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Indian Economy 

Lower Savings Pose Structural Impediment To Aggressive Rate Cuts 

Net financial savings (NFS) of Indian households increased to a four-year high at 7.7% of 
gross domestic product (GDP) in FY15. However, it was primarily driven by the collapse in 
financial liabilities rather than gross financial savings (GFS). The latter, in fact, fell to a 25-
year low last year, which is attributed to a 25% decline in incremental deposits. Households, 
however, increased their exposure to risky assets in FY15. A look at leading indicators 
reveals that GFS fell further in FY16. Unless domestic savings pick up, investments are 
unlikely to witness a significant turnaround. As the former is affected by interest rates, lower 
savings, we believe, act as a structural impediment to aggressive rate cuts in the medium 
term. Accordingly, the repo rate is unlikely to fall below 6.5% by March 2017. 

NFS increased in FY15…: According to the Reserve Bank of India (RBI) data, NFS of Indian 
households increased from 7.4% of GDP in FY14 to 7.7% last year. Although it is the highest level in 
the past four years, it remains way below the average of ~10% in the post-liberalisation period.    

…but GFS fell to its lowest level in 25 years: The increase in NFS was primarily driven by the 
collapse in financial liabilities, as GFS fell to 9.8% of GDP, marking its lowest level in the past 25 
years. A detailed look at GFS shows that households increased their exposure to risky assets (up 
76% YoY) and long-term safe assets (up 25%), while their savings in deposits (on incremental basis) 
declined 25% in FY15. As risky assets account for only 4% of GFS, increased exposure to shares 
and debentures failed of offset the negative impact of deposits (which account for ~50%), as a result 
of which GFS fell last year. 

Household savings likely to have fallen further in FY16: While NFS was up in FY15, the collapse 
in financial liabilities indicates lower physical savings, which forms a larger portion of total household 
savings. Consequently, the latter may have been lower in FY15. Not only this, a look at leading 
indicators reveals that GFS may have declined further in FY16.Incremental bank deposits are down 
~22% YoY in the first five months of FY16, while currency holdings slipped by ~25%. Moreover, 
addition to assets under management of mutual funds was also down ~8% YoY in April-August 
2015. Overall, households’ (gross) financial savings are most likely to have declined further this year. 

Lower savings pose structural impediment to aggressive interest rate cuts: A fall in household 
savings, we believe, represents a structural constraint to domestic investments in India. As explained 
earlier, investments could either be financed by domestic savings or current account deficit (foreign 
borrowings). As the scope to increase the latter, over the medium term, is limited, the turnaround in 
the investment cycle has to be supported by higher domestic savings, which are closely related to 
interest rates. Whether or not the RBI will cut interest rates at its policy next week (we are against it), 
lower domestic savings will act as a structural impediment to aggressive rate cuts over the medium 
term. Accordingly, we maintain that repo rate is unlikely to fall below 6.5% by March 2017.  
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Exhibit 1: GFS fell to its 25-year low in FY15 Exhibit 2: Lower financial liabilities indicate reduced physical savings 

 
 

Source: RBI, Central Statistics office (CSO), Nirmal Bang Institutional Equities Research 
Source: RBI, CSO, Nirmal Bang Institutional Equities Research 
For footnotes, click here. 
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Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

This report is published by Nirmal Bang’s Institutional Equities Research desk. Nirmal Bang group has other business units with independent research teams separated 
by Chinese walls, and therefore may, at times, have different or contrary views on stocks and markets. Reports based on technical and derivative analysis may not 
match with reports based on a company's fundamental analysis. This report is for the personal information of the authorised recipient and is not for public distribution. 
This should not be reproduced or redistributed to any other person or in any form. This report is for the general information for the clients of Nirmal Bang Equities Pvt. 
Ltd., a division of Nirmal Bang, and should not be construed as an offer or solicitation of an offer to buy/sell any securities.  

We have exercised due diligence in checking the correctness and authenticity of the information contained herein, so far as it relates to current and historical information, 
but do not guarantee its accuracy or completeness. The opinions expressed are our current opinions as of the date appearing in the material and may be subject to 
change from time to time without notice. 

Nirmal Bang or any persons connected with it do not accept any liability arising from the use of this document or the information contained therein. The recipients of this 
material should rely on their own judgment and take their own professional advice before acting on this information. Nirmal Bang or any of its connected persons 
including its directors or subsidiaries or associates or employees or agents shall not be in any way responsible for any loss or damage that may arise to any person/s 
from any inadvertent error in the information contained, views and opinions expressed in this publication. 

Nirmal Bang Equities Private Limited   (hereinafter referred to as “NBEPL”) is a registered Member of National Stock Exchange of India Limited, Bombay Stock 
Exchange Limited. NBEPL has registered with SEBI as a Research Entity in terms of SEBI (Research Analyst) Regulations, 2014. (Registration No: INH000001436 -
19.08.2015 to 18.08.2020). 

NBEPL or its associates including its relatives/analyst do not hold any financial interest/beneficial ownership of more than 1% in the company covered by Analyst. 

NBEPL or its associates/analyst has not received any compensation from the company covered by Analyst during the past twelve months. NBEPL /analyst has not 
served as an officer, director or employee of company covered by Analyst and has not been engaged in market-making activity of the company covered by Analyst. 

The views expressed are based solely on information available publicly and believed to be true. Investors are advised to independently evaluate the market 
conditions/risks involved before making any investment decision. 

Access all our reports on Bloomberg, Thomson Reuters and Factset. 
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