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Abstract:

Savings and investments are vital not only for families but also for the advancement of the country. In many
economies investment decisions are not based upon borrowing rather the character of Investments changed in
the labor consumerist society where investments became the norm and every person in some or the other form
try to invest through his savings or even through his current income. This paper mainly aims the study is to
analyse what neural behaviour is required in case of trade-offs between consumption investments and savings
decision and whether individuals take into account like a rational agent. Correlation study is used to determine
the relationship between two or more continuous variables among a single group of people. The low correlation
coefficient between per capita net national product and savings-investment shows that the conversion ratio of
growth to investment has been quite low with only the richer segment of the society. Another factor which
affects the proper relationship between savings and investments is the functioning of the Black Economy,
because it acts as a lure for people to diversify their holdings
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1. Introduction:

Savings and investments [1] are vital not only for families but also for the advancement of the country.
Investment plays a major role in the development of a nation to a greater extent. From the modernization
concept [2] direct, foreign and private investments in developing economies as an asset to the country. The
economic development of a country largely depends on its industrial and commerce activities. Way back in
the early 1930s, the eminent economist Lord John Maynard keynes postulated exciting propositions about an
individual's behaviour and modeled his theory of investments and savings on the basis of the assumption that
people borrow in order to invest .[3]This theory worked an excellent deal during the war time periods and
even continuing up to the 1970s when the fruits of the second industrial revolution were being repeated by
the majority of the Nations. [4] Moreover, since the majority of the Nations had majority of the populations in
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the lower middle income ranges it automatically implied that people needed to borrow in order to invest. [5]
However post 1980s and 1990s, as the type and character of financial instruments has diversified in accordance
with the education levels and opportunities opened up to people by the coming of the third industrial revolution
we see that in many economies investment decisions are not based upon borrowing rather the character of
Investments changed in the labor consumerist society where investments became the norm and every person
in some or the other form try to invest through his savings or even through his current income. However the
strength of Keynes hypothesis [6] is yet to be challenged in most of the major economies and it is of quite a
theoretical as well as behavioral interest to analyze whether this hypothesis holds in a country like India and
what are the implications and do the neurological tendencies behind investment decisions.

2. Review of literature:

Colin F Camerer (2007) says that macro models explore how the result of brain activity has a multiplier
effect in the economy.It remains to be seen whether neural measurement will be useful for understanding
macroeconomic phenomena like consumer confidence or stock market bubbles. However many of these macro
phenomena spring from the interaction of many brains that are tightly linked through social networks and
common responses to emotional and news shocks which can be reciprocal or contagious.

Paul Meehl(1960) argued that the human mind is cognitively weak at statistics and complex mathematical
calculations which affects its tendencies to act in an optimising way or in a rational way and this concept can
be proliferated to the basic life decisions like Investments and consumption.Amos tversky and Daniel
Kahneman (1998) argued in their seminal work in behavioural economics that the system 1 which is based
upon intuition has a tendency to recruit the most easily available information at the time of decision making
because effort is not a preferable state and system 2 activation and work requires effort this is deeply rooted
in our evolutionary basis. Our amygdala which is the caution region has an innate tendency to recognise objects
of fear ,for example, if you have recently seen a car accident then that thing always stays in your memory for
a medium duration when you drive and you are sometimes overcautious. The same thing happens when we
take into consideration Investments. Widely disseminated events like the global financial crisis had a long
lasting impact on housing investment decisions and which can be quite clearly observed in the Indian economy
as well as the availability bias is at work here. Richard Thaler and Cass Sunstein(2017) in their best selling
work Nudge explained the status quo bias at work when making important investment decisions. According
to it a person has a tendency to stick to an investment decision for very long terms simply because deviation
from the norm requires effort and hence is retarded. Hence people always suffer from a problem of self control
which affects their capability to act rationally in demanding situations, for example, most of the people don't
consider looking back again at the returns they accrue from the investments made for after-retirement and
many of them are even very much late when the time comes to invest and hence they suffer. Another example
from the stock markets to mention is of the people who invested in their own companies shares and the saliency
bias explains that people often overweight their own prospects and hence are employed in complicated
decisions. TG Dousalgas(1960) in his bestselling work the key to economic progress advocated the labour
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consumer capitalist economy prevalent in the American circles where the labour is not only a part of the
production function but is viewed as a probable consumer as well as investor in the stocks of the company and
hence the company changes from being in the conventional capitalist system which often puts pressure on its
labour to being a new kind of neoclassical framework where labour is put as your producer as well as your
consumer. He explained how this kind of capitalist economy led to a change in investment trends with mutual
funds adopted across portfolios and the change of investment from being an activity e of last resort that often
people did using excess wealth to rather an activity which everyone set up as a norm in their working lives.

2. Research Design

Aim of the study is to analyse what neural behaviour is required in case of trade-offs between consumption
investments and savings decision and whether individuals take into account like a rational agent all of the
available information in form of interest rates the rate of inflation the rate of depreciation or whether it is a
neural subjective nonlinear probability weighting of these components which results in the given investment
decisions.

Correlation study is used to determine the relationship between two or more continuous variables
among a single group of people. A correlation has direction, and correlation coefficient (r) can be either
positive or negative. Zero indicates no relationship between the two variables, and r = 1 or r = —1 indicate a
perfect relationship. The strength can be anywhere between 0 and +1.[7-9] Paul Meehl[10] in his seminal work
titled clinical versus statistical predictions argued that the human mind is cognitively weak at statistics and
complex mathematical calculations which affects its tendencies to act in an optimising way or in a rational
way and this concept can be proliferated to the basic life decisions like Investments and consumption. Daniel
Kahneman argues that we have a tendency to substitute difficult questions by answering an easier one and this
tendency is called heuristics. The main concept in the paper is the role of depreciation in affecting investment
decisions as well as explaining the factors that why India does not show that kind of deviation from Keynes
postulated behavior. Secondary data is collected from Reserve bank of India database on Indian Economy
from 2005 to 2019 on annual growth rate and percentage of GDP in the years.

TABLE 1: SECONDARY DATA INDIAN ECONOMY FROM 2005 TO 2019

Annual Growth Rate As % of GDP

GVAat Gross Gross Net Per Gross Net Gross Net

Basic Domestic National National Capita savings savings Capital Capital
Price  Product Income Income  NNI Formatio Formatio

© 2025,I)SREM | www.ijsrem.com DOI: 10.55041/IJSREM40464 | Page 3



http://www.ijsrem.com/

g’ ‘33
£
!

ourn:

w Volume: 09 Issue: 01 | Jan - 2025

SJIF Rating: 8.448

I Rzﬁ International Journal of Scientific Research in Engineering and Management (IJSREM)

ISSN: 2582-3930

2018-19| 105 11.0 11.0 10.8 9.7 30.1 19.7 32.2 21.8
2017-18| 111 111 11.2 11.2 9.9 324 22.1 34.2 23.9
2016-17| 111 11.8 11.8 12.0 10.6 31.3 21.0 32.0 21.6
2015-16| 9.3 10.5 10.5 10.8 9.4 311 20.6 32.1 21.6
2014-15| 11.0 11.0 111 10.9 9.5 32.2 21.5 33.5 22.8
2013-14| 126 13.0 12.9 12.9 115 32.1 21.5 33.8 23.1
2012-13| 135 13.8 135 13.2 11.9 33.9 23.2 38.7 28.0
2011-12| 144 14.4 14.7 14.6 114 34.6 24.1 39.0 28.5
2010-11| 186 19.9 19.3 19.8 18.2 36.9 26.5 39.8 29.4
2009-10f 155 155 15.5 15.4 13.8 36.0 25.2 38.9 28.0
2008-09| 15.2 12.6 12.4 11.9 10.3 36.0 25.3 38.4 27.6
2007-08| 15.0 15.1 15.6 15.5 13.9 37.8 27.4 39.1 28.7
2006-07| 174 17.1 17.1 17.3 15.6 34.9 24.6 36.0 25.7
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2005-06| 14.6 14.0 14.0 14.0 12.2 35.2 24.7 36.4 26.0

SOURCE:

- RESERVE BANK OF INDIA DATABASE OF INDIAN ECONOMY (Various Years)

From table 1 the fall in investment rates post 2011 may be ascribed to the fact that post the global financial
crisis of 2008 many people suffered enormous losses especially in the real estate and NBFC sector. The
behavioral concept to look out for the capital depreciation rates as a percentage of GDP which clearly indicate
that Indian investments are not up to productivity levels.The exception of per capita net national product
growth has been considerably low compared to overall standards.

Table 2:AN ANALYSIS INTO PROBABLE RELATIONSHIPS USING CORRELATION

ANALYSIS
GVA GDP GNP NNI PCNNI GS NS GCF | NCF

GVA |1

0.9410608
GDP |4 1

0.9393735|0.9956724
GNP |1 7 1

0.9152505|0.9931900|0.9961492
NNI |9 9 1 1
PCNN0.8909138|0.9814112 0.9834429
I 1 5 0.9765075 |6 1
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0.8702563|0.7715715(0.7922756 |0.7561385|0.7221237

GS |5 3 8 8 7 1
0.8761600(0.7850511(0.8073789 |0.7745429|0.7409029(0.997510

NS |1 2 3 3 8 03 1
0.8223979|0.7403551|0.7493511 (0.7019001{0.6448977|0.913285|0.899357

GCF |5 1 3 1 9 26 04 1
0.83370180.7583999|0.7690050 (0.7240146(0.6662361|0.919008 |0.9093440.997943

NCF |1 4 9 8 1 78 33 76

From the table 2: depict that the low correlation coefficient between per capita net national product
and savings-investment shows that the conversion ratio of growth to investment has been quite low
with only the richer segment of the society playing its part in it.

It is indicative of the trend that depreciation affects savings and investment attitudes to a large extent
especially in the middle income segment where risk averseness creeps in quickly when people are
confronted with losses

The low correlation coefficient between per capita net national product and savings-investment
shows that the conversion ratio of growth to investment has been quite low with only the richer
segment of the society playing its part in it and majority shirking away from adventurous projects.
The low correlation coefficient between Gross domestic product and savings-investments and the
relatively higher correlation between net figures and savings-investments is indicative of the trend
that depreciation affects savings and investment attitudes to a large extent, especially in the middle
income segment where risk averseness creeps in quickly when people are confronted with losses(
Adam Hayes et,. a).

Table 3:Regression Analysis

Regression Statistics
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0.913285
Multiple R 26

0.834089
R Square 96

Adjusted R 0.820264
Square 13

Standard  1.259016

Error 39
Observatio

ns 14
ANOVA

df

SS MS

Significan
ceF

Regression 1

Residual 12
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114.64928
Total 13 6
Coefficien Standard Lower Upper  Lower  Upper
ts Error t Stat P-value 95% 95% 95.0%  95.0%
4,9843229 - 0.6089207 - 8.2414697 13.47834 8.241469
Intercept  -2.618437 2 0.5253345 3 13.478344 7 4 77
X Variable 1.139637 0.1467256 7.7671329 1.4593255 1.459325
1 76 7 9 5.081E-06 0.81995 2 0.81995 52

Normal Probability Plot SAVINGS vs GCF
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Fig 1: Normal Probability plot savings Vs GCF
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LINE CHART FOR ALL INDICATORS

Fig 2: Line chart for all indicators.

From Fig 3 the expected horizontal plot indicates the equality of savings and investments, however
for a growing economy it is a major point of concern that why is this happening that investments and
savings are not showing a good linearly upward trend despite double digit growth rates.

Lord John mynard Keynes based his model on the fact that PEOPLE BORROW IN ORDER TO
INVEST. Hence inflows into the financial markets are always in a state of dynamic equilibrium with
outflows from the financial markets, which is checked upon by effective government policy in times
of disequilibrium.

We notice that savings and capital formation in the economy are considerably correlated with quite
a horizontally linear normal probability plot which shows that for a country like India in which the
majority of population structures lie in the lower-middle income segments, usually risk averse in
nature, people do borrow to invest and hence the equilibrium between savings and investments is
maintained in the medium run but NOT IN A PERFECT FASHION.

In positively skewed income regimes as in India we do see that population growth does tend to
limit the growth in investment attitudes over time, since people unfavorably weigh the negative
prospects of a loss considerably more high than the prospects of a gain in lucrative investment
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FIGURE 3: SAVINGS (BOX PLOTS FOR ALL INDICATORYS)

Hence, using principles from behavioral economics we analyse that the most easily available
references do change the risk averse character of population Global Financial Crisis when people
invested disproportionately in real assets and housing and suffered enormous losses. That gave a
higher subjective weight to losses from investments and even though the growth rate of GDP
remained in double figures the growth rates of investment and savings fell down and people looked
to diversify their excess of cash holdings. Another factor which affects the proper relationship
between savings and investments is the functioning of the Black Economy, because it acts as a lure
for people to diversify their holdings

Many people find it worth investing in immediate returns for illegal activities like betting on cricket
games rather than long term instruments. This may be even so because much of this black economy
activity seems relatively safe as well, which leads to asymmetric base probability of being caught.
Moreover, when people feel that others are diversifying in this manner to black investing, they
themselves try their luck in these instruments. There is no clear evidence of major consumerist
evolution in the Indian economy. This may apply to a small higher income segment as they look to
diversify their assets and consumption over a range of references However others in the lower
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middle-income segments still have a good response rate to biases and negative references which will
change only over time
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