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FINANCIAL AGGREGATES: DECEMBER 1994

Credit provided to the private sector by financial intermediaries rose by 0-7 per
cent in December, in seasonally adjusted terms, following a rise of 0-9 per cent in
November. Credit rose by 9-1 per cent over the year to December.

M3 and broad money both rose by 0-4 per cent in December, in seasonally
adjusted terms. '

Further details are shown in the attached tables and graph.

Reserve Bank of Australia
SYDNEY
10 February, 1995
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National
Saving

EXECUTIVE OVERVIEW

A Report to the Treasurer

V.W.FitzGerald June 1993



Why Australia Must Save More

Australia's national saving —at 16 per cent
of GDP in 1991-92 — is at its lowest level in
two generations. Apart from 'national
emergencies', the two World Wars and the
Great Depression, it is the lowest leve] of
saving this century (see Chart 1). This
situation cannot but be viewed with concern.

Both public and private saving have fallen
over the longer term and understandably,
during the recession. Private saving has
begun to recover, but both remain
historically very low (see Chart 2).

The main contributor to our long term
decline in national saving is the decline in
public sector saving (surplus on current

Chart 1: Australia's Gross National Saving
1900-01 to 1991-92
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Chart 2: Private and Public Saving
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Chant 3: Saving and Growth, APEC Economies 1981-1991
Average annual GDP growth, per cent
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Gross saving as a per cent of GDP
transactions) — a decline similarly marked in need for strong investment to maintain
a number of other OECD countries. economic and thereby employment growth.
Prima facie, Australia is not generating The performance of our Asian neighbours
adeguate saving, and wider international comparisons are
testament to strong economic growth going
Our longer term need for more saving needs hand in hand with high, and efficient, flows
to be balanced in the short to medium term of national saving and investment (see
by the need to sustain the recovery and ease Chart 3).
the prevailing high levels of unemployment. ; - _ _
But over the longer haul, a need for It is national saving, by all sectors, public
significantly higher saving stems from the and private ~ not the narrow concept of
Chart 4: The Saving - Investment Gap
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household saving - that matters most for
Australia's economic future (see Chart 4).

We cannot, on a sustainable basis, continue
to finance the investment we need to grow
over the 1990s and into the new century by
going progressively further into foreign
debt. We are already paying a premium on
our borrowings. A high level of debt makes
us increasingly exposed to changes in

commodity prices, investor sentiment or
other external shocks.

The major demographic transition we are
facing further reinforces our national saving
imperative. The proportion of the
population aged 65 years and over is
expected to double over the next few
decades as the 'baby boomers' retire.
Retirement saving needs to be stepped up
now, and there must be an increase in
national saving as a result if the burden of
financing retirement provision is to be
shared equitably between the present
generaton and the next.

The other, and equally important, side of the
coln to saving is the efficiency of investment
— pointing to the need for ongoing
microeconomic reform and to maintain low
and stable inflation. If strong economic
growth is based on rising productivity and
competitiveness, rising incomes and
attractive investment returns will of
themselves help generate a stronger flow of
saving — although not automatically enough
to stabilise, or ease, our high dependence on
foreign debt.

Thus the twin imperatives of raising national
saving, to ensure sustainability of growth,
and raising national competitiveness, to
generate stronger long term growth,
combine in a single national enterprise.
They are two sides of one and the same

coin. Looking out over the mid and late
1990s and beyond, the rate at which we can
grow, and sustain strong job growth with
rising living standards, will depend on how
we perform in raising both saving and
productivity and competitiveness.

What Drives Saving? Prospects
for its Recovery

Private saving consists of both household
saving and business saving (retention of
earnings), with households bein g the major
source of domestic saving, There is a close
interrelationship between business and
household saving — and both are
significantly affected by cyclical factors.

Business can finance investment by drawing
on its own savings or by incurring debt or
obtaining equity. A business environment
made more conducive to profitable
investment, through microeconomic reform
and by maintaining low and stable inflation,
1S more important to increasing investment
than measures aiming to raise business
saving.

While the level of corporate taxes, and their
interaction with personal taxes, has an
effect, corporations retain adequate control
over their ability to retain earnings.
Business saving is therefore driven largely
by business profitability — in turn depending
largely on the state of the economy (see
Chart 5).

Household saving is subject to a wide range
of factors, the relative importance (and even
direction) of which is difficult to determine.
Policies to promote household saving are
likely to be uncertain in their effect on total
saving, although to have more predictable
effects on its pattern — for example, on the
allocation between housing and financial
saving.



Chart 5: Nominal GDP and Private Corporate Trading Enterprise Profits
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incomes and low and stable inflation are brackets, not just between working ages and
important — the latter particularly for how retirement, but within the working age
households allocate saving. range, is important in understanding past,

present and future saving patterns. These
movements (see Chart 6) help explain some
of the fall in household saving over the
1980s, as the population concentrated at
younger ages where saving tends to be low:

Also important are demographic patterns
and community expectations about
government support for, amongst other
things, retirement, education and health.

Chart 6: Working Population
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and give some grounds for expecting an
improvement over the next decade or 80, as
the 'baby boomers' move into the 45-55 age

range where saving tends to be relatively
high.

Economic growth has an even more
significant effect on household saving rates
in the short to medium term. The strength
of the economic recovery, by bringing
growth in household incomes, is therefore
the most important determinant of recovery

in household saving over the next few years.

This recovery in saving, however, may not
be to former levels, as there has been some
structural decline.

The decline in national saving to the present
low 1s, however, primarily due to a
structural decline in public saving — that is,

reduced surpluses or increased deficits on
current transactions (see Chart 7).

Large Commonwealth deficits heralded the
transition from low to high deficits in the

mid 1970s. The structural decline in
national public sector finances can be traced
back to that period.

Surprisingly, looking over the past 30 years,
the Commonwealth's 'natural position' has
been one of surplus (see Chart 8). This is
reflected in data adjusted to remove the
etfects of the Commonwealth borrowing on
behalf of the States. The fiscal story
emerging is one of the Commonwealth
general government sector remaining
persistently in surplus during the 1960s and
early 1970s, and following the structural
break of the mid 1970s returning briefly to
surplus in the late 1980s. The
corresponding fiscal story for the State and
local government sector is one of sizeable
deficits in the 1960s, but importantly on a
steadily decreasing trend until recently. This
longer term situation of deficit is not
surprising given it is the State/local
government sector which undertakes the
major part of public sector investment.

Chart 7: National and Public Saving
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