3.3 below shows the gross

savings of South Africa as a percentage of gross domestic product since 1980.
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Table 3.3: Components of gress saving as percentage of gross product (1980 -2005)

Government
Savings as % | Household Savings as % of | Corporate Savings as % | Gross Saving as % of
Year GDP GDP GDP GDP
1980 0.24 0.61 333 34.15
1981 0.14 0.2 26.86 27.2
1982 -0.09 0.15 20.46 20.53
1983 -0.18 0.15 24.37 24.35
1984 -0.4 0.54 22.31 2245
1985 -0.42 0.86 24.18 24.63
1986 -0.56 0.6 23.29 23.33
1987 -0.93 0.85 21.9 21.83
1988 -0.69 0.99 22.22 22.53
1989 -0.8 1.08 22.15 22.43
1990 -0.88 0.62 19.38 19.13
1991 -1.33 0.75 18.6
1992 -3.65 1.77 16.28
1993 -3.79 1.65 16.4
1994 -3.63 1.09 16.88
1995 -2.88 0.76 16.53
1996 -3.74 0.86 16.18
1997 -3.64 0.89 15.13
1998 -2.63 0.84 ' 15.25
1999 -1.96 078 . . . 1786y~ o 15.88
2000 223 075 VIIIVCISI LY |G OI'L I'1AIC | 155
2001 -0.87 0.6 e JASEX 15.38
2002 -1.03 0.52 i 17.19 16.68
15.63
2003 217 0.96 16.83
2004 275 0.37 16.6 14.23
2005 12 0.13 15.1 14.03
Averages
1980-1985 | -0.12 0.47 25.25 25.55
1986-1990 " | -0.77 0.83 21.79 21.85
1991-1995 | -3.06 1.2 18.79 16.94
1996-2000 | -2.84 0.82 17.66 15.65
2001-2005 | -1.6 0.52 16.27 15.19
1980-1989 2434
1990-1999 16.62
2000-2005 15.29
1980-2005 19.28

Source data calculated from: www.dti.gov.za
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ii. Trends in the household saving / personal savings

By the year 1994 which signalled the end of apartheid, South Africa was left with first-world
financial markets and a third world social infrastructure. As happened to the rest of the other
sectors in the economy in South Africa, the South African financial services sector underwent
dramatic changes seeking to extend access to financially services to the traditionally underserved
population. Given this aim and more than ten years after the end of apartheid still, 42 percent of
South Africans have never had a bank account and 54 percent are currently unbanked. In fact
estimates indicate that 17.5 million South Africans é:e unbanked. The unbanked can be
categorised as those without a basic checkine or savines account. In addition to this many
A household in South Africa are relying oi il institutions even though they have
bank accounts (Darian and Katy, 2005).

In fact, commercial banks including the big Uhich are Absa, FirstRand, Nedbank and

Standard Bank traditionally d@ﬂt‘@@f%ﬂ(@?eﬁmg .rfﬁrféntrepreneurs and the poor
(collectively known as the unbanke]ib@@tﬁ@mbppx}ﬁ@éh Thedirect consequence of being the
under-banked is that individuals might pay more for basic financial services. Moreover the

under-banked lacked the tools they need to save and to build assets which enable these
households protect themselves from negative economic shocks. This might be the reason why
household savings as we shall see later in this chapter are very low, less than 1 percent. The
diagram below represents the landscape‘of finaﬁcial services available to South Africans with the
unbanked and the under-banked tending to transact in the alternative financial services sector and

the informal economy.
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a; are coefficients to be estimated and u, is the disturbance term.

POL, GDS, Growth, RD and FSD are défined as before. The estimated function can also be

“expressed in log form as follows:
logl, = a, + a,1ogGDS, +a,Growth +a,1ogPOL +a,10gCRED, +a,RD, +aylogFSD, + 4,.......4.4

As explained above, the real deposit interest rate (RD) can not be expressed in log terms because

the variables have either positive or neg:

As mentioned in Chapter 2 (theoretica mestic savings provide the funds to
finance domestic capital formation which Y jjJ#fulates growth. Given the naﬁire of this

relationship between domestlc{miv; a&g%gr%ﬁnﬁlﬁ%mgs are used as a measure
of savings in this study. Growth in ﬁgggnmmqm Brebwelédincthis model because the hfe cycle

hypothesis and permanent income hypothesis predicted that higher savings are assocmted with
higher levels of real income or output. The expected sign of the coefficient of growth”‘is positive.
According to the neoclassical growth model (see Chapter 2), increases in the savings': rates will
lead to higher steady state levels of income or output per caplta Thus, real gross domestic
product (GDP) per capita (constant pnces) is used as a measure of real income and the sign of its
coefficient is expected to be positive. The real deposit rate (RD) is included due to the financial
liberalisation theory by McKinnon, (1973) and Shaw, (1973) which assumed that financial
liberalisation will be associated with higher real interest rates as financial restrictions in the
financial system are reduced (artificial ceilings), finally stimulating savings. The prime
assumption in this modelkis that savings are responsive to interest rates. In this case a higher
interest rate will have a positive effect on savings since it is viewed as the reward for delaying
consumption. Higher savings rates in this case will finance a higher level of investment which
will lead to a higher economic growth rate. AgraWal, (2001) indicates that the real interest rate is
the Fischérian price of current consumption in terms of future consumption, thus analytically, an

increase in interest rates will have an ambiguous effect on savings because of a positive
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The variables used in this study were tested for stationarity before estimation. The visual plot of
the data and the DF and ADF were used. The results obtained from the DF and ADF tests are
presented in Table 4.1 below and the results obtained from the visual plot of the data are

presented in Figure 4.1.

Table 4.1: The Dickey-Fuller (DF) and Augmented Dickey-Fuller (ADF) results

Dickey-Fuller (DF) Augmented Dickey-Fuller (ADF) | Order of
Integrati
‘ : on(I)

Variable | No Constant | Constant | No Constant Constant

constant No Tren” nanetant | Ng Trend - | Trend

No Trend | Trend
Growth -2.461%* -3.579* | -4.1S 1.524* -4.978** | 1(0)
DGrowth | -6023** -5.896** | -5.9€ 1.769%* -5.664** | 1(0)
LGDS -2.053* -2.671 -4.02 754 -3.17 I1(1)
DLGDS |-5.405** |-5.773** | -5.7C_ 2.923%* -6.492** |'1(0)
LINF -1.221 -0.4895 | -2.949 ' -0.2573 -2.426 I1(1)
DLINF -5.745%*% | -6.05FF | =0,049%% | -4 22%%~ | -4.789** | -4.816** | I1(0)
LI -0.2905 -1.5337 =0 418 1X0.243" M 124559 | -1.772 |1 (D)
DLI 2.978*% |-2917 | Bupgtld 3 gdp¥ellg 164 3.69* | 1(0)
RD 2% | -2.588 | -2.659 -2.371* | -3.173* -3.782* | 1(0)
DRD -4.072*%* | -4.024** | -3.934* | -4.485%* | -4.427** -4.322*% | 1(0)
YPC -3.271**% | -3.218% | -4.099* | -3.081** | -3.019* -4.778** | 1(0)
DYPC -5.989** | -5.862** | -5.952%* | -5.82** | -5.726** -5.65** | 1(0).
LPol -1.205 -1.036 -0.956 | -1.1124 | -1.528 -1.511 I(1)
DLPol -4.508%* | -4.431%*% | -4.457** | -4.411%* | -4.331** -4.41* 1(0)
LFSD 1.834 0.7774 |-1.143 | 1.823 1.012 -.7878 I1(1)
DLFSD -3.936** | -3.848** |--3.911% | -3.868** | -3.774** -3.903* | I(0)
LCred 4.4903 -3.08* -2.672 1.836 -1.128 -2.449 I(1)
DLCred |-5.546** | -5.384%* |_.5367** | -3712%* | -3.619* -3.699* | 1(0)
Critical -1.955 -2.985 | -3.594 -1.955 -2.985 -3.603
Values
5%
Critical -2.66 -3.72 -4.374 -2.66 -3.734 -4.394
Values
1%

From Table 4.1 using the DF and ADF tests, it can be seen that Growth and YPC are stationary

in levels. Thus, the variables are obviously stationary in first difference. This result also
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Figure 4.1: Stationarity graphs
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Using visual inspection from Figure 4.1 it can be seen that Growth and YPC are stationary both

in level terms and in first difference. These variables are however more stationary in first

difference. Pol, CRED, I, FSD, RD, GDS and Inf exhibit time characteristics which imply that

they are nonstationary in level terms. In their first difference, RD, Pol, Credit, FSD, GDS, I, and

Infbecomes stationary. All the variables enter the models in their first difference.

4.4.3: COINTEGRATION AND ERROR CORRECTION MODELLING (ECM)

The cointegration test was done after ensuring the variables are of the same order I (1) or first

difference stationary. In most cases, if two variables are I(1) are linearly combined, their
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where, €1, and gy are two white noise processes of independent history of Y; and X; ,but can be

correlated.

In short the ECM is a model which is used to capture any short-run dynamics of the system and

to distinguish between the short-run and >nships among variables. The ECM
involves regressing the first difference ¢ : variables on the contemporaneous
and lagged values of the first differences es inéluding the dependent variable
and the lagged residuals from the lon regression. However, of . particular
interest in the ECM equation, is the coefficimgged residual because it represents the

speed adjustment parameter. Therypine p@ltby rypatyr s cekpeeted to be less than one in
absolute terms for the stability of the s9gjety b for the sewdeblegin the long-run regression to be

cointegrated. The direction of the adjhstmeﬁt would be indicated by the sign of this,parameter
- and if the model deviates from its long-run path, the sign and magnitude of this parameter would
indicate the direction of adjustment and the speed at which the variables adjust in the short-run to

go back to its long-run equilibrium path,(Islam and Ahmed, 1999).

4.5: PRESENTATION OF RESULTS

The saving function (equation 4.1) and investment function (equation 4.2) were estimated using
the vector error correction model (VECM). Time series data for the period 1980 to 2006 for
South Africa is used. Tables 4.4 and 4.5 below show the results of the savings model and the

investment model respectively.
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CHAPTER 5
CONCLUSIONS AND POLICY RECOMMENDATIONS

5.1: CONCLUSIONS

This chapter draws conclusions from the results of the study and puts forward recommendations
for future policy formulation. In spite of the adaptation:and implementation of the new economic
policy that targets an increase in savrngs and economic growth, South Africa failed to achieve

the targeted goals and maintain sustalnable economlc growth The country has long been affected

by a slow growth rate in domestic savings wth for the past several years dating
back to the early 1980s. The main object s to examine empirically the causal
relationship between savings and econom Africa using time series data for the
period 1980-2006. The study hypothesis yositive and bi-directional causality

relationship between savings and economu' savings cause economic growth and
increases in economic growth (fjrse in%easJ in_ sagfirﬁiT]EuHhe study assumed that savings
enhance investment, which in turn b%& &9 l{ﬂ tﬁ&gcé%gﬂré(eAgrawal, (2001) ,ianicated that
in order to examine the causal relationship between savings and growth and to investigate the
direction of causation, it is important that other factors affecting the savings rate betaken into
account. In this regard, this study examined the ma_]or factors that affect the savings rate. Thus,
the savrngs rate was modelled as a functlon of real per capita income, growth, real deposit
interest rate, pohtlcal 1nstab111ty, real 1nﬂat10n rate and flnan01al sector development. Given that
investment was used as link between savrngs and economic growth, an investment function was

also specified.

The study was anchored on different theories which suggest that the relationship between
savings and growth is more complex. Some suggcst that savings are crucial for stimulating
economic growth and some suggest that growth plays a significant role in increasing savings in
the economy. McKinnon and Shaw (thé fin}ang:,ia_l lrbéralisation hypothesis), neoclassical growth
model (Solow-Swan), the Harrod.-DQmar ﬁrdda_l and the endogenous growth model (Romer)

suggest that savings play a major role in stimulatirlg"grovvth. In contrast to this view, are the life-







































Stals C, (2001): Personal saving and T axaiion, South African Savings Institute, Savings Review,
Vol. 1. _ |

Strydom P.D.F, (2002): Macroeconomic policy, In: S Jones, ed: The Decline of the South African
Economy, Edward Elgar Publishing Limited, USA.

Swan T. W, (1956): Economic Growth and Capital Accumulation, Economic Record, Vol 32:
334-61.
Thirwall A. P, (2003): Growth and Development with special reference to developing

economies-8™ Ed, Palgrave Mcmillan, New York.
Tobin, J; (1965): Money and Economic ( ica, Vol 34: 69-72

Treasury, (1996): Growth, Employme tion (GEAR), (on line) Available:
http://www.treasury.gov.za/documents/gca' ~ccessed: 17/06/2007.

Weeks J, (1998): Stuck in LoWWWF@WH&Y@h Africa, 1996-1998, (on
line) Available:http://mercury.soas.daufkédtvaomicsfvedipepieéobe/wp85.pdf; Accessed:

17/10/2007.

West K. L, (2005): Determinants of Australia’s national saving rate over the period 1980 to
2002, School of Policy, University of Newecastle, (on line), Available at:
http://www.nzae.org.nz/conferences/2005/12-West.PDF, Accessed: 02/10/2007.

World Bank, (1994): South Africa: Stimulating growth, Africa Region, Number 21, (on line)
Available: http://www.worldbank.org/afr/findings/english/find21.htm, Accessed: 21/01/2007.

World Bank, (1999): Why do savings rates vary across countries? World Bank Policy and
Research Bulletin, Vol. 10(1)

World Bank, (1998 and 1999): World Bank Indicators, The World Bank

World Resources Institute, (on line),"Available: http://earthtrends.org//, Accessed: 10/10/2007.

130



Data used in the regression

APPENDIX

Year Growth Pol GDS YPC RD Inf FSD Credit I
1980 6.6 5 339 42| 5362 13.8 34.6 157 | 2033
1981 54 5 272 29 | 37191 152 37.01 209 | 2102
1982 04 5 205 27| 1358 14.7 38.03 244 | 2065
1983 18 5 243 41| 631 12.3 40.77 311 | - 2020
1984 5.1 5 25 28 | 4504 115 4325 396 | 19.02
1985 12 5 24.6 34| 4416 16.3 4.77 461 | 1790
1986 0.0 5 233 22| 3075 186 38.1 508 | 1457
1987 2.1 6 217 01| -5051 16.1 39.77 527 | 1354
1988 42 6 2.7 12.8 44.82 630 | 1463
1989 2.4 6 2.4 14.7 4729 743 1522
1990 03 5 19.1 14.4 4632 840 | 1491
1991 -1.0 5 18.6 15.3 463 960 | 1395
1992 2.1 5 16.3 13.9 46.25 985 | 1351
1993 12 5 16.4 9.7 41.99 1055 | 1327
1994 32 2 16.9 9 44.77 1153 | 1391
1995 3.1 1 16.5 v 8.6 44.83 1274 | 1493
1996 43 1 aeal o eal eyl 7. | 4603 1438 | 1561
1997 26 , [OTVETSITY OL TOTT Lrare—, 1731 | 1608
1998 0.5 1 1540 Renl  satxcall ¢ 5164 262 | 1676
1999 24 1 15.9 02| 6654 6.9 53.53 2549 | 1513
2000 42 1 15.8 21| 2011 6.52 50.16 2563 | 15.14
2001 27 1 15.6 08| 379 6.14 52.46 2757 | 1526
2002 3.7 1 169 19 | . 64.85 92 5431 2741 | 1526
2003 3.1 1 15.8 15| 549 5.8 58.61 2844 | 1615
2004 48 1 14.4 34| 11.03 57 59.57 2865 | 1688
2005 5.1 1 14.1 37| 1343 58 57.92 3114 | 17.60
2006 5.0 2 13.9 36 | 4236 45 98.75 3861 | 1891
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