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Importance of the Level of Domestic Savings

Insufficient domestic savings lead to inadequate capitalization of production factors and cause a decline 
in investment, production and employment levels. This, in return, increases the country’s dependence on 
foreign savings to finance production and thus vulnerability of the economy. 
For instance, in an economy suffering a chronic savings deficit, the following may be observed at times of 
accelerated capital inflows:
• Appreciation trend in the national currency,
• Rise in household consumption,
• Adverse impact on exports vs. rise in imports,
• Decrease in investments of companies with limited access to foreign financing,
• Change in profitability and competitiveness of sectors,
• Increased vulnerability in the economy due to a likely change in the direction of capital flows driven by the 
rise in current account deficit.

 Determinants of Private Investments

• Real effective exchange rates, 
• Real interest rate, 
• Public investments, 
• Competitiveness, 
• Domestic and foreign financing limitations, 
• Level of confidence in the corporate sector, 
• Business environment, 
• Political factors 

(World Bank, Focus Note, 
http://www.worldbank.org/content/dam/Worldbank/document/eca/tr-focus-note-eng.pdf)
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