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A TIME SERIES ECONOMETRIC ANALYSIS OF THE
IMPACT OF DOMESTIC DEBT ON NATIONAL SAVING:
EVIDENCE FROM SRI LANKA

Selvamalai.V.T

ABSTRACT

Domestic debt is a major source of public debt in Sri Lanka. Public debt, as well as
domestic debt, has a crucial role in an economy where the saving is an element of the
economy. Therefore, the study examines the effect of domestic debt on national saving, and
also examines the causal relationship between these two variables in Sri Lanka over the
period between 1977 and 2014. For the study, the data was gathered from Annual Report of
Central Bank of Sri Lanka, 2014. The study applies times series econometric method.
Especially distributed lag model and Granger Causality test was applied to this data. The
study found that, in the short-run, the changes in domestic debt-to-GDP ratio have affected
negatively and significantly on the change in national saving-to-GDP ratio in Sri Lanka
between 1977 and 2014. But in the long-run, there is no statistical evidence to effect a change
in domestic debt-to-GDP ratio in change of economic growth in Sri Lanka after 1977.
Further, from the Granger causality test, the study found that there is no causal relationship
between the domestic-to-GDP ratio and national saving-to-GDP ratio in Sri Lanka between
1977 and 2014.
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1. INTRODUCTION

Sri Lanka has been unable to constrain the
growth of its domestic debt to ensure that
sufficient revenues remain available after
debt service payments to finance other vital
government recurrent and development
expenditures. The domestic debt or any
kinds of debt have many impacts on the
economy which may be either positive or
negative or both. In any economy the
national saving is important. It is determined

by many factors, especially, domestic debts.
So, this study focuses on the effect of the
domestic debt on the national saving in Sri
Lanka.

The economic policies have changed over a
period of time in Sri Lanka with the frequent
changes of government since the
independence in 1948. The liberalization
policy reform was implemented in 1965-70,
but serious reform began only in 1977. This
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