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Abstract   

This thesis investigates which factors affecting savings behavior by using a fixed effect 

regression model. To see what affects the household savings rate the following independent 

variables is considered; Natural logarithm of trend per capita income, natural logarithm of 

deviation from trend per capita income, growth of disposable income, real interest rate, 

inflation, wealth in relation to household disposable income, foreign savings in relation to 

disposable income, dependency ratio and human development index. To see whether changes 

of human development within a country impacts the household's savings ratio this 

variable was included in a separate regression.  

To avoid possible biasedness from ordinary least square, a panel data technique called fixed 

effect regression model is used. The investigated time period is between year 1999 and 2016 

and to make a restriction, variables from 25 developed countries were studied. The involved 

economic theories in this work are Keynesianism, permanent income hypothesis and the 

savings theory behind Maslow´s behavioral pyramid.   

The result made by this study is that growth in income and foreign savings in relation to 

disposable income is insignificant and can´t be used in explaining the differences between 

household's savings. Human development index within a country has a 

negative on the savings ratio but a conclusion regarding whether changes in HDI´s does affect 

savings can´t be made and more research within that field is needed.   

  

 

 

 

 

 

 

 

Keywords   

Household savings, human development index (HDI), fixed effect regression model, 

Keynesianism, Maslow's behavioural pyramid, permanent income hypothes



 

4 (41) 

1.   Introduction   

1.1 Introduction  
After the financial crisis in year 2008 the importance of household savings has increased and 

the ability to solve financial problems within the household if another crisis occurs had 

become more crucial now than it was before (Brounen, Koedijk & Pownall. 2016).   

Several factors do affect household savings, such as origin, background, educational level, 

income, gender, financially interest, tax and interest rate and many more. A definition of 

savings used in earlier studies is as follows “willing to sacrifice present wellbeing to achieve 

future results” (Brounen, G. Koedijk, A.J Pownall. 2016). The knowledge of which factors 

that has impact on household savings and savings behavior overall is crucial for those people 

who determine the policies around savings, to be able to develop effective policies 

(Muradoglu & Taskin. 1996).      

According to a study made by IMF, the savings rate in Sweden has increased the most when 

they compare the years before the financial crisis (year 2000-2007) with the years after that 

crisis (year 2010-2016). The change is 7.5 percentage points which is the highest of all the 

advanced economies. This high increase in household's savings gave Sweden the second place 

when it comes to household savings in relation to household disposable income, where 

Switzerland is in first place (International Monetary Fund, IMF Country Report No 17/351: 

2017).  

Human Development Index is a measurement that ranks the different countries based on three 

different perspective; life expectancies, education and gross domestic income (GNI) per 

capita (UNDP, 2019). In year 2015 Sweden was in place 14th according to the HDI index and 

in year 2017 Sweden had advanced to place 7. The reason behind this is explained by 

increased GNI per capita and higher life expectancies (UNDP, 2019).   

When searching for earlier studies, an interesting conclusion were made, not many papers and 

articles were looking at the connection between human development within a country and 

savings, most of the papers connected with human development were focusing on 

sustainability.    

The components that determines the value of HDI can all be connected to changes within both 

savings and income. By looking at each component by itself a higher value of HDI indicates 

that people within that country saves more money than a country with lower HDI 

value, everything else held constant.  
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Due to curiosity, HDI were included within the regression to find out if there was a relation 

between savings within households and human development within that country.   

  

1.2 Background  
It exists several definitions on the concept savings:   

“Willing to sacrifice present wellbeing to achieve future results” - Brounen, G. Koedijk, A.J. 

Pownall, 2016  

“Savings, the part of the income that is not used for consumption” - Nationalencyklopedin, 

2019   

When referring to savings for a specific country it is referred to as the country's capital 

accumulation plus foreign net claims. To get the saving ratio, this value is divided by the 

country´s GDP (Nationalencyklopedin, 2019). In this study however, the focus is more on the 

household's savings ratio which is calculated by looking of how much the households saves 

compared to their disposable income (Nationalencyklopedin, 2019).   

In year 1999, Swedish households had a savings rate equal to 2.32% of their disposable 

income. It then increased in year 2001 to around 8% which is about four times higher. Then 

there is a downward trend until year 2005 where it is around 5.5%. The saving rate then 

increases until year 2014 if we don´t consider year 2009 which can be assumed to be affected 

by the subprime crisis. After year 2014 there is some ups and downs and the savings 

rate are around 15 %. Overall there seems to be an upwards trend in Sweden when household 

savings rate is studied (OECD data 2019).  
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Diagram 1: Savings rate development in Sweden and Poland 1999-2016  

  

Diagram 2: Human development index in Sweden and Poland 1999-2016  
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An interesting comparison is between Sweden and Poland, two countries who´s Human 

Development Index values follows each other’s and a positive trend but who´s savings rates 

are totally different (UNDP 2019).    

The pattern of household savings is about the same between year 2002 and 2003 in Sweden 

and Poland. After year 2003 there is a faster reduction in household savings in Poland than in 

Sweden and after year 2005 the savings rate in Sweden starts to increase but Poland is still in 

a downward trend (OECD data 2019).   

One interesting point when analyzing the diagram above is that the savings rate for Poland in 

year 2016 is lower than the savings rate that Sweden had in year 1999 and that year was 

represented by the lowest savings rate in the observed time period for Sweden. This 

phenomenon occurs although the human development index in Poland has increased 

throughout the observed time period. By studying these data within an excel, an increased 

human development index together with a decreased savings rate leads to a negative 

correlation between those two parameters equal to -82.84% in Poland while a positive trend in 

the human development index and an increased savings rate in Sweden leads to a correlation 

equal to 80.05%.  

  

1.3 Purpose and issue  
The purpose of this report is the to find out why the household's savings ratio differs between 

countries from both a theoretical and psychological perspective. This is done by looking at 

which factors that are significant in explaining household savings, using a fixed effect 

regression model. In addition, the original function that are used within this study and 

explained within the theoretical part, Human development index will be included into the 

regression to see whether that variable has a significant impact on the household savings ratio.  

The report goal is to answer the following questions:  

Which factors does affect the saving behavior within a household?  

Is there a relationship between amount of money saved within a household and the human 

development within that country?  

  

1.4 Earlier results  
Earlier studies that has been done within this field have focused on which factors that 

determine the level of household savings and made conclusions about which factors affecting 

savings but also conclusions regarding policymaking within the field.   
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“In formulating policies geared towards increasing savings, policymakers in developing 

countries should not simply adopt policies designed for industrial countries.”    

- Muradoglu & Taskin. 1996    

“Respondents who are financially interested, who keep a tight household administration, who 

have a strong locus of control and who have a positive economic outlook are all more prone 

to postpone immediate consumption for the sake of future needs. We find that households that 

save share a certain set of personality variables. This is important, also for policymakers.”   

- Brounen, G. Koedijk & A.J. Pownall. 2016    

“In general, age of the household head, family size, and length of the planning horizon were 

important predictors for advancing from lower levels to higher levels in the proposed 

hierarchy. Although gender, race, education, health, income, and risk tolerance were 

significant predictors for some of the motives, each of these factors was related to only two of 

the levels.”  

- A. Devaney, T. Anong & E. Whirl. 2007  

”First, there is a positive relationship between the age and variables of financial wellbeing 

and financial literacy, marital status and sex and the financial literacy variable, and 

education level and financial well-being variable and financial literacy. Second, a higher 

level of financial wellbeing is followed by financial literacy. Third, higher financial literacy 

leads to less financial concerns. Finally, higher financial well-being reduces financial 

concerns.”  

-K. Taft, Z. Hosein, M.T. Mehrizi and Roshan. 2013 

1.5 Disposition  
The disposition of this study is as follows. The introduction is where the reader will be given 

both underlying information, definitions, background information and get inspired of earlier 

study´s results. In the theoretical part both important theories underlying this subject and the 

functions used within the work to find significant factors affecting savings and its independent 

variables are explained. The part describing method and restrictions is there to clarify for the 

reader how the study is going to be made and how the theory will be connected to the data and 

create an empirical part. The method will also give the reader important information about the 

time span and which countries that are going to be studied. This study ends with a part where 

the results from the regressions are discussed and a conclusion part where the two questions 

presented in the purpose are answered. Within the whole work, earlier studies are going to be 

presented continuously.    
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2. Theory    

2.1 Explanation of the model and determinants of savings within that model    

  

Equation 1  

A linear savings rate function is going to be used within this work. To determine savings (S) 

in relation to the household disposable income (Yp), a function consisting of natural 

logarithm of trend per capita income (lnYp), natural logarithm of deviation from trend per 

capita income (lnYT), growth of disposable income (YG), real interest rate (R), inflation (I), 

wealth in relation to household disposable income (W/Y), foreign savings in relation to 

disposable income (SF/Y) and dependency ratio (D) are going to be used similar like 

what Muradoglu & Taskin did in their article from 1996. See in appendix 1 how each variable 

is defined, calculated and how the data is collected.    

 

2.1.1 Three independent variables related to income   

Household disposable income per capita is the sum of each type of income a household has 

less taxes on income and other fees deducted due to employment calculated per capita within 

each country (OECD data, household disposable income. 2019). When income within a 

household increases, their consumption will start to increase but also their savings according 

to the General theory made by Keynes (Friedman, 2016. Page 13). Another theory that 

describes the connection between income and savings is the permanent income hypothesis 

made by Freidman. An unexpected growth in household income has an impact on behavior 

around consumption and savings (Raut & Virmani. 1989). The increased income goes to 

different things depending on where people live. If the household live in a developing 

country, then they are more likely to spend that extra bit of income on something they really 

need and couldn´t afford earlier. If people in the industrial country gets an increased income, 

they are more likely to save that extra bit of income because they have it better economic then 

those in a developing country (Muradoglu & Taskin, 1996).   
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2.1.2 Interest rate and inflation   

  

Equation 2  

The connection between nominal interest rate, real interest rate and inflation is explained by 

the Fisher effect. This effect means that when real interest rate is stable the nominal interest 

rate is determined by the inflation (Bodie, Kane and Marcus. 2014. Page 121).   

According to a study made by Koskela and Viren, savings behavior is affected by real interest 

rates and that there is a positive relationship between savings and real interest rates (Koskela 

& Viren. 1982).   

If the real interest rate changes in a developed country, then the household will relocate its 

investments that reflects the real interest rate in the country. This indicates that if the real 

interest rate changes then the household are limited to what changes they can do and therefore 

the real interest rate does not have an impact on their savings depending on where they live 

and if they live in an industrial country or a developing country (Muradoglu & Taskin, 

1996).   

When there is expected increase in inflation, that will affect savings negative due to incentives 

that people want to buy things today and consume their money due to future expected 

increases in prices (Bodie, Kane and Marcus. 2014. Page 562). Inflation can be seen 

from another view meaning that inflation potentially will give people incentives to 

save more money due to that inflation can decrease a household wealth and, in that sense, 

people want to save more to build up their wealth again (Muradoglu & Taskin. 1996).   

Inflation has a negative impact for industrial countries and no impact for developing countries 

even though developing countries often has higher inflation. The explanation behind this are 

that developing countries are used to higher inflation while industrial countries are not and 

therefore are more likely to reduce savings ratio because of money illusion. Money 

illusion means that the household think they have more money than they have, in this case 

they believe that the raise of income is real when it actually is nominal (Muradoglu & Taskin, 

1996).    

2.1.3 Wealth    

Wealth is defined as household financial assets. These assets include currency, deposits and 

net equity of households (OECD data, Household financial assets. 2019).    

People that are raised and born into a wealthy family are expected to save more money and 
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household with higher income and wealth are more likely that their save more in risky 

assets (Brounen, G. Koedijk & A.J. Pownall. 2016).   

This variable has a negative impact on saving rates for developing countries. This means that 

if the households increase their wealth then they will save less. For industrial countries there 

is no significant relationship between saving rates and wealth. This means that increase in 

wealth for industrial countries does not affect there saving rate. The difference is explained by 

the fact that industrial countries has a better and larger access to the financial market than the 

developing countries. The negative sign for developing countries is also explained by that 

there is more flexibility of the constraint regarding liquidity on consumption (Muradoglu & 

Taskin, 1996).   

2.1.4 Foreign savings    

Developed open international markets makes it possible for people to borrow and save money 

in another country and this will affect domestic savings negatively since foreign savings is a 

complement to domestic savings within a household. To come up with the variable standing 

for foreign saving in relation to household disposable income, the current account balance 

where divided with the total disposable income within households in a country (Muradoglu & 

Taskin. 1996).     

The saving made by foreign has no effect on neither developing countries and industrial 

countries which is explained by the fact that the individual households are not being affected 

directly if there are foreign investors (Muradoglu & Taskin, 1996).   

2.1.5 Dependency ratio    

Dependency ratio is the amount of people younger than 15 and older than 65 in relation to the 

population in working age (OECD data. 2019. Working age population). The incentives to 

save money decrees with age (Brounen, G. Koedijk & A.J. Pownall. 2016). People under 15 

and over 65 years are expected to consume their saved money while people in working age 

build up their savings (Muradoglu & Taskin. 1996).  

The age distribution for the industrial countries has a large proportion of the inhabitants in 

working age and are consistent over time. For developing countries, it is a bit different, 

because they have more changes of the proportion that are working and higher birth rates. 

(Muradoglu & Taskin, 1996).   
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2.2 Keynesianism   

This theory was first introduced in the 1930s but had its biggest impact during the 1950s and 

in the 1960s. The man behind the theory Keynesianism is John Maynard Keynes. 

Keynesianism has a negative view on how the market can by itself achieve full employment. 

The theory does not believe that this can be achieved even in the long run but however the 

theory does instead believe that high employment can be possible by help of different tools. 

The tool that is described to be one of the best, according to the Keynesianism, is fiscal 

policy measures. This means that changes in the governmental spending will affect the 

employment and if the government does raise or lower the taxes that effects the employment 

as well. This is also called active stabilization policy and the Keynesianism believes that this 

is what is necessary to fulfill different target like low inflation and full employment (NE, 

Keynesianism).    

In Keynes book The General Theory of Employment, Interest and Money, he describes that 

the demand for goods and services was to low and therefore there was as high amount of 

unemployment under the time period where the Great Depression was taking place. Keynes 

solution on this problem then was to use an expansive fiscal policy where the government 

should do one of the following or both; decrease taxes or increase government spending (NE, 

Keynesianism).   

When the economy is in equilibrium, according to Keynesianism, the GDP is equal to the 

GNI. At this stage, the demand for goods and services is as big as the production of goods and 

services, but this does not necessarily mean that the country has full employment. 

Keynesianism believes that the size of GNI is the determiner for how much we are going to 

consume. To be able to increase consumption the country needs to increase the GNI. If the 

government increase demand by spending money on infrastructure this will lead to higher 

employment and production. The increase in employment will lead to even higher demand 

because of higher income for households. If the household gets higher income some part of 

this is going to be saved (NE, Keynesianism).   
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Figure 1: The Keynesian Cross (Mankiw & Taylor 2017)  

The dotted line in figure 1 represents all possible scenarios where the total expenditure is 

equal to total national income. The income for a country can be seen as a 45-degree angle 

starting from origin. The black line represents the aggregated demand for the country and 

does start a bit higher up then the origin. That indicates that even if a country has no income, 

the country still has some basic needs that they need to fulfill. This is referred to as 

Autonomous spending where the government has the biggest impact on this amount. It is also 

worth noticing that the slope of the line is not as steep as the dotted line. The explanation 

behind this is that the country's demand does not increase as fast as their income, some part 

goes to consumption, but the rest goes to saving (Mankiw & Taylor 2017, Page 280-282).    

Keynes believes that the biggest impact on investments is unstable future expectations and the 

small part is determined by the interest level. This can be compared to the consumption that 

is mostly determined by income (NE, Keynesianism)  

The Keynesianism theory can be summed up in figure 2 where there are different tools to 

increase the income which leads to increased consumption and savings (Mankiw & Taylor 

2017, Page 280-286).    
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Figure 2: The effect of increased aggregated demand (Mankiw & Taylor 2017)   

  
2.3 Permanent income hypothesis  
The permanent income hypothesis is a hypothesis founded by Milton Friedman, an American 

national economist and statistical professor at the university of Chicago. Based on empirical 

studies and economic theories Friedman created evidence regarding permanent and temporary 

changes in income and how those changes affect consumption (NE, Milton Friedman).  

Friedman came up with the conclusion that people would consume money in relation to their 

long term expected permanent income, by this he meant that people will still have the same 

consumption even if the current income increases for the moment and save the money that is 

left instead of consume them,  people do that to be able to fulfill future unexpected income 

losses (Friedman. 2016. Page 29-30). The permanent income hypothesis makes it possible to 

come up with explanations of differences in consumption and income regressions among 

people living in different countries but also regarding different savings ratios (Friedman. 

1957. Page 157).   

The difference between permanent income and transitory income is that the permanent 

income is the expected income for a long-time planning horizon while the transitory income is 

the difference between current income and the permanent expected long-term income 

(Muradoglu & Taskin. 1996).   
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Given the definition and meaning of the permanent income hypothesis should short-

term changes and increases in income don´t affect spending and consumption since the 

consumption is at a steady state in relation to the long-term permanent income (Science 

Direct. Permanent income hypothesis. 2019).   

  

2.4 Maslow's behavioural pyramid from a savings perspective   
Maslow behavioral pyramid is a model constructed by the humanist Abraham Maslow. He 

thought that people were driven by their behaviors and he constructed an explanatory model 

with five different behavioral steps in a certain ranking (Phillips 2017, 39).    

  

Figure 3: Maslow behavioral pyramid (McLeod, 2007)   

According to the Maslow theory, people need to meet these behaviors from the bottom to be 

able to climb upwards (Phillips 2017, 40).   

To be able to climb on this pyramid from a savings perspective, the person and the household 

need to have the ability to save money. Many economic theories assume that the person is 

rational and optimizing around their economic behavior, but many households are not rational 

and find it difficult to choose behavior to fulfil that are in their own best interest 

(Beverly, McBride, Schreiner. 2003). Psychological needs means saving for daily expenses. 

This kind of saving is more common among younger people and households with many 

children. These kinds of people together with people with a planning horizon between 3 to 5 
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years where those who was most likely to climb to the next step within the pyramid. The next 

step in the pyramid means that people save for the future and for their safety needs. It can be 

savings for a home, future unexpected emergencies and retirement. The step between 

psychological needs and safety needs were not dependent on the income and changes in 

income. People with higher education and longer planning horizon where most likely to climb 

from safety needs to social needs. Savings within the social behavior are savings allocated to 

belongingness and love, like wedding, children´s education and own education. Significant 

factors that affected if people would climb from social to esteem needs were older household 

heads with smaller families and those who had a planning horizon for 1 year. Within the 

category esteem needs, people start saving money to be able to do more economically than 

what they do in their ordinary living, for example buying a second home and planning for 

vacations. Factors affecting which people that would climb from this step to self-

actualization where the same as those determining social to esteem needs. Those people that 

were most likely to reach the highest step in Maslow's behavioral pyramid were female 

headed households who were older and had a higher income. On this step, the person lives out 

his fullest potential and may save money for things like charity. The factors that were 

significant at most of the behavioral steps were age of household head, family size and 

planning horizon while other factors like education, income, gender, health and risk tolerance 

were significant on certain steps within the pyramid 

(A. Devaney, T. Anong & E. Whirl. 2007).    

   

2.5 Factors affecting savings behaviour   
Household savings can be seen from two views: The vehicle for domestic investments but 

also negative for a country's consumption. Without household savings there will be less 

investments in the country and the domestic development will decrease while high household 

savings rate will lead to lower consumption within the country which can be negative from a 

country´s growth and developing perspective (Fraczek. 2011).    

There are several factors that have an impact on savings behavior, both factors that people 

affect and don´t affect, about 35% of savings behavior of an individual is explained by 

genetics while 65% is non-genetic factors that shapes the human saving behavior during life 

(Cronqvist and Siegel, 2015). Why certain household and people can save more money are 

correlated with the difference budget constraints that can be found between different 

households (Hubbard, Skinner and Zeldes. 1994). Households with lower income have less 
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incentives to save money and choose to instead improve their living standards if their income 

increases (Muradoglu & Taskin. 1996). According to the life-cycle model people make 

decisions to smooth out their consumption over their life and that in order affect the behavior 

around their savings and savings objectives (Browning & Crossley. 2001). Earlier studies 

show that savings behavior is designed during childhood, parents and grandparents affect how 

their children and grandchildren behave around money and savings when they get older. 

People who are raised in situations where money, food and accommodation are not taken for 

granted, for example under time of war will be more willing to save money. Studies also show 

that people who started to work early in life have higher incentives to save money for the 

future (Brounen, G. Koedijk & A.J. Pownall. 2016).    

Willingness to save decrease with age and the study made by Brounen shows that other 

significant factors that explain savings behavior are where you are born, people that are born 

into families with good economic situation are more willing to save money, interest of 

economic relations, people who find economical relationship interesting have higher 

incentives to save money Brounen also explain that people who handle household 

administration well are often better in the aspect of savings and two other significant factors 

affecting savings are internal locus of financial control and faith in the future. The final 

conclusion made by Brounen is that “Willingness to save is stronger among 

younger households with high levels of financial literacy” (Brounen, G. Koedijk & A.J. 

Pownall. 2016).     

   

2.6 Human development index (HDI)  
Human development index is an index that describes the human development within a country 

with a value between 0 and 1. Where 1 is the best. The index works as a broad proxy for 

human development and is measured based on three different areas.   

1.Long and healthy life: Life expectancy  

2.Knowledge: Education  

3.A decent standard of living: Income (GNI per capita)  
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Figure 4: Human development index (UNDP, 2019).  

 

According to an article by Kinugasa and Mason (2007) if life expectancy increases then 

savings is affected in two different ways. The first is that if an individual is expected to live 

longer than the retirement period is also expected to be longer. This will lead to that the 

individuals under their working age will consume less and save more which implies higher 

savings ratio. This is necessary because the individuals are expected to consume more money 

under their retirement period because of higher life expectancy. The second effect is that if 

life expectancy increases then there are more individuals that are going to be older and not 

working, also known as aging population. This will then lead to a decrease in savings on an 

aggregated level because the retired population saves less than those in working age. Their 

conclusion can be summed up in the following citation: “At the individual or household level, 

it is obvious that higher saving rates are a likely response to an increased duration of 

retirement. The effect on aggregate saving is more complex...” (Kinugasa & Mason 2007)  

Knowledge and education are the second factor that determine Human development index, 

there has been a strong positive correlation between education and income for a long time. 

People who has a higher educational level is expected to earn more money and should expect 

a higher income after their studies. This phenomenon could partly be explained due to the fact 

that education is an investment in human capital which could be compared with financial 

investments due to the expected changes in future incomes (Sullivan & Wolla. 2017).  

 

Table 2: Income and education in USA (Sullivan & Wolla. 2017).  

 

By looking at this table that comes from Sullivan and Wolla´s study from year 2017, the 

relation between educational level and incomes gets obvious. According to their study, 12% 

of families within the US don´t have a high school diploma and their median income is equal 

to $22,320 in year 2013 while those 13% of people living in the US that has an advance 

degree has a median income equal to $116,265 in year 2013. According to the table, it comes 

clear that higher education is a factor who´s affecting savings within households by looking at 

the columns “Median wealth” and “Wealth-to-income ratio”. Saving money is crucial to build 
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wealth regardless if the money is saved on the bank or used to reduce debt (Sullivan & Wolla. 

2017).   

The last component to HDI is GNI per capita and the effect of this can be explained by 

Keynesianism where higher income leads to higher consumption and higher savings (Mankiw 

& Taylor 2017).  
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3.  Method  

Differences between countries and people within a country is going to be 

concerned. Maslows behavioral pyramid is going to be explained from a savings 

perspective similar to what Devaney, Anong and Whirl did in their article “Household 

savings motives” published in year 2007. Data will be collected from 25 developed countries 

between 1999-2016 about each independent variable and about the values of Human 

Development index in each year. To find out if there is a relationship between household 

savings and human development within a country the correlation between those two variables 

will be tested while the significance for factors affecting household savings will be tested 

through a panel data technique called fixed effect regression with eight independent variables. 

To see whether the development of HDI within a country were significant in explaining the 

savings ratio, the percentage development of that variable was included into a regression. The 

descriptive statistics over the variables are located in Appendix 2.   

A Breusch-Pagan test is used to determine which of the ordinary least squares or fixed effect 

regression that fits the data best. The chosen level of significance is 5%.   

Fixed effect regression is used instead of ordinary least square in order to avoid violating the 

assumption within OLS about heteroscedasticity (Gujarati and Porter. Page.62) but tests using 

OLS is also used in order to be able to compare the results between the regressions. Three of 

the independent variables in the regression are related to income and therefore the 

Keynesianism and permanent income hypothesis are explained in the theory to give the reader 

understanding of the relation between income, consumption and savings according to Keynes 

(Mankiw & Taylor 2017).   

 

3.1 Restrictions   
The two mainly used databases to collect data to this study are OECD data and the World 

bank database. The content of the database shaped the restrictions within this work. The 

chosen time period is the year´s between 1999 and 2016. In the beginning, data of all the 

OECD countries were collected but not every country had data between the chosen time 

period for all the variables, that´s how the following countries were selected. The chosen 

countries are represented in table 1.    
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Chosen countries  

Australia  Germany  Luxemburg  Slovakia  United States  

Czech Republic  Greece  Netherlands  Spain  Estonia  

Denmark  Hungary  Norway  Sweden  Slovenia  

Finland  Italy  Poland  Switzerland  Canada  

France  Japan  Portugal  Great Britain  Latvia  

Table 1: Countries used in this study    

3.2 Tests   
In this study three different test will be performed in order to answer the two questions 

presented in the purpose. These tests will be explained in this part of the paper.  

3.2.1 Breusch Pagan   

Breusch Pagan test (BP-test) is a test within econometrics that test the null hypothesis of 

homoskedasticity. A BP-test is used to help determine which regression model that is 

appropriate for a certain type of data by testing for cross-country and time effect in residuals 

(Muradoglu & Taskin. 1996) 

If the null hypothesis is rejected and the data suffer heteroscedasticity which means that the 

variance of the errors is not the same this will go against the assumptions underlying ordinary 

least square and that method of analyzing the data is not appropriate since that may lead to 

biased results (Gujarati & Porter. 2009. Page 64).       

3.2.2 Regression   

Regression is a tool first constructed by Francis Galton to find which variables that describe 

another variable. The difference between correlation and regression is that correlation try to 

find the degree of linear relationship between two variables while the goal with regression is 

to capture the average effect on a dependent variable due to changes in the independent 

explanatory variables (Gujarati and Porter. 2009. Page 20).   

To check for the significance of the independent variables explaining the dependent variable 

the method using P values are used and the chosen level of significance is 5%. By looking at 

the P value for each independent variable we can come up with a conclusion about if that 

variable is significant or not in explaining changes in the dependent variable, this is done by 

comparing the P value with the chosen level of significance.  

H0: There is no relationship between the independent and dependent 

variable 
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(Andersson, Sweeney, Williams, Freeman & Shoesmith. 2014. Page 233-234).   

Since two of the included independent variables are in the natural logarithm, the output is 

level-log and need to be interpreted in a different way. The correct way to interpret level-log 

are that one-unit change in the independent variable increase the dependent variable with the 

value of the coefficient divided by 100 (Gujarati & Porter. 2009).   

  

    

3.2.2.1 Fixed effect regression model   

An alternative suitable regression model for panel data is the fixed effect regression model, 

also called FEM. Panel data which is used within this study is a combination of time-series 

and cross-sectional data and this kind of data can´t be analyzed with the same techniques as 

time-series and cross-sectional data can when they are by themselves (Gujarati & Porter. 

2009. Page 23).    

Those factors making FEM unique is that the model includes an intercept for each 

independent variable which indicates that the intercept may be different between the 

independent variables included within the regression. Another factor describing fixed 

effect model is that the intercept not vary over time which means that the intercept for each 

independent variable is time-invariant (Gujarati & Porter. 2009. Page 596-597).   

3.2.2.2 Ordinary least square   

Ordinary least square (OLS) is a linear regression function. The model consists of an 

independent variable (X) and a dependent variable (Y). When OLS is used, the point is 

to minimize the sum of squares of the observed and predicted values. By squaring the 

residuals like the OLS method does, more attention is given to residuals with a longer 

distance to the fitted line (sample regression function) and the point is to find the tightest 

fitted line to the observed data (Gujarati & Porter. 2009. Page 55-56). There are seven 

assumptions behind the method of ordinary least square, if one of these assumptions are 

violated, the outcome and result from the regression is risked being biased and the results 

can´t be reliable (Gujarati & Porter. 2009. Page 61-68)  

.   
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4. Empiricism   

4.1 Original function  

  

Equation 1  

4.1.1 Breusch-Pagan test for heteroscedasticity  

  

STATA result 1: Breusch Pagan test original function  

The null hypothesis in the BP test above says “H0: Constant variance” which means the same 

as H0: Homoscedasticity explained in the theoretical part above. When the Breusch-Pagan test 

is done on the data and the independent variables included in the original function, it gives us 

a chi2 value equal to 17.12 with one degree of freedom and a P value equal to 0.0000. When 

the standardized level of significance within econometrics which is 5% is used this null 

hypothesis will be rejected which means that this data suffers from heteroscedasticity. A 

consequence due to that is that ordinary least square can´t be used to analyze this data and 

instead a fixed effect regression is used.   

  

  

  

         Prob > chi2  =   0.0000

         chi2(1)      =    17.12

         Variables: fitted values of SY

         Ho: Constant variance

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 
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4.1.2 Fixed effect regression   

 

STATA result 2: Fixed effect regression original function   

By looking at the table above, it can be seen that natural logarithm of the deviation from trend 

per capita income (lnYT), real interest rate (R), inflation (I), wealth to income ratio (WY) and 

dependency ratio (D) are significant variables when it comes to explaining changes in the 

savings rate where inflation has the highest impact, a 1 unit change in inflation leads to 

0.6328836 unit increase in the savings rate. While the natural logarithm of trend per capita 

household income (lnYp), growth rate of trend per capita income (Yg) and foreign saving to 

income rate (SfY) are insignificant variables in explaining changes in the saving rate.   

  

F test that all u_i=0: F(24, 417) = 28.84                    Prob > F = 0.0000

                                                                              

         rho    .66207845   (fraction of variance due to u_i)

     sigma_e    .02962886

     sigma_u    .04147265

                                                                              

       _cons    -.2061089   .2671858    -0.77   0.441    -.7313078      .31909

           D    -.2118765   .0721017    -2.94   0.003    -.3536046   -.0701485

         SfY     .0480301   .0324319     1.48   0.139    -.0157203    .1117805

          WY     .0164233   .0057796     2.84   0.005     .0050625     .027784

           I     .6328826   .1030888     6.14   0.000     .4302441    .8355211

           R     .4722181   .0943203     5.01   0.000     .2868157    .6576205

          YG    -.1586754   .3800812    -0.42   0.677    -.9057893    .5884385

        lnYT    -.0052144   .0013615    -3.83   0.000    -.0078906   -.0025382

        lnYp     .0329869    .027505     1.20   0.231     -.021079    .0870527

                                                                              

          SY        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

corr(u_i, Xb)  = 0.0913                         Prob > F          =     0.0000

                                                F(8,417)          =       9.89

     overall = 0.2956                                         max =         18

     between = 0.3494                                         avg =       18.0

     within  = 0.1595                                         min =         18

R-sq:                                           Obs per group:

Group variable: country1                        Number of groups  =         25

Fixed-effects (within) regression               Number of obs     =        450



 

25 (41) 

4.1.3 Ordinary least square – Original function   

 

STATA result 3: Ordinary least square original function   

The OLS for the original function gives a higher adjusted r2 equal to 0.3669 which is higher 

than the r2 value for the fixed effect model (0.2956). At the chosen significance level, the 

following variables are significant when explaining the household savings rate; natural 

logarithm of trend per capita household income (lnYp), natural logarithm of the deviation 

from trend per capita income (lnYT), real interest rate (R), inflation (I), wealth to income ratio 

(WY), foreign saving to income rate (SfY) and dependency ratio (D) are significant variables. 

Only the growth rate of trend per capita income (Yg) is insignificant when using OLS.   

Inflation has the biggest positive effect on savings rate and dependency ratio has the largest 

negative effect on savings rate. The natural logarithm of the deviation from trend per capita 

income has the smallest effect where a one-unit increase of lnYT would lead to a decrease 

equal to 0.0054978/100 unit.  

  

  

                                                                              

       _cons    -.4904143    .127243    -3.85   0.000    -.7404922   -.2403363

           D    -.3472032   .0590021    -5.88   0.000    -.4631634   -.2312429

         SfY     .1712996   .0249042     6.88   0.000     .1223539    .2202452

          WY      .006334   .0025994     2.44   0.015     .0012253    .0114427

           I      .612934   .1382201     4.43   0.000      .341282    .8845861

           R     .3980015   .1183599     3.36   0.001     .1653818    .6306211

          YG    -.1115138   .2031852    -0.55   0.583    -.5108453    .2878178

        lnYT    -.0054978   .0019348    -2.84   0.005    -.0093004   -.0016952

        lnYp     .0704385   .0126636     5.56   0.000     .0455501     .095327

                                                                              

          SY        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    1.56581976       449  .003487349   Root MSE        =    .04699

                                                   Adj R-squared   =    0.3669

    Residual    .973692053       441  .002207918   R-squared       =    0.3782

       Model    .592127708         8  .074015964   Prob > F        =    0.0000

                                                   F(8, 441)       =     33.52

      Source         SS           df       MS      Number of obs   =       450
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4.2 Original function including Human development index  

  

Equation 3  

4.2.1 Breusch-Pagan test for heteroscedasticity   

 

STATA result 4: Breusch Pagan test, original function including HDI  

When the Breusch-Pagan test is done on the data connected with the original function 

including human development index as an independent variable the result are a chi2 value 

with one degree of freedom equal to 24.87 and a P value equal to 0.0000. This result leads to 

the same conclusion as in the BP-test done over the original function, the null hypothesis is 

rejected which indicates that the data suffer from heteroscedasticity and that ordinary least 

square method is not suitable.  

4.2.2 Fixed effect  

  

STATA result 5: Fixed effect regression original function including HDI  

         Prob > chi2  =   0.0000

         chi2(1)      =    24.87

         Variables: fitted values of SY

         Ho: Constant variance

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

F test that all u_i=0: F(24, 416) = 29.17                    Prob > F = 0.0000

                                                                              

         rho    .68049444   (fraction of variance due to u_i)

     sigma_e    .02915034

     sigma_u    .04254188

                                                                              

       _cons    -.4645826   .2713191    -1.71   0.088      -.99791    .0687448

         HDI    -.7299026   .1897088    -3.85   0.000     -1.10281   -.3569953

           D    -.1730083   .0716529    -2.41   0.016    -.3138553   -.0321614

         SfY      .052039   .0319251     1.63   0.104    -.0107157    .1147936

          WY     .0138728   .0057247     2.42   0.016     .0026197    .0251258

           I     .6404191   .1014428     6.31   0.000     .4410148    .8398235

           R     .4655076   .0928133     5.02   0.000      .283066    .6479491

          YG     .0227056   .3769025     0.06   0.952    -.7181653    .7635764

        lnYT    -.0048746   .0013424    -3.63   0.000    -.0075133   -.0022359

        lnYp     .1201745    .035296     3.40   0.001     .0507938    .1895552

                                                                              

          SY        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

corr(u_i, Xb)  = 0.0037                         Prob > F          =     0.0000

                                                F(9,416)          =      10.73

     overall = 0.2749                                         max =         18

     between = 0.3083                                         avg =       18.0

     within  = 0.1884                                         min =         18

R-sq:                                           Obs per group:

Group variable: Country1                        Number of groups  =         25

Fixed-effects (within) regression               Number of obs     =        450



 

27 (41) 

By looking at the result from the fixed effect model used analyzing the original function 

including human development index the result changes a bit if a comparison is made with the 

fixed effect model made on the original function. When HDI is included, the natural 

logarithm of trend per capita household income (lnYp), natural logarithm of deviation 

from trend per capita income (lnYT), real interest rate (R), inflation (I), wealth to income ratio 

(WY), dependency ratio (D) and human development index (HDI) are factors that are 

significant in explaining changes in the savings rate while only growth in trend per capita 

income and foreign saving to income ratio are factors that can´t be used in explaining changes 

in savings ratio due to this model.   

Those two factors affecting household savings the most are both inflation and human 

development index but in two different ways. A one-unit change in inflation leads to a 

0.6404191 unit increase in the savings rate while a one-unit change in HDI leads to a 

0.7299026 unit decrease in the savings rate. This would indicate that countries with higher 

inflation would save more money while countries with higher human development would 

save less.    

To be unitary, the growth of HDI were included as an independent variable in the form of a 

percentage value within the regression, similar to the income variables from the original 

function. The results from this regression can been seen in Appendix 3, the outcome shows 

that development of HDI is insignificant and can´t be used in explaining changes in the 

savings ratio. The inclusion of growth in HDI didn´t increase the explanatory capacity of 

the model more than 0.0005.    
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4.2.3 Ordinary least square  

 

STATA result 6: Ordinary least square original function including HDI   

When the r2 values are studied, even here the OLS provides a model that explain the relations 

between the variables better than FEM. The r2 value from the OLS are 0.3819 while the r2 

value given by the FEM are 0.2749. At the chosen significance level, the following variables 

are significant when explaining the household savings rate; natural logarithm of trend per 

capita household income (lnYp), natural logarithm of the deviation from trend per capita 

income (lnYT), real interest rate (R), inflation (I), wealth to income ratio (WY), foreign 

saving to income rate (SfY) and dependency ratio (D) are significant variables. Only the 

growth rate of trend per capita income (Yg) is insignificant when using OLS. Inflation has the 

biggest positive effect on savings rate followed by real interest rate. HDI has the biggest 

negative effect on savings rate followed by dependency ratio.  

Wealth to income has a low impact on the saving rate where one-unit increase would lead to 

an increase in savings rate equal to 0.0059442 units. LnYp and lnYT has the smallest impact 

on the saving rate overall where one-unit increase would lead to an increase equal to 

0.1169919/100 unit changes and an decrease equal to –0.058036/100 respectively.  

   

  

  

                                                                              

       _cons    -.6249276   .1317247    -4.74   0.000    -.8838154   -.3660397

         HDI     -.406243   .1186961    -3.42   0.001    -.6395247   -.1729613

           D     -.313918   .0591038    -5.31   0.000    -.4300789   -.1977572

         SfY     .1937377   .0254655     7.61   0.000     .1436886    .2437867

          WY     .0059442   .0025709     2.31   0.021     .0008914    .0109969

           I     .6004335     .13662     4.39   0.000     .3319247    .8689423

           R     .3871984   .1169905     3.31   0.001     .1572689     .617128

          YG     .1129572   .2112026     0.53   0.593     -.302134    .5280485

        lnYT    -.0058036   .0019138    -3.03   0.003    -.0095649   -.0020422

        lnYp     .1169919   .0184818     6.33   0.000     .0806684    .1533154

                                                                              

          SY        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    1.56581976       449  .003487349   Root MSE        =    .04643

                                                   Adj R-squared   =    0.3819

    Residual    .948442282       440  .002155551   R-squared       =    0.3943

       Model    .617377479         9  .068597498   Prob > F        =    0.0000

                                                   F(9, 440)       =     31.82

      Source         SS           df       MS      Number of obs   =       450
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5. Discussion  

5.1 Regression output  
According to the fixed effect regression on the original function (without HDI) this 

regression, the trend per income was insignificant that would mean that increased income 

would not increase savings rate which would be a violation against the Keynesianism where 

they believe that an increase income would lead to higher consumption and saving.  

The other income variable lnYT (natural logarithm of deviations from trend per capita 

income) was indeed statistically significant at the chosen level of significance. This variable 

however has a negative impact on the savings rate which means that if the deviation 

from trend income increases, meaning that there will be more fluctuation of how much the 

household will get in income, then the savings rate would decrease. On the opposite, if 

deviation would decrease, meaning that the household are more certain how much income 

they will get, they would increase their savings. This result follows earlier results made by 

Hubbard, Skinner and Zeldes that comes up with the conclusion that households budget 

constraints have a large impact on household savings behavior.   

This phenomenon goes in the opposite direction with both the definition of savings and the 

psychological behavior around savings. According to the definition of savings, people want to 

save money today for future consumption and to feel safe about the uncertain future according 

to the psychological perspective. According to the result, a decrease in fluctuation of income 

will increase savings, that indicates that people saves money when they already feel safe and 

sure about the future in the economically sense.  

Growth in trend per capita income, YG, is insignificant which in this case means that this 

variable has no impact on the household's savings rate. It does not matter if the trend of 

income is increasing or decreasing because it will not have an impact on the household's 

savings according to the result from the regression. That result goes against the 

conclusion made by Raut and Virmani who meant that an unexpected growth in household 

income had a positive effect on both savings and consumption.  

Real interest rate, R, is statistically significant for the given level of significance and has a 

positive effect on the saving rate, meaning that an increase real interest rate would increase 

households' savings rate. This is in line of both earlier results and what Keynesianism believes 

about savings where one part is determined of the interest level. If the real interest rate is 

increasing, then the household would be more interested in putting aside more money to 

invest which would increase the saving rate for the households. Inflation, I, is another variable 
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that is statistically significant and has a positive impact on savings rate meaning that if 

inflation increases then household would increase their saving rate. This would indicate that 

countries with higher inflation also saves more money which can be considered a necessity 

since their money is becoming worth less.  

Wealth to income ratio, WY, has a positive effect on savings rate and is considered 

statistically significant. The impact on the savings rate should be considered to be low 

however since one-unit change in wealth to income would lead to a 0.0164233 unit change in 

household savings rate. This indicates that if the household’s wealth to income ratio would 

increase, only a small part of that would go to savings which means that the majority would 

go to consumption. That partly follows earlier results who indicates that wealth and savings 

rate have no relationship with each other in developed countries. It should be mentioned that 

this ratio can be increase by two ways; increased wealth or lowered income. SfY (foreign 

savings in relation to income) is a variable that is statistically insignificant at the chosen level 

of significance which supports the views from earlier results. According to the regression, 

foreign savings in the country does not have an impact on the household’s savings behavior. 

If this study instead was looking from another angle, where the countries was considered to be 

one unit, then this variable could have an impact but not in this case. D, dependency ratio, has 

a negative effect and is statistically significant at the chosen level of significance. An increase 

of people that are in an age where most of the people don´t work, below the age of 15 or over 

65 years, would mean that household would decrease their savings rate. This finding is in line 

with earlier studies made by Brounen, Koedijk and Pownall where they explain how people 

under 15 years and over 65 years spend and consume their savings in their everyday life while 

people within the age of 15 and 65 years have a higher savings rate. 

The increased consumption instead of savings of those people who don´t work will lead to an 

overall decrease in the countries savings rate and explains why D has a negative effect.   

Looking at the results from the modified regression including HDI where the fixed effect 

regression model is performed there is approximately the same conclusions, but it comes clear 

that lnYp, trend of income, has a positive effect on household savings rate. This indicates that 

if the trend of the household's income is increasing, people are going to save a part of that 

increased income and the savings rate within households will increase. This supports the view 

from Keynesianism where they as mentioned before, explains that an increased income will 

lead to higher consumption but also increased savings.   

A higher value of human development means that people within that country has better 

education, life expectancy and income. For us that were connected with a higher level of 
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savings since people would earn more and a higher income leads to safety in the everyday life 

which in turn leads to climbing and improvements within the Maslow´s behavioral pyramid 

explained within the theoretical part.   

After running regressions where HDI were included, another conclusion was made, a one unit 

increase in human development would lead to approximately a 0.73 unit decrease in 

household savings. This could be connected to the overall changes within that county, not 

only within individual households. A higher human development could indicate better 

institutions and society as a whole, this in turn could affect how people were thinking about 

savings. A country with better safety net, improving institutions and a continuously 

developing over all could lead to a higher safety within the everyday life and people within 

those countries may don´t feel that pressure to save their money to feel that kind of safeness.   

This phenomenon could be explained by looking at the behavioral pyramid where savings for 

psychological, safety and social needs are in the bottom. Those three steps could partly be 

covered by an improved safety net and human development which indicates that private 

savings not is crucial to climb up the pyramid.       

According to the overall R2 values on both the fixed effect models made on original function 

and the original function including HDI, the R2 of the model describing the original function 

is equal to 0.2956 and 0.2749 in the model including HDI. That indicates that the inclusion of 

HDI in the fixed effect model didn´t increase the explanation capacity of the model but it gave 

us an interesting conclusion, that increases in HDI affect savings rate negatively.  

Since growth in HDI was insignificant and had a very small impact on the explanatory 

capacity of the model and the other variables coefficients, this regression was not chosen as 

the final regression within the work and the outcome is therefore placed in the appendix.     

If the results from FEM and OLS are compared on the regressions regarding the original 

function, ordinary least square deliver a model with a higher goodness of fit value and a 

higher number of significant variables. Even though the results seem reliable and good at a 

first sight, those results can´t be reliable since the Breusch Pagan test indicated that there 

existed heteroscedasticity in the data which could lead to biased results if a OLS model where 

used. The biasedness could be explained due to larger confidence intervals which in turn leads 

to higher probability of making a type 1 error (rejecting a true null hypothesis) and believe 

that a certain variable is significant in explaining changes in the dependent variable while it´s 

not.  
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5.2 Comparison between countries with highest and lowest savings rate in year 2016  
  S/Y  lnYp  lnYT  YG  R  I  W/Y  Sf/Y  D  HDI  

Greece  -16.951%  10.00  7.53  1.185%  -0.557%  0.826%  200.372%  -1.108%  52.759%  0.87  

Switzerland  18.794%  10.59  5.50  2.531%  0.312%  0.435%  601.715%  20.050%  49.382%  0.94  

Table 3: Comparison between Greece and Switzerland   

 

By looking at the savings rate in relation to income in year 2016, Greece have the lowest 

savings rate per household equal to –16.951% while Switzerland has the highest savings rate 

equal to 18.794%. LnYT, R, I, W/Y and D was those variables that were significant in the two 

fixed effect regressions in explaining differences in savings rates and HDI was significant 

when it was included. Switzerland has lower fluctuation in their income (lnYT), higher real 

interest rate (R), lower inflation (I), higher wealth to income ratio (W/Y), lower dependency 

ratio and a higher value of HDI. Some of these numbers follows the results made by the 

regression in explaining why the difference between Greece and Switzerland´s household 

savings rate are that far from each other. Inflation was expected to increase savings, a higher 

inflation would give incentives to save more money according to the results within this study 

and earlier studies. From the table it is possible to see that Greece have a higher inflation with 

approximately 0.4 percentage points in a comparison with Switzerland. If inflation were the 

only variable that were analyzed, the implication would be that Greece would save more than 

Switzerland but that is not the case. There are four other significant variables that would 

explain why households within Switzerland have higher incentives of saving money.   

Wealth in relation to income is that variable that has the biggest difference between these two 

countries. According to this regression and earlier studies made 

by Brounen, Koedijk and Pownall, wealth is a significant factor explaining savings. People 

who are raised in wealthy families have higher incentives to save money for their future while 

people born into poorer family’s don´t have those kind of incentives. One explanation of this 

huge difference could be due to crisis within Greece that were started after the financial crisis 

in year 2008 and has affected the economy badly.   
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5.3 Summarizing discussion  
 

This study investigates the relationship between household savings in developed countries and 

the level of HDI between year 1999 and 2016 and factors that are significant in explaining 

difference in savings by using a fixed effect regression model.   

Those factors affecting savings behavior according to the results made by this study and 

regression within the chosen countries and the chosen time period are summarized in table 3. 

Each “X” represent that the variable is significant and a “-” means that the variable is not 

significant at the chosen level of significance.     

S/Y  Original function  Original function including HDI  

Independent significant 

variables  

Fixed Effect  Ordinary least square  Fixed effect   Ordinary least square  

lnYp  -  X  X  X  

lnYT  X  X  X  X  

YG  -  -  -  -  

R  X  X  X  X  

I  X  X  X  X  

W/Y  X  X  X  X  

Sf/Y  -  X  -  X  

D  X  X  X  X  

HDI  Not included  Not included  X  X  

Table 4: Summarize of significant variables explaining savings rate  

Real interest rate, inflation and human development are those variables that has the largest 

impact the savings rate due to largest numbers in the coefficients while deviation from trend 

per capita income (lnYT), wealth to income ratio (WY) and foreign savings to income (SfY) 

has the lowest impact of those variables that are significant.  

To answer the second question regarding if there is a relation between human development 

and savings rate, the answer is yes. Although the increase or decrease of a country´s human 

development index can´t be used to explain differences in household savings rate between 

countries since that variable is not significant. It could be the level of HDI that is affecting the 

household savings rate and this area need to be studies more before making a general 

conclusion within this subject.   

It should be mentioned that the purpose of this report is not to get the highest R2 – value but 

instead to see if the model is an appropriate way of estimating the savings rate. Therefore, 
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trying to maximize the R2 value should be considered being outside the scoop of this report 

and is leaved to future researcher to find out the best model.   

 

6. Conclusion  

The aim of this study was to find out which factors that had a significant impact on household 

savings ratio by using data from 25 countries and a time period equal to 18 years in a fixed 

effect regression.  

• Deviation from trend per capita income (lnYT), real interest rate (R), inflation (I), 

wealth to income ratio (W/Y), dependency ratio (D) and HDI were significant 

variables in both the tested fixed effect regressions. 

• The regression is presenting a negative relation between human development within a 

country and household savings.  

• The growth and development of HDI is not significant in explaining household 

savings rate and therefore we can´t say that if the human development is increasing, 

the savings rate will decrease.  
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8. Appendix   

8.1 Appendix 1 – Variables in the regression   
Variable Explained Source 

S/Y 
Saving ratio in a household. Savings in relation 

to household disponible income, %. 
From OECD data. 

Y Household disponible income. From OECD data, in $ 

lnYp 

Natural logarithm of trend per capita income. 

Used TREND command in excel and took 

natural logarithm on that value 

Y from OECD data 

lnYT 

Natural logarithm on deviation from trend per 

capita income. Took standard deviation between 

trend per capita income and actual income per 

capita and then natural logarithm on that value. 

 

YG 

Growth of household disponible 

income=(Value year 1 / Value year before) -1 

(%) 

 

R 
Real interest rate = (1+Nominal interest 

rate)/(1+Inflation)-1 

Nominal interest rate data 

comes from OECD data 

I Inflation OECD data 

W Wealth, financial assets within a household. OECD data 

SF / Y 
Foreign investment = Current account balance / 

(Population * Disponible income per capita) 

Population and current account 

balance data from World Bank 

D 
Dependency ratio. People under 15 and over 65 

in relation to people in working age (%) 
Data from World Bank 
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8.2 Appendix 2 – Descriptive statistic  
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8.2 Appendix 3  
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