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Introduction 

A satisfactcry rate of economic grovvth normally requires 
an adequate rate of Investment and therefore, an 
adequate supply of savings. A heightened concern with 
investment was prompted during the 19705 by slow 
productivity growth in most developed countries. The 
implications this had for real income growth. together 
with the inability of many economies fully to absorb a 
growing labour force. was seen in a serious tight by 
policy-makers. Higher saving and investment were 
widely proposed as the remedy for these weal<nesses in 
the production structures of industrial economies. 

During the second half of the 1980s. In particular. the 
SOUth African economy experienced a fale similar to that 
of the glObal economy. The national saVIngS rate fell to a 
low level and a sustained inflow of capital into the country 
was tumed into a net outflow of capital from the country. 
n-e growth potential and employment-creating capacity 
of the economy deteriorated badly. It is therefore not 
SUfPrising that increasing concern has, from time to time, 
been expressed by pc;Ooy-makers and ecooomic analysts 
of South African conditions about the low levels of 
domestic investment and savings ratios. 

This article aims to present an overview of savings 
trends in South Africa aver the past almost three and a 
half decades in order to obtain a better undel"standing of 
the lower savings ratio of the country, The focus is 
primarily on the determinants of private-sector saving and 
the likely effects of tax and other policies on the ~ving 
declsions of private-sector agents, 

The importance of saving in the national economy is 
discussed in the first section of this article. The definition 
and measurement of saving in the national accounts are 
then summarised in the serond section. This is followed 
by an overview of trends in domestfc saving since the 
beginning of the 1960s and by a description of the more 
important deterfTllnants of savings behaviour. "The likely 
outcome of measures to strengthen the national savings 
rate is discussed briefly in a subsequent section before 
some concluding comments are made, 

The impor1anee of saving in 1he national economy 

Saving provides the wherewithal for capital formation 
which, in turn, is essential for economic development. 
Investment is widely accepted as a goal of economic 
policy because it allows prQdl.X)8fS to take advantage of 
technological progress, increases the productivity of 
_ and consequef111y real wages and lhereby allows 
for the permanent improvement of the standard of living 
of the population. 

In a closed economy with no foreign trade, 

investment would equal savings. In an open economy 
that trades with other countries, it is possible for an 
imbalance to exist between domestic saving and 
domestic investment. The difference between domestlc 
saving and investment is then reflected in the surplus Of 
deficit on the current account of the balance of 
payments. When domestfc investment exceeds 
domestic saving, the shortfall becomes visible in a deficit 
on the current account of the balance of payments, 
which must be financecl by importing saving from other 
parts of the wor1d - i.e. by means of an inflow of capital 
rrom abroad - or by running-down the country's stook of 
foreign reserves. This Indicates that a part of the 
adjustment to an imbalance between saving and 
investment may be in Ihe form of changes in the 
exchange rate. 

In many countries around the 'NOI'Id, experience has 
st10wn lhal the PUlSuance 01 a cheap money pC;00y with 
credit abundantly available at low cost will end in a spiral 
of successive depreciations of the currency and 
escalating inflation, A sufficientty strong saving 
performance is therefOfe an important precondition for 
macro-economic balance and the maintenance of 
financial and price stability, 

In the public debate on appropriate economic policies 
for South Africa it is often argued that additional 
investment. and therefore saving too, is needed to foster 
long-term economic growth. Some participants in this 
debate apparently believe that an Increase in the savings 
rate provides a means to accelerate the rate of output 
growth permanently. In reality, however, an increase in 
the share of domestic income devoted to saving and 
investment does not necessarily affect the growth rate 
indefinitely if It is not accompanied by changes In the 
production structure or by technological progress 
resulting in improved techniques or organisation of 
production. 

A higher saving and investment level can nevertheless 
raise the level of output per worker, and during the 
transition from a lower investment level to a higher one it 
would also raise the growth rate lemporasily. It must also 
be taken Into account that the portion of domestic 
income allocated to saving, cannot be increased 
indefinitely, The saving ratio of a community is 
determined by the optimising decisions of many individual 
households w11ich ensure that a major portion of current 
income will a/'ways be consumed. 

Towards the end of the 19705, the need for higher 
g!obal savings rates was viewed in a serious light 'I-Ihen 
real income growth slowed down in virtually an the rich 
countries of the woMd. The increase in the propensity 10 
spend was then no longer seen as the start of a virtuous 
multiplier process of increasing aggregate. demand. 01 
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the contrary, it was viewed as a structural deficiency 
which prevented economies from increasing their 
capacities to produce. The saving shortfall in the rich 
countries since the late 1970s was aggravated, firstly. 
by the financing needs of Third World countries and. 
secondly after 1989, by the economic restructuring of 
formerty communist countries in Eastern Europe and 
the former Soviet Union. It was feared that real inlElfest 
rales will be pushed higher by these global financing 
requirements and that this may suppress real fixed 
investment. In this mannElf, lower global saving means 
lower investment and slower real income growth 
throughout the world . 

Definitions and measurement of saving in the 
national accounts 

Gross domestic salling In the nalional accounlS 
represents thai portion of total income generated dtxilg a 
certain peIiod. wtich ~ rot COflsuned during that peIiod. 
Saving is retained Income resulting from the 
postponement of consumption. It is measured as a 
balancing item in the current inoorne and outlay a:::counts 
of the domestic institutional sectors , i.e. private 
households, companies and the general government. 
Capital gains and losses as welt as p<olits or losses made 
from the revaluation of financial or fixed assets, are 
excluded from savlng in the national accounts. Net 
domestic savl'lg ~ equal to gross domestic 5aW1g less 
the provision for depreciation. Net domestic saving 
oomprises net public- and private-sector saving. Private 
saving, in tum, consists of personal and CO!pOI"8te saving. 

In the national accounts the saving from each of the 
a.bove secto-s is consolidated and repfesents that part of 
gross national disposable income which has not been 
spent on private and government final consumption. 
Gross national disposable Income encompasses the 
receipts by residents of income from employment , 
..,trepreroor1;/1" and p<operty ..... net lactor payrre'1ts 
to the rest of the wOOd, plus net current transfers from 
abroad. Current transfers to a country are nmmally 
included in the Income from which saving is calculated. 
Capital transfers, however, are not. but are considered as 
a SOLII'"ce of finance because they supplement saving in 
the recipient country. National disposable income 
represents the amount available for consumption 
expeodillxe ard saWlg. the latt .... " t<.m. being available 
lor the acquisitio!1 01 capital assets 01 "'"' kind or another. 

In South Africa's set of national accounts a 
distinction is drawn between personal saving. caporate 
saving. general government saving and allowarces for 
asset depreciation. 

Personal saving 
Personal saving, or saving by households, includes the 
retained income of unincorporated busirleSS enterprises 
and retained income of non-profit institutions serving 
households. AU the income of pension fLnds is attributed 
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to households. In the case of life insurance companies. 
part of their net income is allocated to households as 
interest added to the equity of policy-holders. Any 
portion of current expenditure of households not financed 
by current income but rather by the use of credit , 
represents an increase in the financial liabilities of 
Individuals and Is treated as negative saving. Therefore. 
personal saving in the national accounts is also defined 
as the surplus 01 total saWlg by househotds over the use 
of consumer credit. 

Personal saving is usually divided into two categories. 
namely contractual and discretionary saving. Contractual 
saving involves individuals commiMing themselves to a 
series of payments such as premiums on insurance 
policies. contributions to pension funds and the capital 
amount payable on households ' mortgage loans. 
Discretionary saving, in contrast. refers to types of saving 
where households are no t bound by any fixed 
commitments. All contractual saving normally stems 
from discretionary saVInQ to the extent that contractual 
obligations are made on a voluntary basis. AA exception 
is 'Nhere the employee is bound by a oontract of service 
to contribute to a pension fund. 

Because of the inadequacy of data sources. the 
direct estimation of personal saving from the income and 
expenditure account of households will be subject to a 
considefable margin of error. Rather than introduce an 
additional statistical discrepancy to the national accoLnts, 
it is assumed that the national accOIX'Iting identrties hold 
p<eciseIy. and that aD the other OC>ITlfXlI1E'1ts 01 aggregate 
domestic saving can be estimated with a greater degree 
of accuracy than personal saving. Personal saving is 
8CCOfding~ derived as the balancing item on the capital 
finance account. 

The capita! finance account sets out the ways In 
which reSidents accumulate physical capital and the 
ways in which they finance this accumulation. Gross 
fixed investment and changes in inventories are the 
means of accumulation. Gross domestic saving is the 
main domestic source of finance. The other principal 
source of finance is the transfer of saving from the rest of 
the wOOd. After having IdenUfied such transfers and the 
contributions to domestic saving by the corporate sector 
and the general government, saving by the household 
sector is derived as a balancIng item on the capital 
finance account. 

The national-accounts estimates of personal saving 
do not distinguish between COfltractual and dWetionary 
saving. but tentatrve estimates of contractual saving are 
often prepared from the consolidated income statements 
of pension funds and long-term insurers. Although 
dIfferentiation between contractual and discretionary 
saving is not Important from a macro-economic polnt of 
Vtfm. increases in contractual-type saving accompanied 
by a corresponding increase in the financial liabilities of 
the household sector will leave total personal saving 
unchanged. It will only cause a rearrangement in the 
saWlg portfolio 01 the person,; sector. 



Corporate saving 
Saving in the corporate sector is the balancing item 
between the income and expenditure accounts after 
the current receipts and payments of companies have 
been taken fully into consideratfon. It could also be 
described as the retained income of private and public 
incorporated financial and non· financial enterprises. 

Corporate saving is estimated as the sum of the 
gross operating surpluses of companies. less the net 
dMdeod. interest , rent and royalties payable by them to 
the other sectors of the economy and to the reSI of the 
world , less direct taxes and other net transfer 
payments made to the genera l government, the 
household sector and the rest of the world. Corporate 
saving calculated according to these guidelines 
represents gross corporate saving. Net corporate 
saving comprises gross corporate saving after 
provision for depreciation and Inventory valuation 
adjustment. The laUer is the difference between the 
change in the book value of Inventories and the 
physical change In Inventories valued at the average 
prices prevailing during the period of change. This 
difference is a measure of the net gain or loss realised 
on inventories by businesses as a result of price 
changes. Gains and losses on invenlOfY holdings form 
part o f corporate profits before taxes, and must be 
excluded in order to measure current production and 
actual saving by the corporate sector. 

Saving by general government 
Saving by general government is the total of retained 
profits of public enterprises and retained taxes and other 
current receipts not disbursed on current outlays 01 
government. In contrast to households whose inoome 
consists mainly of factor income, income of the general 
government consists of current transfers received from 
the private sector in the form of tax revenue and aU 
current non-tax revenue. Tax revenue embraces all 
direct and indirect taxes, and norHax revenue includes 
Income from property. the cash operating surpluses of 
departmental enterprises, and some other current 
receipts such as flf18S and forleitures. 

On the expenditure side, current government 
expenditure Includes an current outlays for goods and 
services by general government, covering wages and 
salaries of government employees and outlays on other 
non·capital goods and services. This com~t also 
includes defence expenditure and an imputed expense 
fO( the capital consumption of fIXed assets by general 
government. Interest payments on public debt , 
subsidies and other transfers to the household sector 
and the rest of the world form the remaining part of 
current expenditure by general government. 

Provision for depreCiation 
Gross domest ic saving includes prOVISion for 
depreciation, or capital consumption allowances. In 
natlonaJ accounting terms, the consumption of fixed 

capital can be defined as that part of the gross value of 
production which is required to replace fixed capital 
consumed In the process of production. ThIS flow IS 
based on the expected economic Ijfe of Ihe individual 
asset and covers the loss in value due 10 foreseen 
ageing and normal wear and tear. 

Estimates of depreciation allowances in the national 
!lCOOU1ting tables am calaAated from national _ 
totals at const ... prices ..-d 1te1 corMlf1ed to repIacEmlnt 
values n order to make an ~t of the use of capital 
assets at prices ~ n the _ that ~ of 
capital actually takes place. These estimates may diffEll' 
substantial~ from the depredation changes provkjed fo< n 
the eo::ounts of private-sector~. 

Trends in gross domestic saving 

From the information provided in Table 1 and Graph 1, it 
is apparent thai gross domestic saving In South Africa 
averaged 23.8 per cent 01 gross domestic product in the 
period from , 960 to 1993. In recent years. starting in 
1986, a distinctly downward trend in the aggregate 
saving rate became discerOOle. As a result, the average 
saving rate in the period 1985·1993 fell to 21 per cent, 
compared with 23.3 per cent in 196()-t 972 and 25.7 per 
cent in 1973·1978. During the period 1979-1984 the 
saving rate was at a higher average level of 27,1 per CSflt, 
but saving behaviour during that period was strongly 
Influenced by the windfall profit s of gold-mining 
~. whef1 the price of gold reached exceptionaly 
high levels. 

Graph 1: Gross domestic saying as a percentage 
of gross domestic product 
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Table 1. Components of gross domestic saving as percentage of gross domestic product 

Private Private 
Year households corporate 

sector 

1960 .................... 6,0 9,4 
1961 .................... 10,2 B.7 
1962 ............. .. ... .. 11 ,9 8,9 
1963 .................... 9,6 8.7 
1964 .................... 6.6 10.1 
1965 .................... 6,8 9,4 
1966 ...... .............. 8,3 9.3 
1967 .......... .......... 8,3 B.4 
1968 .................... 9,3 8,6 
1969 .................... 6.6 9.2 
1970 .......... .......... 6.2 B.3 
1971 ... ................. 9.5 6,6 
1972 .................... 10,1 9,5 
1973 .................... 6,3 11 ,1 
1974 .................... 6.3 11,3 
1975 .. .................. 8.3 11 ,2 
1976 ............. ... .... 5.7 13,0 
1977 ................. ... 9.6 13,7 
1978 ............ .... ... . 7,3 15,4 
1979 .................... 9,6 18,2 
1980 .......... .......... 8.8 19.5 
1981 .... ................ 3,9 18,3 
1982 .. ...... ....... ... .. 4,0 13,9 
1983 ...... .......... .... 4,1 18.4 
1984 ...... ... .......... . 5,4 15,7 
1985 ............ ........ 6,9 16.0 
1986 ......... ........... 5.3 16,9 
1987 .... .. .............. 6,2 15,9 
1988 ................ .... 5,7 15,6 
1989 .......... ... ....... 5,4 15,6 
1990 ................. ... 4,0 14,4 
1991 .................... 4,5 14.2 
1992 ............ ....... . 5,9 15,0 
1993 .................... 6,2 15,6 

Averages 
1960-72 ........... . 8,4 9,0 
1973 -78 ............ 7,3 12.6 
1979 -84 ... ......... 6.0 17,3 
1985-93 ............ 5,6 15,5 
1960-93 ............ 7,0 12,8 

In Table 2 South Africa's savings rate IS compared 
with that of a number of developed industrial 
economies. Until the mid-l98Os South Africa's saving 
relatrve to gross domestic Pf<x:luct compared faVOUfab/y 
with that of the other countries included in the table. In 
fact, South Africa's ranking among the eleven countries 
improved from ninth in the years 1961 -1972 10 siXth in 
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Total General Total gross 
private govemment domestic 
sector saving 

15,4 6,5 21,9 
18,9 5.3 24.2 
20,8 3,6 24,4 
18,2 7,0 25.2 
16.7 6,7 23,4 
16,2 5,9 22,1 
17,7 5.1 22,7 
16.7 7,3 24,0 
17,9 6,8 24.7 
15.8 6,8 22.6 
14,5 6, 1 20,6 
18.1 4,5 22.7 
19.7 5, 1 24 ,8 
17,4 7.7 25,1 
17.7 7.8 25.5 
19.4 5,9 25,4 
18,7 4.3 23,0 
23.3 4,2 27,5 
22,7 5,0 27,7 
27,8 4.5 32,2 
28.4 6,1 34,5 
22,1 5,1 27,2 
17,8 2.9 20,8 
22.5 2,9 25,3 
21.2 1,4 22,5 
22,9 1.6 24,5 
22,2 1,3 23,5 
22,1 0,4 22,5 
21,3 1,4 22.7 
21.0 1,5 22,6 
18,4 1,2 19.5 
18.6 0,3 18,9 
21.0 .4,0 17,0 
21,9 -4,4 17,5 

17.4 5,9 23,3 
19,9 5,8 25.7 
23,3 3,8 27,1 
21.0 -0, 1 21.0 
19,9 3.9 23,8 

1973- 1978 and then to fourth in 1979-1984. In recent 
years, however, South Africa's savings ratio has been 
exceeded by that of most of the other countries. 

So..rth Africa's average savings rate In the 198Qs and 
EB1y 19005 broody corresponds 1Wtl1he _ savi1gs 
rate of other mddIe-i1come economies, 1.9. ecorunies...vith 
'" _ h:ome PE< capi1a _ US$2. OOQ-;l 000. 
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Table 2. Gross domestic saving 10r selected countries as percentage 01 gross domestic product 

Period Australia Canada France Japan United 

Kingdom 

1961 -72 29.2 23,9 25,1 35,8 18,4 
1973-78 27,5 26,0 24,2 33. 1 21,9 

1979-84 28.6 21.9 21,5 30. 1 14 ,5 
1985-92 26.5 23,4 20 .• 30.6 21.1 

. Period 1985-93 
SOI..r'r::e: IMF. In fematfonal AnanciaJ StatJStK;s (Various issues) 

On average, the savings rate of these middle-income 
ecooomies was, at 24 ,2 per cent. only one percentage 
point higher thaI1 that of South Africa. In the period since 
1980 South Africa ranked sixth among the eleven 
/ndMdual developing countries listed In Table 3. Since 
1985. ho'Never, South Africa's savings rate deteriorated 
more rapidly than the savings rate of thOSe countries Wsted 
in Table 3 and on average atso weakened against the 
performance of the middle-rooms eoonomies. 

The somewhat abrupt weakening of South Africa' s 
saving rate towards the middle of the 1980s roincided 
with a reversal of net capital movements into the 
country , Until 1984 domestic saving was generally 
augmented by an Inflow of capital from the rest of the 
world. There were times, such as the years 1960-1963 
and 1977-1980. when the country suffered a net outfIcr.N 
of capital, but these pericx:ls were relatively short-lived 
and were soon follO\oVed by renewed inflov.ls of capital. 
Since 1985. wtlen the decline in the aggregate savings 
rate began. it has been accompanied by an unbroken 
series of annual outflows of capital. As a percentage of 

Austria Germany United Portugal Swib:er- South 

States land Africa 

28,5 26,6 16,2 26.0 31.0 23,5 
28, 1 21.1 17,4 27,8 24,2 25,7 

24.9 21.0 18.4 31,0 23,6 27,1 

24.8 19,4 17.3 27,7 24,0 21,0' 

gross domestic product , these outflows amounted to 
2,5 per cent. In previous years South Africa could st~1 

expect an inflow of capital from the rest of the world. 
averaging about 1 per cent of gross domestic prOduct . 

Ouartef1y movements in the ratio of aggregate gross 
d omestic saving to gross domestic produc t are 
Indicated in Graph 2. along with the successive 
upswings and downswings of the South African 
business cycte. Although the cyclical behaviour of the 
gross domestic savings ratio does not appear to be 
entirely consistent . the general tendency is for the 
domestic saving rate to strengthen relative to gross 
domestic product when the economy is in a do.vnward 
phase of the business cycle and to weaken when 
economic activity is expanding. A notable exception 
was the upswing phase of 1978-1981 . when the rising 
price of gold caused windfall profits to be saved by the 
gold-mining industry and the overall national savings 
rate improved. An even more striking exception to the 
regular pattern is the continuous decline n agg-egate ga;s 
dcrnestic ~ relative to the goss dcrnestic poc1Jct "'" 

Table 3. Gross domestic saving 10r developing and middle-income economies as percentage of gross 
domestic product 

Country 

Argentina ........ .... .. .. .... .......... .. ..... . 
Botswana .... ..... ......... .. " ..... .. ... ... . . 
Brazil ....... .. ............... .. ...... .......... .. 
Chile .. .... ............... ... .................... . 
Hungary ...... , ...... ,., .. , .. " .... , ..... , ..... . 
Iran .. . , .... , .. , ........................... ....... . 
Malaysia ... .... ................... , ... , .... , .. . 
Mauritius ....... ... .. , .... , .. , ..... , .. ...... ... . 
Mexico ... ..... ... .... ........ ..... ....... ... .. . . 
South Africa .. ........................ ..... .. . 
Turkey ........... , ..... .... ................ .. .. . 
Middle-income economies ....... ... " 

Soutce: Worid 8<ri:, World Tables. 1993 

Period 

1980-92 
1980·89 
1980-90 
1980-91 
1980-92 
1980-91 
1980-91 
1980-91 
1980-92 
1980-92 
1980-91 
1980-90 

Average savings 
rates 

16.3 
25,1 
23,3 
17.9 
26,7 
21.0 
32.8 
20.7 
24.0 
23.2 
18.7 
24.2 

Period 

1985-92 
1985-89 
1985-90 
1985-91 
1985-92 
1985-9t 
1985-91 
1985-91 
1985-92 
1985-93 
1985-91 
1985-90 

Average savings 
rates 

14,6 
32.1 
25.2 
21 ,6 
25,4 
18.6 
33,6 
24,5 
22.0 
21 ,0 
20.8 
23.5 
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Table 4. Gross domestic saving and net capital 
Inflows from abroad as percentage of 
gross domestic product 

Period 

1960-72 ....... .... . 
1973-78 .... ...... .. 
1979-84 .. .... .... .. 
1985-93 .......... .. 

Net inflow of 
Gross domestic capital not 

saving related to 
reserves 

23.3 
25.7 
27,1 
21,0 

1,8 
1,6 
0,5 

-2,5 

lte """'" ""Y long clowrosvkog fmm 1989 to 1993. 
A strengthening of the saving Pfopensity of tre private 

sector appears to be a natural response during times of 
relat1ve adv8fSity. Weaker income growth and a general 
lack of ,iob-security during recessionary times is likely to 
Instill a sense of caution and frugaIrty 8I'1"IOf'YJ hotsehoIds. 
The most Pfobable outcome then is for spen<fmg growth 
to be curtaited and for saving to move higher . 
Conversely, a deterioration in the savings rate can be 
expectecl during an economic upswing 'Nhen consumers 
feel more secure and are more inclined to increase their 
current consumption outlays. 

General goverMlent saving is likely to move in the 
opposite direction from private-sector saving. In limes of 
economic recession, government lax revenues grow 

Graph 2: Quarterly gross domestic saving as a 
percentage of gross domestic product 
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more slowly or may even decline as business activity 
wanes. At the same tme, public-sector spending may 
increase faster as a resut of deliberate spending policies 
aimed at the stabilisation of aggregate domestic cXmand. 
or because of Increased social security spending and the 
payment of unemployment benefits. These may serve to 
reduce saving by the general government during 
downturns of the business cycle. In contrast, general 
government saving may improve during upturns as tax 
revenues increase and public-sector spending slows 
down relative to the growth in the gross domestic 
product. These opposing changes expected in 
government and private-sector saving make it cfrfficutt to 
come to any a priori conclusion about the cyclical 
behavicxx of the aggregate domestic savings ratio. They 
also explain v.tJy the cyclical movements of tt'<> aggregate 
domestic savings rate in successive upswings and 
dovoInswings are not fully consistent WIth one another. 

The private savings rate in South Africa has been 
relatively firm since 1960. In fact. it has trended slightly 
upwards over the past thhiy-four years. A ~near growth 
trend over the years 196()..1993 fitted to the annual ratios 
exhibits a slight upward tendency.' In tre peIiod 1985-
1993 gross private saving as a percentage of gross 
domestic product averaged 21 per cent, compared .nth 
17,4 per cent In 1961-1972. 

The relative stability of the overall private-sector 

The slope coef1IcIent of a 1Og.~ straicj'lt line fitted to the 
saving rate CNelIhe period 1960·1993 was calculated at 
0,Q1 . 

Graph 3: The components of gross private-sector 
saving as a percentage of gross domestic product 
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savings rate conceals the changes in the composition of 
private-sector saving during the 19805 - see Graph 3. 
Gross saving by private households relative to gross 
domestic product has been dec~niog steadity since the 
1960s. Household saving as a percentage of gross 
domestic product in the years 1985-1993 amounted to 
5.6 per cent, COO1patad with 8.4 per cent in 1960 -'972. 
This declining tendency is mirrored by an increase In 
private corporate saving from 9 per cent of gross 
domestic product in 1960-1972 to 15,5 per cent in 
1985-1993. 

The shift in relative importance from household saving 
to corporate savin9 is also apparent in the declining 
average propensity to save from disposable Income -
see Graph 4. In lhe 1960s and early 19705 households 
saved on average 9.3 per cent of lheir annua d;sposat;e 
inoome. This perceotage d\.virK:l1ed to 3,7 per cent In the 
~ 1985-1993. 
Unlike the relatively stable behaviour of the pMvate-sector 
savings ratio. gross saving by general government as a 
percentage of the gross domestic product declined CN9( 

the years since 1960. In the years 1960 ·1972 the 
saving by genera/ government was equal to 5.9 per ceol 
01 gross domestic product. but in 1he ~ 1985 10 1993 
it changed from positive saving amounting to 1,6 per 
cent of gross dOmeStic product. to dissaving amounting 
to 4.4 per cent. Since 1991 gross saving by the general 
government has turned into gross dissaving. In the sense 
that current expenditure has consistently exceeded 
current revenue. 
\IIeINed CNef the entire period since the 1960s it is clear 

Graph 4: Net private household saving as a 
percentage of personal disposable income 
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thaI the weakening during the 1980s of the ovefall gross 
domestic saving rate should be blamed mostly on the 
decine " government saving. The relative stability of the 
private-sector savings ratio over a fairly long penod of 
time may also indicate thai it would be difficult to alter 
private-sector savings behaviour by some adjustments in 
tax policies. In addition. the stable overall private-sector 
saving rate lessens to some extent concems expressed 
about the declining private-household savirYJ rate. 

The determinants of private-sector saving 

Most studies attempting to identify the determinants of 
savings behaviour rely on some variant of the life-cycle 
or permanent-Income hypothesis. According to these 
theories. households maximise the benefits of 
consumption over the ir lifetime, subject to the 
constraints of expected lifetime income and Initial 
wealth. Interest rates Indicating the terms of the trade­
off between current and future consumption. 
demographic variables and wealth are accordingly 
singled out as potential causes of change In consumer 
behaviour. Other determinants include changes in 
average income Jevels. the distribution of income 
among households and the ability of individuals to 
~pierce the corporate veil-. 

Real after-tax interest rates 
There is no general agreement among economists about 
the impact of a rise in the real after-tax interest rate on 
decisions to CClI"lSI.XI19 or save. A rise in the rate of return 
on accumulated saving increases the opportunity cost 
associated with current consumption and should raise the 
savings rale. At the same time, the future income stream 
expected from this higher rate of return on saving may 
encourage current consumption. Because these two 
forces O.e. a substitution effect and an income effect) we 
worKing in C>pIX)Site directb1s, the net effect of a change 
in the rate of retum cannot be determined 'Nith certainty. 

RIsing marginal personal tax rates together with 
persistently high inflation eroded the real after-tax rate of 
return on deposit-type saving in South Africa severely 
during the t980s. Table 5 indicates that the average 
marginal tax rate of individuals increased tram 10.2 per 
cent In 1971 to 19.1 per cent in 1981 and then to 31.6 
per cent in 1991 . M amount of Rl00 invested at the 
beginning of the fiscal year 1970/71 under the 
assumption that interest income is capitalised at the end 
of each year. would have been reduced In real 
purchasing vaJue to R43.75 at lhe end of fiscal 1993194. 
This was essentially caused by the progressiveness of 
direct personal income tax scales and continuous 
inflation. which moved increasing numbers of taxpayers 
to higher income categories with higher marginal tax. 
rates. 

11 is gener.;1y tJ<;ieved that the decline in households' 
preference for saving in the form of deposit -type 
investment has been adversely affected by the decline in 
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Table 5. Real after·tax retum for the average taxpayer on 12 months' fixed deposits 

Year ending Nominal Marginal tax After-tax rate Inflation rate Real after-tax Value of R1 00 
28 February interest rate rate of retum return investment 

% % 

1971 •. . "." •... ". 7,3 10,2 
1972 """"""". 7,5 15,8 

1973 """"""". 7,1 17,8 
1974 "."""",, .. 7,0 17,3 

1975 "."",,""" 9.1 17,8 

1976 "." ." " ."" 9,5 18,8 
1977 "" .. """ .,, 9.5 20,6 
1978 ... " " .. """ 9,5 21,2 
1979." .. ".""." 9,0 20,3 

1980 "."".""." 7,3 19,7 
1981 ".".""".,, 7,6 19,1 
1982 " .. """ .. ,,. 10,5 21,6 
1983 ."" ..... "". 15,2 23,2 
1984 " ... "" ...... 13,3 25,2 
1985 ""."" .. ,," 17.5 28,S 

1986 """."""" 15,7 25,7 
1987 .. """ .. "". 11,4 26,9 
1988 .. "."" ... " . 10.4 25,9 
1989 .. """ .. "." 12,9 27,7 

1990 """.,,""" 16,6 30,8 
1991 ".""." ",,. 17,0 3 1,6 
1992 """ ... ,," " 15,8 29,2 

1993 """"".,," 13,2 28,1 
1994'1 ... .. ...... ... 1 1 ,5 29,2 

1. The marginal tax rate of 1994 is a preliminary figure. 

real after-tax Interest rates. By the same token, 
however, this fa ll in the return on deposit -type 
investment could have encouraged the relative rise in 
corporat e saving in the place of direct saving by 
households. 

Oem agraphic trends 
Thl ife-qcIe tTypothesis of sao.ings beha-,;oo- OOi::a1es tha1 
the "-""<lft sao.ings rate of an ec:or'OO1y >MI be nlk.Jeoo>:j by 
the age distriJutioo of houseI1dds. Ths rrodeI cistl"gLishes 
between stages of tl1e ramal ~e C)I:Je: dissavi'lg asrong 
)00119 acUts engaged n a:Iucat"" !rd tl1e eat!; s!ages 01 
fam;~ lonnat"", saW1g among -.- WI:lI1<i1g adu~ and 
dlssaving among retired people. Communities with large 
sections of tl1e pq:<Jation n tl1e )'OO'lgeI' and/or retred age 
group are ijkeIy to have a oomparatively k:>w saVn;js rate, 
Thlse v.itI1 a t.,;gh rate 01 pq:<Jation growIt1 M tard to have 
a cIeciing sao.ings rate. 

.4£:rording to population census statistics, the section 
of the poj:X.Jlation of South AfrX;a in the age group 25 to 44 
years ;ncreased from 25,5 per cent " 1970 to 2B,5 per 
cent in 1991 . This increase in the share of younger 
consumers in the total population, with their greater 
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6,6 
6,3 
5,8 
5,8 
7,5 
7,7 
7.5 
7,5 
7,2 
5.9 
6.1 
8,2 

1 1 ,7 
9,9 

12,5 
1 1 ,7 
8,3 
7,7 
9,3 

1 1.5 
11,6 
11,2 
9.5 
8,1 

% % R 

4,2 2,3 102,26 
6. 1 0,2 102.47 
6,8 ·0,9 101.54 
9,6 ·3,5 98,01 

12,7 -4,6 93.47 
12.7 -4.4 89,34 
1 1 ,5 -3,5 86,17 
10,8 -3,0 83.59 
10.4 -2,9 81,15 
13,5 -6.7 75.69 
14,1 -7,0 70,4 1 
14,9 -5,8 66,32 
14,8 -2.7 64,52 
1 1 ,6 -1 ,5 63,56 
12,5 0,0 63,57 
16,9 -4,5 60,72 
18, 1 -8.3 55,70 
15,7 -6,9 51,85 
12,8 -3,1 50.25 
14,9 -3,0 48,76 
14,3 -2,3 47.62 
15,6 -3,8 45,81 
12.9 -3,0 44.42 
9,8 -1.5 43,75 

preference for consumption than for saving, could have 
contributed to the decline in the saving rate of the 
household sector. 

Redistribution 01 income among households 
The redistribution of real income in favour of low-income 
earners w1t:h a high average propensity to consume tends 
to increase the proportion of domestic income which is 
devoted to private and public consumption and thereby 
reduces the savings rate. Well-developed social-secunty 
systems also tend to Iow"er the household savings rate, 
since they _ the necessity to provide for old age and 
assorted mishaps (unemployment, sickness, disability), 
and consequently reduce thriftiness. In addition. the 
dependency ratio is high in South Africa among lower­
income earners. This means that the number of 
household members dependent on the income of a 
single income-eamer is high_ This situation is aggravated 
further by rising unemployment and extended family 
relationships among a large segment of South African 
society. These household characteristics unavoidably 
reduce the capacity to save. 

An analysis of Information contained in various 



-

surveys of household expenditure confirms that saving 
from CUTeflt Income among IO'vver -income households in 
South Africa IS practically non-existent. The SCMngs rate 
of high-income earning households is virtually twice as 
high as that of households classified as middle-Income 
eamars. 

Slow income growth 
Real housel'dd income growth slowed down perceplibly 
in the 1980s - see Graph 5. Inflation-adjusted current 
household income growth slowed down from 6 per cent 
in the 1960s to 4 per cent in the 1970s and then to 2,8 
percent in the 1980s and earty 1990s. 

The rising direct tax burden on individuals held 
back disposable income growth yet further. Real 
personal dIsposable income increased al an average 
annual rate of 4,9 per cent in the 19605 and 4.1 per 
cent in the 1 970s. but then slowed to 2 per cent per 
year in the 1980s and early 1990s . In additIon, real 
personal disposable income per capita receded at an 
average annualised rate of 1 per cent between 1980 
and 1993. Therefore the maintenance of past 
spending habits and a reluctance to come to terms 
with the slower pace of Income growth weakened the 
savings propensity of South Africa' s household 
sector. 

Deregulation of financial institutions 
11>3 deregulatOO of _ rnt~Ulions cfurir9 lhe 1900s 
created many rteN lending opportuni1ies for banks and 

Graph 5: Real income of households 
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other financial InstItutions and afforded Individuals much 
easier access to credit faafities. ThIs a/Iowed households 
to maintaIn higher levels of spending than would have 
been the case under different circumstances. In 
consequence, households' use of consumer credit 
facililies relative to their disposable incomes in the , 980s 
moved to a much higher level than in previous years - see 
Graph 6. 

Alongside thls development, the rise in asset prices 
disguised the nse in households' overall Indebtedness. 
Table 6 indicates that the prices of shares listed on the 
Johannesburg Steck Exd1ange rose on avemge at a rate 
of to.8 per cenl ave< the period 1970 10 1993, v.Mreas 
the prices of private dwelUngs rose at an average rale of 
10,4 per cent CNe( the same period. 

As can be seen from Graph 6 the deterioration n the 
savings rale of househotds al the begmirg of lhe 1980s 
coincided with the greater use of credit by prIvate 
households. The lower !EM; of lhe houseIdd savings rale 
in the 1980s and ear1y 19905 is mirrored by the higher ratio 
of consumer credit to the disposable income of 
households. Although the direct effect on saving of the 
general deregulation of tt'e financial secta n the 1980s 
cannot be quantiflBd, It undoubtedly contributed to the 
rapid rise in outstanding credit and the resulting lower 
household savings rate. 

II has been argued by others that the deregulation of 
financial inst~utlOnS and high inflation created a dimate 
which encouraged MividuaJs 10 _ the buR< of lheir 

Graph 6: Outstanding consumer credit and 
personal saving as a percentage of personal 
disposable income 
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Table 6. Price indices of shares listed on the 
Johannesburg Stock Exchange and 
average house prices 

Period 

1970 ................. . 
197 1 ................. . 
1972 ................. . 
1973 ... .............. . 
1974 ................. . 
1975 ...... ........... . 
1976 ................. . 
1977 ............... .. . 
1978 ................. . 
1979 ................. . 
1980 ................. . 
1981 ................. . 
1982 ................. . 
1983 ......... ........ . 
1984 ................. . 
1985 ................. . 
1986 ................. . 
1987 ................. . 
1988 ................. . 
1989 ................. . 
1990 ................. . 
1991 ................. . 
1992 ................. . 
1993 ................. . 

SoIxce; 

Houses'l 

13,90 
14.94 
15,60 
17,91 
19.44 
20.95 
22.21 
22,79 
23.46 
26.34 
32,66 
45.18 
54,74 
65,92 
71.87 
65,73 
63,03 
69.38 
79,61 
87.60 

100,00 
114,06 
124,14 
133,86 

Shares:!! 

12,20 
11,14 
15.20 
18,61 
20.54 
17.76 
15,09 
14.64 
17,94 
25,17 
41.96 
37,93 
31,90 
44,66 
46,10 
49,61 
67,30 
91.03 
88,39 
91,41 

100.00 
107,06 
112.7" 
129.05 

1. CJuarrarty HousIng Review, ABSA Bank (various issues) 
2. Scum African Reserve BanK, Quarterly Bulletin (lIarious Issues) 

savings In the direction of inflation-hedge instruments 
rather than in the direction of deposit-type savings 
instruments. The net result is that households as a whole 
save with contractual savings Institutions and borrow 
from banks and other financial institutions. Tha nat 
dissavlng of households with these so·called 
discretionary savings institutions is contrasted with the 
saWlg by t-oosehoIds wilh so-caI1ed conlractuaJ savings 
institutions in Graph 7. 

The macro-economic significance of the distinction 
between contractual and discretionary saving Is limited. 
The dlssavlng by households with discretionary saving 
institutions is the result not ooly of saving decisiors taken 
by ildMduals, but also of lhe inves1menl ~ taken 
by these "","u1ions. Banks, i1 paI1icUar. have extended 
increasing amounts of loans to households for housing 
fin;n:;e and COrlSlXTleI' credit to the extent that net lencftng 
by banks to households exceeds the increase in 
household deposi1s with these instWlions. To f\x>j these 
lending operations, banks are relying on funds obtaiMd " 
the wholesale market, amongst others from the 
contractual saving institutions, such as insurance 
companies and penSion funds. Contractuat savings 
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Graph 7: Contractual and discretionary saving by 
private households 
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institutions invest mostty in marketable government and 
private·sector securities and allocate only a limited 
amount of funds to private households and Individuals. 
"The breakdo'M1 of household saving in contractual saving 
and discretionary saving is therefex-e of !imited significance 
- it Is more an institutional classifICation of household 
saving ard reveaJs little ,"ormation on the ac1uaJ savings 
behavKllx of privale t-oosehoIds. 

Interdependence of sectoral saving 
There are goOO reasons to suppose that the saving of 
households and companies are interrelated. The 
relative stability of the overall private-sector savings rate 
has already been noted. The explanation most often 
put forward for this is that households are able to 
·pierce the corporate vei l ~ and perceive corporate 
savings decisions as essentially savings actions taken 
on their behalf. Corporate saving is thus seen as an 
extension of, and a substitu te for, saving at the 
household k3ve1. 

In their capacity as shareholders, individuals have 
ultimate claim to the tXldistributed profits of companies. 
The retention of corporate profits causes the net worth 
of companies to rise, equity prices to increase and the 
nel asset values of households to strengthen. If capital 
gains are untaxed and real earnings on deposiHype 
Investments are seen to be inadequate, saving by 
companies on behalf of indMdual shareholders will be 
highly attractive. Such a situation prevailed in South 
Africa throughoulthe 1980s. 
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Measures to strengthen the domestic 
savings rate 

The current savings rate of the South African economy is 
wkIeI; regarded as 100 low 10 support a sufficient~ high 
economic growth rate. In the Annual EconomJc Report of 
the Reserve Bank for 1994 it was indicated that the 
aggregate savings rate 'NiP have to be raised to 22 per 
cent of gross domestic product to supJXlrt a growth rate 
In real incomes of 3 per cent per year. In 1993 the 
savings rate amounted to only 17,5 per cent of gross 
domestic product. 

The usual way in which governments attempt to 
influence savings behaviour is to exempt investmenl 
il1COfTle partly Of in tun from income tax. The Idea behind 
this is to Influence the marginal rate of return on 
accumulated saving in order to influence the flow of 
saving, 

If all investment income Is accorded exactly the same 
tax treatment, a change in the tax rate will have an 
identical effect on the marglnat after-tax rate of return on 
all forms of saving, Because of the offsetting 
substitution and income effects, the net Change in overall 
saving I\QINS arising from such a tax change Is uncertain. 
The savings rate may either be raised Of reduced by 
such a tax change. The ability of the government to 
influence the private savings rate through adjustments in 
the afiel'-tax rate of retum on saving may therefore be 
'MY limited, 

The loss of \a)( revenue on account of the grantilYJ of 
tax concessions could give rise to an Increase in the 
budget deficit if it is not accompanied by a reduction in 
expenditure or an increase in other revenue. The use of 
tax incentives to stimulate saving may therefore tum out 
to be counter-productive: it may Of may not increase 
private savng, but it 'NiU cause a loss of tax revenue and 
a probable decline in government saving. The overall 
savings rate is more likely to faD if the full benefit of the tax 
cut ~ nol saved by Ire taxpa0ng communITy. 

The eHect of an introduction of differential rates of 
taxation on savings behavicxJr Is to bring about a once­
and-for-atl shift In savings flows to those forms of saving 
that are favoured by the tax change. Once the tax 
concession Is futty capitalised In the price of a financial 
asset, it forms an integral part of the retum to the form of 
saving it was designed to enoourage. A lasting effect on 
the no..... of savings accordingly requires not fTle(e/y the 
introduction of incentive measures, but !heir continuous 
improvement. 

In short, tax incentives to influence savings behaviour 
are much more likely to influence flows to the various 
forms of saving, rather than to have a lasting impact on 
the overall savings rate of the economy. Given all the 
uncertainties pertaining to the effectiveness of 
QOVemment policies to alter private saving, direct actions 
to increase the domestic savings rate by cutti"lg budget 
deliats and raising Q<Ml<11I11Of1I salAng woutd appear 10 
be a rn.dl more certain prescription for success. 

Conclusion 

Private-sector saving relative to gross domestic product 
has demonstrated remarkable resilience in the kJng run. 
The average private-sector saving rate in recent years 
has mamned levels high« !hall lhose attained during 
the , 96Qs, \Nhen the general economic environment was 
much more conducive to a stronger savings 
pertormance. Nevertheless, as a result of considerations 
pertaining to taxation and inflation, the composition of 
private-sector saving has changed considerably; 
COfJ)Or'ate saving roN constitutes a much larger portion 
of total private-sector saving than before. 

The weakening in the aggregate domestic savings 
rale during the 1980s can mainly be attributed to a 
weakening of general government saving, which 
eventually turned into net dissaving. Given the Ionger­
term relative stability of the private-sector savings rate 
and the uncertantles attached to lax measures aimed at 
strengthening private-sector saving, the best way to 
improve the country's savings rate and growth 
performance appears to be a reduction in government 
dissaving - preferably for government savIng to be 
restored to a situation lN1lere positive additions are made 
to private-sector saving. 
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