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I11. Introduction

Nowadays global economic current is characterized by unpredictable movements of capital
flows, generated by a high degree of uncertainty that currently accompanies the growth of global
economy and underscores the importance that saving has in the financing and development of the
national economy.

The importance of the chosen subjects is given by the implications that an appropriate level of
total savings rate has on the macroeconomic situation, especially on households, among which
we consider as the most important the following: financing of public and private investment by
the aid of household capital, gathered as a result of saving (with direct effects on economic
growth that comes from production increase, funding of research, development and innovation
activities, the productivity and therefore the disposable income growth); the possibility of
financing with internal resources of public debt, lower costs of financing of both investment and
public debt and/or deficits, the development of financial sector development in general and the
capital markets in particular, the decrease of dependence on inflows of foreign capital (either
with public or private destination). At the microeconomic level, among the major influences of
saving, we mention: the possibility of consumer leveling throughout the entire lifecycle and the
possibility of avoiding difficulties that may arise due to a lower level of disposable income after
retirement, financing the purchase of various goods without resorting to loans, the increase of
financial assets held by incorporating earnings from savings, safety and personal financial
stability.

With respect to doctrine, saving was a strong theme of debate both within the economical
classical school and also between the advocates of the Keynesian economic theory.

The motivation that led to the choice of the present theme was to prove the usefulness and
importance of saving in the finance and economic development, as well as the key role that
accumulation of domestic capital, through savings, plays in ensuring the economic stability.
Moreover, the idea that put the basis of this work was that of contributing to changing the
paradigm of understanding the concept of saving, its importance in the overall process of macro
and micro economy, starting with a very common criticism of it and following a more positive
acceptance.

Therefore, the main objective of this thesis is to analyze in-depth the savings, which produce
ideas necessary for an understanding of how accurate the process of saving and the implications
that this process has on the optimal functioning of a national economic system, with transparent



implications in the global economic system, and which to influence, hopefully, in a positive way
the future economic development policies.

To achieve this goal we will pursue several hypotheses, which will be effected in the attempt to
answer several questions, among which: What are the most important economic theories that
refer to saving? How can we define as correct and the same time, as current the saving? What
are the sources saving process? How to show the correlation between saving and investment?
What are the most important economic models of consumption and savings? Which are the
reasons and determinants of saving? Which is the impact of determinants on saving,
respectively, which is the correlation between them? How are the financial resources channeled
through investment projects? How important is to achieve a structural balance on the financial
market in channeling saving process? What prompted the change of saving behavior of
households in Japan? Is still sustainable the high contemporary level of Japanese public debt in
the context of recent macroeconomic developments? What lessons can be drawn from the
evolution and current situation of savings and the main macroeconomic indicators in Japan?

The thesis entitled "Saving - source of finance and economic development. Case study: Japan,
aims to analyze the importance and central role of savings in the finance and economic
development process, and completes this approach drawn from research related to case study,
that target analyzing the evolution of gross saving in Japan and its correlation with the main
macroeconomic indicators of the Japanese economy.

The research methods used in the development of this thesis: observation method — through
which we conducted the recognition of the saving determinants and the way these affect its level;
dialectical method - contributed to a critical analysis of causes and facts that led to changes in
evolution of the saving rate; the historical and logical method — used to identify the main theories
from specialized literature referring to the concept of saving, as well as the historical evolution of
the saving components and the main macroeconomic indicators of the Japanese economy; the
comparative method used to emphasize the saving rates of Japan, Italy and South Korea, as well
as in the analysis of saving rates registered over different periods from Japanese households.
Thus, the qualitative research of the saving economic phenomena and the related ones has been
supplemented by an empirical research through a use of "time series” used in the elaboration of
the case study. The analysis method was used in the individual research of components of the
total savings, as subsequently through synthesis to be able to examine the formation and
evolution of the aggregate savings. Through induction and deduction we managed to extrapolate
the influence that savings and investments have in the process of economic development, and
subsequently the effects that the economic growth has on saving level.

The limits of this research are given by the vast content of researches already conducted on some
aspects of the process of saving and consumption, researches that specialized literature approach
since the last centuries, that suppose a substantial and additionally work on a prior selection of
bibliographical sources, mainly of scientific articles in order to identify those who are at a high



level in terms of scientific content. Other limits come from the difficulty of obtaining statistical
data concerning the development of certain economic indicators or, their absence in some
periods, especially when taking into account longer periods of time, as well as the discrepancy
between the levels of these existing values in various official data bases.

This paper is divided into six chapters, preceded by an introduction and followed by conclusions
and recommendations, with a content of two tables and thirteen figures, the last chapter being
dedicated to the preparation of the case study. In creating the case study we used data that had as
sources the official institutions of the Japanese government, such as the National Bank of Japan
and Ministry of Finance of Japan, and databases of major international organizations such as the
Organization for Economic Cooperation and Development and the World Bank.

IVV. Chapter Thesis Summary
Chapter 1. Saving — a brief introduction in the history of economic literature

In the first part of this chapter it is briefly presented the contribution that the representatives of
the classical economic liberal school have on the concept of saving, starting with the famous
Scottish economist, philosopher and politician Adam Smith, considered to be the father of
economy and founder of classical economic school and continuing with other prominent
representatives of the same economical thinking.

The second part of the chapter describes the main theories of saving that belong to the work of
the great English economist John Maynard Keynes, the initiator of some new economic theories
that are most often in opposition to the classical school and about which we can state that
revolutionized the science of economy, generating many polemics debates of economic interest.

The last part of the first chapter captures the main approaches of saving belonging to the
Neoclassical school and the new born concepts of Keynesian philosophy, according to Herman
Minsky and Paul Krugman, economists considered the belong to the neo -Keynesian economic
thinking.

We can notice not only that the importance of accumulation of capital through saving and its
central role to the economic growth was known from the time of Adam Smith (1723-1790), but
also the need for some facts and countercyclical policies, where funds, in times of prosperity, to
be used to support the economic activity in recessions.

John Stewart Mill (1806-1873) sets out a fundamental theorem of capital, namely its sources,
more precisely, the saving. According to Mill, the concept of “saving” does not imply that what
is saved is not consumed, not being at all required the postponement of consumption; just so that,
if immediately consumed, it is not mandatory to be consumed by the person who saved it. (Mill,
2009:92).



The passage quoted above is an axiom that we consider of great importance in understanding the
concept of saving, which could be totally or not at all understood by the great economists, either
predecessors or our contemporaries, and this is the saving approach, almost correct and real,
even if it lasts from the late nineteenth century.

We say “almost”, because referring to the concept of "saved money " the situation does not
necessarily reflect a decrease in consumption but eventually we could accept the idea of a short
postponement, or more accurately stated, its shift to a more productive consumption.

A paradigm shift that occurred in the science of economy started with the work of John Maynard
Keynes, one of the most influential economists of all time. His main work "The Theory of
employment, interest and money,” first published in 1936 (during the Great Depression),
represented a revolution in the streams of economic thinking and a dominant vision on the
economic theories that followed.

Saving, as a singular concept, but especially as part of the binomial saving-consumption, is one
of the concepts Keynes gave special attention in his work. Keynes stays in opposition to the
classical theories on saving and the role they play in economic activity, rather considering saving
a source of restriction and not a source of stimulating the economic activity, if it is not
immediately followed by an investment process.

It is believed that the classical liberal economic theories start from Say’s postulate: "The supply
leads to its own demand” a very contradicted and debated theory, even by famous members of
the classical economist school. This theory can be considered as true but only if we refer to the
concepts of supply of capital. Saving, as the one that generates available funds, more precisely,
supply of capital, determines the development of investments (and here we refer to funds
obtained at a lower cost) in creative capacities, and results in an increase of jobs, income and last
but not least, of aggregate demand, as consequence of increasing the supply. It is from this point
of view that we could understand why and why not, Say's theory is valid.

Austrian economic school, through its representatives Eugen Bohm-Bawerk VVohn, Carl Menger,
Ludwig von Mises, F.A. Hayek, Joseph A. Schumpeter and Fritz Machlup has built its economic
doctrine starting from the ideas of classical-liberal economists and focusing on savings and on
capital formation.

According to Herman Minsky (1919-1996), a prominent American economist (author of the
famous "moment" that bears his name and whose work has received the deserved gratitude only
after his theories were confirmed by the latest economic and financial crisis), who continued and
developed the Keynesian economic theories, claims as essential in Keynes's economic theory the
following: "increasing government spending and cutting taxes in an exaggerated way, will stop
an impetuous decline of the economy” ( Minsky, 2011:92)



Saving could negatively affect the overall performance of economy if we were in the situation
that Paul Krugman noticed in the very beginning of appearance of the economic phenomenon
called "liquidity traps”, exactly, being in a situation of zero interest-rate policy (zero interest
loan), the individuals show themselves "collective reluctant to buy as much as they should be
willing to produce. Moreover, the amount that people are willing to save exceeds the amount that
companies are willing to invest”. (Krugman, 2012:174)

Chapter 2. The process of saving — conceptualization

The concept of saving represents, regardless its public or private origin, the remaining funds
coming from the available income, after it has previously been reduced by the amounts necessary
to cover consumer spending.

A concise and comprehensive definition of saving is given to us by the World Bank “gross
saving is calculated as a difference between gross national income and gross national
consumption plus net transfers. "*

We consider necessary to make a clear distinction between the concept of saving and savings.
The process of savings is identified within a time period and it is seen as an evolution, therefore,
it is a flow variable. Unlike savings, as a result of the saving process represents a total value
(stock) of funds (income) gained after a period of time, thus a stock variable. A similar example
of a stock variable is - national wealth or well-being, defined as floating at a given point in time.

National saving is the sum of private savings and public savings. Private saving is, at its turn,
made up of total household savings and corporate savings.

In the household saving, this represents the income that remains after the fees’ payment and the
cover of consumption expenses. It is the most important source of funds necessary to cover the
demand generated by the investment process.

Companies’ saving is represented by those profits that have not been distributed to shareholders
as dividends, which are intended to be kept as a future source of funds for investment. In the
present case we also make reference to the amount that left after paying taxes, thus dividends are
a concept of net revenues.

The difference between budget revenue (fees, taxes collected to the state budget) and budget
expenditure (expenditure on procurement, payments transfer and capital expenditure) represents
public saving. If the state budget revenues exceed budget expenditures, we have a budget surplus
or we can say that we record a positive public saving.

If included in the analysis of saving sources also the "imports" and "exports™ of total domestic
savings funds, the saving equation (ETD) is according to Kaplan (2002):

! http://data.worldbank.org/ accessed on 7.07.2015



(3) Etd=Ep +Eg+Esn where

SFN, saving foreign net is the difference between money entering the capital markets or other
national markets that borrow funds and money leaving the origin country, exactly, the internal
subjects that save and place their saved amounts on foreign capital markets in the search for
higher output and can record both positive and negative values.

We find that saving is, on the one hand, the first domestic source of funds for investments carried
out in the national economy, and on the other hand stands as source of funds invested abroad, as
an expression of either current account surplus or deficit, the latter, when to cover the investment
needed, it has been made use of an import savings from abroad.

The investments are constituted in the formation of gross fixed capital i.e. the amount of
expenses that are made for the purchase of capital assets, working capital or fixed capital.

Chapter 3. The main economic models of the saving — consumption process

Chapter three presents the main patterns of saving encountered in science of economy. A brief
presentation of Keynes's saving model is presented in the first part of this chapter, followed by
the subsections where are presented four other major economic theories in economic literature
representative for analysis of consumption and saving, as follows: intertemporal choice model of
Irving Fisher in 1930, relative income hypothesis of Dusenberry performed in 1949, the life
cycle model of consumption and savings created by Modigliani and Brumberg in 1954 and the
permanent income hypothesis, which belongs to Milton Friedman and dating from 1957.

From the relationship consumption - income the saving function resulted, which in this case, is a
function of income and consumption. It is however important to note that Keynes links the
consumption and saving with the available current income.

According to Keynes, the consumption function is identified with the famous fundamental
psychological law: “people tend to increase their consumption as their income increases, but not
with the same amount the income is increased”, briefly: if Cw stands for consumption and Yw
for income (expressed in wage units), ACw <AYw both with positive values. Or the relation
DCW / dYw is positive and sub unitary (w expressed in wage salary) (Keynes, 2009).

Non-confirmation, especially on long term, of the empirical studies of those times on the
hypothesis of Keynesian theory, constituted in fact the fundamentals of appearance of the
intertemporal choice theory and that led to a new theory of consumer behavior and saving, theory
belonging to the American economist, Irving Fischer (1867- 1947).

Unlike the model of consumption and saving according to Keynes, where variable income is
reported at the present time (current income), Fischer’s model starts from the idea that rational
people base their decisions of consumption and savings on the current income and on future



expectations of the potential income. The goal is to maximize the usefulness and optimize
satisfaction of the whole life cycle.

The two time periods characteristic for Fischer model (which is also called the model of the two
periods) correspond to the present time, the years of work, or the future time considered to be the
retirement age, against whose income levels are related the decisions of consumption and saving
of the individual.

Basically, Fischer’s intertemporal choice model of (1930), is based on the analysis of income
constraints (budget) and consumer preferences that people face in different time periods.

The theory of relative income of Duesenberry James (1918-2009) is founded on two key
assumptions characteristic for the model, namely: the individual bases the consumption decisions
on a historical behavior of its own consumption and also on consumption behavior of other
individuals with whom he is in contact.

An important idea which comes from the theory of relative income with respect to consumer
behavior, namely savings, is the so-called "ratchet effect".

The "ratchet effect” on saving is manifested by a corresponding decrease of medium propensity
to save, a phenomenon explained by increasing the consumption proportion in the value of
income.

The two models, the life cycle one and the permanent income, start from traditional assumptions
of rational calculation and from utility maximization theory and not from empirical observations
coming from surveys on population behavior; the idea standing for the two theories, was the
assumption that rational individuals, as consumers, will attempt to maximize utility by allocating
the whole revenue stream of the entire lifecycle in an optimal model of consumption. (Curtin,
2000).

In the life cycle model, Modigliani underscores the idea that income varies systematically over
the entire life of individuals and saving allows them to pass income from periods of time in
which it was raised in periods when revenue recorded lower levels, this interpretation of the
individual consumer behavior being the starting point in the construction of the model (Mankiw,
2009).

In another interpretation of the model, we can consider that young people that are in the first
model cycle invest or consume on credit or through loans (consumer, studies or real estate
investment), the financial resources saved by individuals already placed in the second cycle of
active life.

Mankiw (2009) considers the hypothesis of permanent income of Friedman completes the life
cycle model of consumption and saving of Modgliani, both starting with the theory of
consumption hypothesis of Irving Fisher, stating that not only current income generates the



consumer decision, and unlike the life cycle hypothesis, which starts from the idea that income
follows a constant pattern over the life of the individual, permanent income hypothesis
emphasizes that individuals experiencing temporary and unexpected changes in their income
from year to year.

In fact, we can consider the permanent income hypothesis as complementary and as an
improvement of the life cycle hypothesis of Modgliani and only in terms of income as variable
that records significantly different level values throughout the life cycle.

Total income is considered the sum between permanent income and transitory income.
Permanent income is considered to be the average income that population expects to obtain in
the future. Total consumption or the current consumption on a certain time is the sum between
the transitional and permanent consumption.

Similar to the concepts of income, permanent consumption is the one found to population
expectations, while transitory consumption deviates from population expectations may record
either negative or positive values.

Chapter 4. Causes and facts of saving

In the first part of chapter four we intend to analyze the reasons underlying the saving behavior
(referring both to the reasons that initiate and increase the saving, and reasons that led to its
decline) in the second part of the present thesis being presented the main determinants of the
saving process.

The reasons why individuals or households save, differ due to several features related to
behavioral profile of each individual and social structure from which they come from, but a
summary of saving can be included in the following main categories: the first category is given
by a primary reason i.e. consumer leveling; the category precautionary reasons; the need to
purchase durable goods or real estate, is another category of reasons generating savings;
retirement age, inheritance, wealth and capital accumulation.

On the other hand, we believe that a brief analysis must be performed also on the reasons or
causes that may lead to a decline in saving rates, and we include the following: high confidence,
another reason that may discourage saving is the lower yields that can be obtained from the
saved amounts, through policy of encouraging excessive consumption, the so-called "cheap
money" is another reason for discouraging saving.

The main factors that influence the saving process can be grouped into five categories,
corresponding to the following five chapters in which they will be analyzed in details: the
category of demographic factors and demographic changes, income category, the category of
monetary factors, factors which belong to the category of fiscal policy - the government's
budgetary and behavioral factors and the uncertainty category.



Demography and demographic changes play a vital role in shaping the overall rate of saving of a
nation, especially in his most important structure namely, saving households. In this sense it
becomes determining the age structure of the population, an economy with a high share of active
population where revenue is at its maximum, it records high savings rates.

Economic growth as a determinant of savings can influence the level obtained through increasing
the size of disposable income. Economic growth will lead in the end, to an increase of household
disposable income, which will generate according to economic theory?, an increase in the saved
amounts.

Income is certainly a crucial factor in the formation of aggregate saving rate. From our point of
view, income is the main determinant of saving, reported at its current level, but especially to the
expectations of future income levels that could record and depending on which, subjects could
model their own behavior of saving.

Profitability can record a significant share in the composition of private saving, and hence the
national saving, reaching significantly higher levels in periods of uncertainty and non-confidence
in the economic area, times in which companies avoid reinvesting profits earned and keep them
in banks or in other financial saving instruments.

"Terms of trade™ is a factor whose various shocks present a stronger influence on national
saving, especially in countries whose economies are based on the existence, exploitation or
development of natural resources, namely of the level and income variation from these activities.

A higher interest rate will increase the attractiveness of saving, which is reflected in the
increased supply of funds, but on the other hand will cause an increase of credit and a decrease
of yield investment and a decrease in demand for funds.

A lower interest rate will cause an increase in demand from companies, but due to lower yields,
will result a decrease in the propensity of households to saving, that will decrease the supply of
funds that can be borrowed. In this case, the regulating mechanism of the market will lead to an
increase of the interest rate.

Inflation, another monetary factor, negatively affects in the erosion aspect, including saved
amounts that are prospected to the retirement age, but due to their generally long periods, which
saving that has as aim to provide income in retirement entails, the negative effect of the
devaluation of amounts saved is even strongly felt.

A low tax earning from saved funds, as stimulation for the savings process, or tax coming from
interest earnings on deposits, dividends, etc.), capital accumulation in general, will increase the
supply of capital.

2 We refer in this context to model of saving and consumption at Keynes, according to which the income growth
will cause a decrease in the marginal propensity to consume, and an increase in the marginal propensity to saving



The inefficiency of the public health system may lead to additional expenses that reduce
households' disposable income and consequently adversely affect saving. A low confidence in
the ability of the public retirement fund system to cover the expenditure necessary to ensure
consumer health at retirement age, on precautionary principle that may cause an increase in the
amounts saved.

The workforce could influence the aggregate saving by increasing its total number. It is
obviously that a high degree of workforce employment, respectively the higher the workforce is,
the higher the aggregate of revenues is, and therefore the saving aggregate rate is higher.

The way budget deficit influences national saving could be deduced from the general savings
identity: S=Y -C-G.

Financial regulations influence savings mainly through the channel of liquidity constraints and
they represent an effective tool of control that the state has at its disposal to restrain or expand
private consumption, thus having the possibility to exert an indirect influence, but of major
importance, on the level of household savings.

Within the specialized literature it is recorded as a high degree of uncertainty, due to various
factors, causes a change in saving behavior of households, respectively an enlargement of a
precautionary behavior that actions to extend the average propensity towards saving.

We consider as necessary an analysis of how various human behavioral activities influence,
through various factors, the saving behavior of the population.

Among the behavioral factors with the greatest impact on saving behavior of the population, we
count their habits, namely their persistence, confidence and safety.

Chapter 5. The transmission channels through which saving provides finance and
economic development

We state that savings or the capital supply provides the funding needs of gross fixed capital
formation, i.e. the demand for capital, through two main channels corresponding to financial
market: capital market - stock markets and monetary market, financial — banking system. Also,
the financial capital can be invested directly through the two main channels mentioned above or
can be mobilized (saved) via intermediary financial institutions, institutional investors (that
belong to non-bank financial markets, which on their turn invest the collected money through
two main channels (but not limited to only these two)in order to obtain the highest possible
financial returns.

The banking system is the main classical channel through which savings are, predominantly
transformed into investments, and therefore in productive capital. The role of the transmission
channel of the banking system is stronger in countries where capital markets are not sufficiently
developed to provide an alternative financing solution.



The banking sector is made up mainly of, but not limited to: commercial banks, savings banks,
credit unions, investment banks, mortgage banks.

We believe that as competition is necessarily in defining the characteristic of any economic
sector that belongs to a functional market economy, the financial sector cannot hide from this
rule. Therefore, the banking sector must discover in the capital market a strong competitor, so
that both components of the financial market, both the banking sector and the capital market, to
properly be able to structure the activity for the benefit of beneficiaries of financial products,
whatever these are: households, companies or the state.

The capital market is an essential component of any national financial system, essential in a
process of effective financing of economic activity and should be considered a viable alternative
of the banking sector.

Capital market channels financial funds coming from domestic and foreign saving (private and
public) more precisely, the capital supply towards covering the investment needs from private
demand and government capital, activity of financial intermediation which should be
characterized by a high degree of transparency and financial efficiency.

The main features of a developed capital market, with a direct impact on its ability to efficiently
channel financial resources coming from savings towards the productive investment projects, are
given by: the size of the capital market, liquidity, market depth, volatility, degree of regulatory
and market infrastructure, market segmentation, degree of integration into global capital markets,
macroeconomic and political stability, taxation attributable to capital market and last but not the
least, confidence.

We support the idea that on a capital market sufficiently well-developed, the selection function is
a main attribute, directing the available and saved resources to those projects with higher
investment yields and that have come to the forefront of investors through capital market filters.
Higher financial yields supplement the saved funds, increase the potential size of the financial
resources for gross fixed capital formation, and thus they are accelerating growth. Moreover, a
capital market will develop, effectively fulfill the evaluation of listed companies, providing
public information required to mobilize the saved resources, providing prerequisites for the
optimal ongoing of another feature of the capital market, that of channeling funds to gross fixed
capital formation, key in any market economy to ensure sustainable economic growth rates.

The main financial entities that literature includes in the category of institutional investors are:
pension funds, mutual funds, insurance companies and sovereign wealth funds. Institutional
investors are companies of financial intermediation that are part of institutions financial market,
but they are not included in the structure of financial companies operating on the monetary
market or capital market, but they are considered to belong to a separate component of the
financial market, namely the non-banking financial market.



Currently, in some capital markets, pension funds have already become the most important
institutional investor, as there is a number as high as pension funds on a national financial
market, that is also an argument for the profit of beneficiaries, and also of population,
competition between funds, which aims to attract a larger number of customers, that will lead to
achieving higher yields and management fees and especially lower contributions.

6.1. Analysis of National Saving in Japan and of its components

Chapter six is dedicated to the case study, namely, saving in Japan, and aims through empirical
data to analyze the situation and the evolution of savings, explicitly of the main components and
correlations with key macroeconomic indicators: the deficit, public debt, GDP growth rate,
employment rate of the population, unemployment and inflation.

Japan is the country that has been recognized in the past for its high annual rates of household
saving, but also as the country that registered a change in saving behavior of households,
considered by many economists as the least surprising.

In the 1960s and 1970s Japan recorded among the highest savings rate of households of OECD
countries (being overdone periodically only by Italy and punctual, by South Korea in 1978 and
1979), the highest values being achieved in mid 1970s, when the rate was above 20% of
disposable income.®

We consider important to emphasize the role of fiscal policies that the Japanese government has
issued in the past to encourage saving behavior of households in Japan. They materialized
through various schemes of tax incentives and tax exemptions, granted to savers within certain
amounts.

A change in saving behavior of households in Japan started to occur since the 1980s but had
been more dramatically felt after the 1990s, the downward trend in the saving rate of households
being emphasized in the recent years and culminated in recording a negative yearly value of -
0.151% in 2013.

We sustain that the radical change of the saving behavior that led to the recording of negative
saving rates comes from the reversal of influence of the already mentioned factors (which, at that
time have contributed in a positive and effective way to increase households the saving), namely:
the economic growth, growth of disposable income, structure of the population according to age
and financial system of exemptions and tax incentives.

The high savings rate of Japanese companies linked to a low level of investment, allowed the
Japanese government to successfully finance the high annual budget deficits. The excess savings
over investment, namely the record of a current account surplus, allowed Japan not only to

3 source: OECD (2015)



finance its debts but to continue to further maintain its advantageous position of "net exporter
saving".

A further expected decrease in the rate of saving of companies, accompanied by a continuous
downward trend in the Japanese household savings, would create serious difficulties for Japanese
government in financing internal deficits and also of a high worryingly public debt, which is
unfortunately constantly increasing.

Analyzing the public debt of Japan, we can see that it increased in the recent years, reaching the
value of 4.2% of GDP in 2009 (Annex 3), of which interest costs related to public debt have
remained at a relatively low level of 2% of GDP (top of public debt during 1965-2009 was
achieved during 2003-2005, when every year there has been value of 4.5% reported to GDP).

Following the research and the analysis of data, we note that the high value and the increase
public debt in Japan has been and it is still supported by the high level of Japanese households
savings from previous decades, namely the stock of financial assets amounted collected by these
between 1960- 1980 (the level of households' financial assets for September 2014 stand to a
record of 1654 trillion yen, while public debt for the same time, stood at 1039 trillion yen?). This
high level of financial assets generated by households is the main factor that allowed the
Japanese government, the same as in the past and still nowadays, to be able to massively finance
the internal market (to this, it also positively contributed the high level of funds saved by
companies). Until recently, although in Japanese household savings rates were fit within a
downward trend, the accumulation of financial assets of households continued, but at a much
lower rate.

After analyzing all these implications, namely the close relations that occur between the saving
and debt level, we find once again the high level of importance of accumulation of domestic
capital through the process of saving, especially through the component of household saving in
the optimal functioning of an economic system.

V. Conclusion and recommendation

The research concretized in the content of this paper aims to highlight the indispensable role that
national saving has in stability, funding and economic development of a nation. The theoretical
aspects of the work were subsequently examined by a case study that followed the evolution and
current state of savings in Japan.

We believe that in general, the most important economic theories, but also those referring to
concepts of saving and consumption, can be synthesized in an older, present and probably eternal
controversy between Keynesian and neo- Keynesian theories, starting from the idea that demand
generates supply (stimulating consumption will lead to an increase of the output) and classical-

4 Ministry of Finance of Japan, http://www.japantimes.co.jp/opinion/2015/02/13/editorials/negative-savings-
rates-loom, online accessed in 22.08.2015
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neoclassical doctrine i.e., those that start with Say's Law which states that supply creates its own
demand (savings / investments that increase production respectively the supply of goods).

After examining the saving process concepts we believe that a possible current definition of
savings could be the following one: saving is an act of human will which involves an
intertemporal choice, preferences between current consumption and a future consumption, and
the amounts deferred by consumption by a subject represent both an investment of the another,
but also a future consumption of a better quality of the same subject.

We have also found a strong positive correlation between savings and investment, including in
the framework of an open economy of foreign capital inflows (correlation reconfirmed when
analyzing data for the case study).

In terms of total savings formation equation, we consider the component of households saving as
the one towards political parties should shift with a high priority, because households are the
ones who have to provide the necessary resources within the investment process. The role of
companies is to capitalize on the resources saved by households, turning them into productive
capital, and which ultimately should generate additional income to households that originally
came from those funds. In the public saving, is highly preferable to avoid the negative influence
that this may have in the equation savings total (i.e. avoid public deficits) and to ensure an
adequate rate of public investment, especially in specific periods of economic conjecture that
require partial substitution of private sector investment.

Knowing the patterns of saving and of the limitations that accompany them is essential in
developing effective public policies that encourage saving, namely the economic development
through investment, discourage saving, even if supported by many economists as necessary in
certain economic period with a lower level of consumption related to population, we do not
consider it convenient, at least in terms of diminishing financial resources necessary for gross
fixed capital formation.

Among the most important reasons that determine the level of household savings, we noticed
that there is the consumer leveling reason (acting for the entire life of the individual) and the
precautionary reason (more visible in conditions of economic uncertainty).

Concerning the reasons that take into account the accumulation, wealth or inheritance, we have
noticed, even in specialized literature some pros and cons on the intensity and direction of their
influence on saving behavior. It was revealed, however, that in periods of economic growth or of
safety related to the future income level, household behavior tends to a lower savings rate, the
same trend is also reflected in terms of reducing liquidity constraints.

To determine the meaning and intensity of influence of the determinants factors of household
saving becomes a priority of the process of elaboration of public policies conducive to
stimulating a saving behavior.



Therefore we believe that at the core demographic policies whose effects contribute positively to
an increase in the propensity medium towards the saving of population, there should be taken
into account a lowest level of dependency of age groups that do not have income from work,
either the youth or the elderly, and this goal can be achieved primarily, either by increasing the
total number of population in general, or by increasing the number of the working population in
particular.

No matter as many controversies exist in the literature on the influence that level of disposable
income can have on household saving, we believe that this cannot occur only after ensuring a
minimum level of consumption, considered to be the so called subsistence level. Only the
proceeds coming from disposable income exceed this level and they may be directed to saving.
Improving the "terms of trade", the profitability of companies, workforce employment, reducing
unemployment or the growth that can ultimately raise the disposable income, it creates the
prerequisites for a higher total savings rate.

Based on the analysis meaning of the influence that fiscal and monetary factors have on the level
of household saving, we believe that fiscal and monetary policies should be developed and
linked in order to stimulate it. Thus, fiscal policies should aim mainly tax exemptions,
deductibility and tax incentives for savers, avoid excessive taxation of gains coming from
savings and tax incentives of employers to encourage employees saving.

Monetary policies should be gathered towards targeting a positive moderate level of inflation,
which together with a stable exchange rate, not to discourage the saving population through a
potential loss in value of saved funds. Besides, monetary authorities have to ensure that the
reference rate of interest finds itself at different levels, on the one hand, sufficiently high that
people consider it attractive to boost savings and, on the other hand, low enough to allow running
under the financial efficiency of investment projects.

Total employment of the workforce was, is and should be a main objective and a final purpose of
any fiscal and monetary policies, consistently pursued by the competent institutions.

We believe that a priority of policy regulation and control of financial markets should represent
the need to bring the balance of financing through bank market and respectively, the capital
market, currently in use in many countries, among which we take into account also the highly
industrialized ones, with a strong discrepancy to the detriment of the capital market.

The dominant position of the banking system creates a dependency on unproductive funding
business environment, in particular within the sector of small and medium companies, even in
conditions when they are financed almost exclusively from banking (capital market is generally
not accessible to the sector) "benefit" of higher funding costs than large companies or
government. Therefore, we believe that a more open capital market towards small and medium
enterprises in order to ensure an alternative financing and in increasing the access of SMEs
through the capital market for the financial resources saved, becomes imperative.



A developed capital market, as the empirical studies shows us, primarily involves a high national
saving rate. It is highly preferred, given the fluctuations of foreign capital flow, that the domestic
capital market is mainly driven by domestic capital, namely by a high saving and directed to the
capital market.

In the case study we observed the behavior of some Japanese companies, specific for certain
times of uncertainty and mistrust of the business environment in the future potential with respect
to economic development.

Japanese lesson should make public policy makers think about it. As we have noted, the stability
of the current Japanese economy, which records very high levels of public debt and budget
deficit, is ensured by the possibility that few governments have, the one to blanket these high
economic imbalances exclusively through financing domestic findings, protected by the
unpredictable shocks induced by the evolution of external financial markets. The financing, that
was and is still possible thanks to a very high level of households' financial assets, the resulted
level coming from savings recorded in the past, over several decades, consistently high rates.

However, the strong downward trend of Japanese household savings rates from the past decades
denotes the existence of inappropriate public policies that had as effect a change in the saving
behavior of the population. Thus, we notice again, the importance of public policies concerning a
favorable tax system, savings through tax exemptions, incentives and tax deductibility granted to
those who save or contribute to funds saved, as well as additional taxation avoidance or double
taxation of the amounts saved.

But at least as important are the demographic policies that need to avoid in the future the
negative way of changing the population structure, which took place recently in Japan. The aging
population and the decline of birth rates are among the demographic factors with an accentuated
negative contribution of Japanese household savings levels.

In conclusion, we can affirm that saving is an "umbrella against the bad weather" that can occur
at any time on foreign financial markets and an insurer's factor of financial independence that
supports a vital technological progress for a sustainable and efficient economic development.

We consider that the final word should go to the economist Herman Minsky (2011), which in a
few words summed up the purpose that any mix of public policies should persistently follow,
namely: “a program directed towards a full employment, price stability and a higher degree of
social justice, aiming at a common and primary goal, that of a humanist economy as a first step
towards a humanist society."
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