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RBI-Occasional Papers-Vol. 45, No.1, 2024
Today, the Reserve Bank of India releases Volume 45, No.1, 2024 of its

Occasional Papers, a research journal containing contributions from its staff. This
iIssue contains three articles and three book reviews.

Articles:

1. Determinants of Household Saving Portfolio in India: Evidence from Survey
Data

This paper provides an assessment of the household saving and investment
behaviour by studying both household-specific determinants and time-varying
macroeconomic factors. Based on the 'Aspirational India’ database of CPHS-CMIE,
the econometric analysis based on a multinomial logit model suggests that the
likelihood of owning financial assets and maintaining a well-diversified portfolio rises
with an increase in household income. The paper also underscores the role played by
financial inclusion captured through bank branch penetration, especially in rural areas
in influencing household savings behaviour. The results suggest that lower
unemployment rate increases the likelihood of household savings across all financial
asset categories.

2. Access to External Finance and Efficiency Gains from Firm’s Innovation:
Stochastic Frontier and Lewbel’s Approach

This paper examines the impact of access to external finance on firm’s efficiency
from its innovation activities. Credit constraints can make innovations unviable due to
their high sunk costs and reduce rewards from the existing innovations. The results
suggest that gains from innovations in terms of technical efficiency are higher when
the firm has access to external finance for its short-term working capital needs. The
analysis suggests that access to external finance for working capital is associated with
higher spending on skilled workers, non-manufacturing workers and training.

3. Assessing Corporate Sector Health in India: A Machine Learning Approach

This paper analyses financial health of corporates using machine learning
algorithms, while experimenting with varying thresholds for several established
parameters, such as interest coverage ratio (ICR) and net worth. The paper also
combines ICR and net worth to define a new and more stringent criteria which further
enhances the predictive performance of the model. The paper underlines the
superiority of the Machine Learning (ML) model over the predominantly used logistic
model. The variable importance scores indicate cash flow and leverage to be the most
important predictors of potential corporate stress.
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Book Reviews:
This issue of the RBI Occasional Papers also contains three book reviews:

1. Sandeep Kaur reviews the book “My Journeys in Economic Theory” written by
Edmund Phelps. The book offers a captivating memoir that delves not only into
the intellectual evolution of the author, but also into the broader debates that have
shaped contemporary economic thought. Phelps' engaging narrative extends
beyond technical details, providing insights into the learned exchanges and lively
debates that surrounded his novel ideas of unemployment theory, dynamism and
indigenous innovation, among others.

2. Shubham Patle reviews the book “The War Below” written by Ernest Schyder.
The book delves into the complex and conflicting interests surrounding the
extraction of critical metals like lithium and copper, which are considered vital for
the global shift towards electrification. Against the backdrop of various mining
sites, the book highlights the environmental, economic, and social challenges
these extraction processes entail. Through real-world examples, the book
illustrates the difficult balance between ecological preservation and the urgent
need for sustainable energy resources.

3. Akash Raj reviews the book "Studies in Indian Public Finance" by M. Govinda
Rao, which explores the development of public finance in India's macroeconomic
management. The book combines theoretical perspectives with empirical data to
offer a comprehensive overview of the evolution and current state of public
finance in India, along with future course for potential reforms.

(Puneet Pancholy)
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