
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The importance of domestic saving  

in the national economy 

 

Economic theory defines saving as the difference between disposable income and consumption. At the aggregate level, 

saving consists of the process by which an economy reserves a part of the income derived from its production and uses 

it to generate income in the future. Despite its various conceptualizations, domestic saving plays a fundamental role in 

the development of countries since it constitutes the main source of resources to finance investment activities and 

generate projects that promote socioeconomic development. 

In the words of the renowned economist John Maynard Keynes, domestic saving triggers a positive effect on the 

economic growth of any nation. The simple explanation is that the resources provided by saving practices allow 

adequate investment in physical and human capital, which increases productivity levels and, therefore, total production. 

There are different theoretical approaches related to saving, but for pragmatic purposes, the example of the "Asian 

tigers" will be used, which is the clearest event to explain the great benefits that the construction of a culture of saving 

brings in any country. Hong Kong, South Korea, Taiwan and Singapore demonstrated that despite low levels of income 

or GDP per capita, domestic saving is possible and efficient. These countries achieved high levels of savings above 

30% of the Gross Domestic Product on average, which allowed them to achieve sustained economic growth. Thus, they 

could belong to the group of recently industrialized countries from the 70s. 

 As can be seen in the attached 

graph, the group comprised by 

Asian countries has had an increase, 

both in their investment rate and in 

domestic savings, and 

consequently, in economic growth. 

For this group of countries, 

investment reached 42.3% of GDP, 

while the savings rate reached 

43.4% of GDP. The direct effect 

was a positive increase of 6.5% in 

the interannual variation of the 

Gross Domestic Product. 

On the contrary, we have the case of 

Latin America and the Caribbean. 

Its investment and savings 

dynamics have worsened over time. 

Its domestic saving rate in the 1990s 

was 18.5% of GDP and in 2014 it 

reached 17.3%. Thus, the economic 

growth rate has been 1.3%, which is 

two percentage points below the 

global economic expansion. In this 

way, the importance of domestic 

saving in economic growth is 

demonstrated. 

Relation between investment and economic growth  
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For Ecuador and its Latin American peers, there are several factors that hinder the domestic savings process. Among 

the main factors are the limited possibilities of placing financial savings due to imperfections in the capital markets are 

extremely widespread. In Latin America, financial markets are less developed and there is a considerable degree of 

distrust in the banking system. The practice adopted to raise the savings rate consists of an increase in the interest rate 

as a reward for saving. However, due to liquidity limitations and the need to cover living expenses, the impact of such 

a policy does not have a significant effect. 

 

Mechanisms to stimulate savings 

Difficulties in the Ecuadorian savings culture 

Conclusion 

Thus, when resources are required for investment 

projects in productive capital, Ecuador and 

several Latin American countries need external 

assistance. Thus, the serious dependence on 

foreign savings has been strengthened. The best-

known case was the debt crisis of 1982. At the 

end of that year, external financing sources were 

closed for all of Latin America, which paralyzed 

the acquisition of productive capital. The 

immediate effect was a drastic reduction in the 

aggregate productivity and total production of 

each nation. Promoting domestic savings is the 

only opportunity that as developing countries we 

have to avoid the constant risk of external funds. 

 

As has been shown, domestic saving is a fundamental factor in stimulating economic growth. Economic theory 

establishes that in order to promote a culture of savings in Latin America, it is essential to develop policies that allow 

the development of the financial market. In addition, several experts assure that the availability of new financial 

instruments to attract resources would be the best strategy to optimize the domestic savings rate in any country. 

For several decades, macroeconomic fundamentals have ensured that an increase in the interest rate could raise savings 

levels in any nation. However, due to the general behavior of Ecuadorian society, this technique does not work as 

expected. The Ecuadorian reality is that only when the government has a fiscal surplus or imposes forced savings 

policies (pension system), do domestic savings rates really increase significantly. 

 In this way, expanding the levels of domestic savings will be an impossible task if the following changes are not made 

in the financial system: 

1. 

2. 

3. 

Consolidation and permanence of the structural changes adopted in recent years: it 

is essential to guarantee the stability of the financial markets of Ecuador to improve the 

levels of confidence in potential savers. 

The development of new instruments in the financial system, accompanied by adequate 

regulation: developing financial instruments that are adapted to the needs and profile of each 

individual will allow increasing individual preferences towards saving and avoiding 

immediate consumption. 

Opening the financial system to competition from new intermediaries, both internal 

and external: making the financial system more flexible would increase the existing level 

of competition. In this way, there would be a wide range of financial products that generate 

optimal savings conditions in the country. Additionally, supporting the Stock Market to 

finance national companies, would allow transferring resources from savers directly to the 

productive system. 

Through statistics and fundamentals, economic theory guarantees the importance of domestic savings as a fundamental 

factor for growth. Therefore, it is essential to increase the domestic savings/GDP ratio through joint efforts of companies, 

governments and the financial system of the Ecuadorian economy. 
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18% 

The 2016 “Save to develop” 

report from the Inter-American 

Development Bank (IDB) 

concluded that Latin America 

saves only 18% of GDP, an 

extremely low value at the 

recommended rate of 35%. 

 


