Obsession with saving remains an
obstacle for investors in retail sector

Thrift culture
still rules on
the mainland

Jacob Leibenluft

Despite all the supposed virtues of
frugality, few people have many nice
things to say about the mainland’s
enthusiasm for saving.

For the central government, the
country’s overall savings rate —which
now stands at about 50 per cent of its
gross domestic product —has inhibit-
ed the mainland’s evolution into a
more mature, consumption-based
economy. For the retail sector and its
growing cast of investors, that thrift
presents a major obstacle to unlock-
ing the potential buying power of
mainland consumers. For Beijing’s
main trading partners, a decline in
savings would provide an easy fix to
its huge current account surplus.

Yet even as the calls for a spend-
thrift mainland have grown louder,
the nation’s savings deposits have
topped 16 trillion yuan while con-
sumption has dropped as a percent-
age of the overall economy. Three re-
cent papers by some of the top ex-
perts on the mainland’s economy
suggest a significant fall in the savings
rate is unlikely anytime soon.

“The high savings rate is not a
temporary problem,” says Sun Lijian,
an economics professor at Fudan
University. “It is a structural prob-
lem.”

In a historical sense, the main-
land’s penchant for savings is a rela-
tively new phenomenon. Until eco-
nomic reforms began in 1978, house-
hold savings stood at only about 5 per
cent of disposable income; by the
mid-1990s, that figure had climbed to
30 per cent, and was widely credited
for helping fuel the country’s rapid
growth. Household savings have
since dipped slightly, to about 25 per
cent, but still remain significantly
higher than those of virtually any
other country in the world.

That the mainland has a high sav-
ings rate is in itself unremarkable.
When countries experience rapid

economic growth, their savings rates
tend to go up because it takes time for
spending to catch up with income.
Likewise, the same economic re-
structuring that set the stage for the
mainland’s boom added an element
of financial uncertainty for individ-
uals. As state-owned companies
grew leaner — cutting jobs and trim-
ming the social safety net — families
increased their “precautionary” sav-
ings to prepare for the possible costs
of unemployment, sickness or retire-
ment. But one paper suggests that
even taking account of the main-
land’s economic transformation over
the past three decades, its savings
rate is still exceptional. Using a range
of cross-country variables, World
Bank economist Louis Kuijs estimat-
ed in a 2006 paper that the main-
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land’s savings rate was about 12 per
cent higher than its basic economic
conditions would predict.

Dr Kuijs says families explain only
some of the discrepancy. Even as
household savings rates have stead-
ied as a percentage of GDP, Dr Kuijs
notes, business and government sav-
ings have skyrocketed.

The mainland’s reliance on in-
dustry is one explanation: industrial
enterprises invest more than compa-
nies in the service sector or agricul-
ture, so their savings rates tend to be
higher, Dr Kuijs says. Since mainland
enterprises seldom pay dividends,
high profits in recent years have been
ploughed back into the companies,
further boosting corporate savings.

Super savers

Comparable rates of savings (% of GDP)
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Shanghai’s middle class may be embracing consumption, but mainlanders

overall are savers not spenders. Photo: Bloomberg

The central government has also
shown a tendency to boost savings by
keeping spending relatively low and
transferring significant sums of mon-
ey to state-owned enterprises.

Until recently, however, conven-
tional wisdom suggested that it might
only be a matter of time before the
mainland’s savings rate — both at a
national and household level -
moved into line with that of other
countries. Sustained economic
growth would eventually give house-
holds the confidence to spend with-
outworrying about financial disaster.
As the mainland aged, the savings
rate would inevitably drop, as the
ageing population drew down on
their nest eggs to pay for health care
and retirement.

But Eswar Prasad, a former China
division chief at the International
Monetary Fund who now teaches at
Cornell, saysrecent history suggests a
more complicated picture.

Standard economic models for
how individuals spend and save over
the course of their lives—the so-called
“life-cycle hypothesis” —contend that
spending patterns follow an “invert-
ed-U” shape. When workers are
young, they spend a lot relative to
what they earn, often borrowing
against future income through mort-
gages and other loans. As they get
older, they start saving in preparation
for retirement. Finally, as they leave
the workforce, they start spending
much more of their income.

On the mainland, data on house-
hold behaviour shows a different sto-
ry, Dr Prasad says. Without easy ac-
cess to credit, youngsters save at high
rates. Older workers are particularly
frugal as they prepare for retirement,
buteven someretirees arestill saving,
Dr Prasad finds in research with IMF
economist Marcos Chamon.

Eventually, Dr Prasad says, the
mainland’s demographics may push
savings down. But middle-aged
workers — born just before the one-
child policy was enacted —are both so
numerous and so inclined to save
that a shift is unlikely to come any-
time soon.

“Just in terms of sheer numbers,
they could keep the savings rate high-
erforthe nextdecade ordecade and a
half,” he says.

In another paper, Charles Yuji

Horioka and Junmin Wan, two econ-

omists at the Osaka University, chal-
lenge the idea that demographics
play a large role in determining sav-
ings. Yet they come to a similar con-
clusion: the mainland will keep sav-
ing, largely because households
don’t change behaviour quickly.

“Evenif China’s household saving
rate declines, it won’t decline all that
rapidly,” Dr Horioka says. “Most peo-
ple are expecting income growth to
remain high, and moreover, there’s a
strong persistence effect preventing
the saving rate from changing too
dramatically.”

For those counting on a con-
sumption boom, all three papers still
provide somereason forhope, noting
policy changes could lay the ground-
work for an eventual savings decline.

The first step, they all agree, is a
strengthening of the social welfare
system—amove that would both low-
er government savings and encour-
age consumers to spend more.

The experts also point to a wide
range of necessary financial reforms
that would reduce both enterprise
and household savings, from encour-
aging companies to pay dividends to
increasing access to loans.

Dr Kuijs estimates that these re-
forms — combined with growth in the
services sector — could lower the
mainland’s savings rate by as much
as 18 per cent over time.

However, Dr Kuijs points out that
those policies would lower invest-
ment, too — meaning the impact on
the current account surpluswould be
smaller. And even if Beijing is com-
mitted to those policies, Dr Kuijs con-
cedes that the changes in the savings
rate would only occur over along pe-
riod of time.
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