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COMPARATIVE ANALYSIS OF HOUSEHOLD
- SAVINGS Bﬁiﬁﬁ‘%’i” OUR IN RURAL AND URBAN
AREA OF NIGERIA

* Ajayi, M. A.

Sustained economic grewth is determined by domestzc Sinancial saving
mebilization. The Nigerian's performance . with regard to. domestic
JSinawncial saving mobilization has been very poor over the lust thiee
decades. To this extent, this study facused on the analysis of the Household
Savings behaviour in Nzgerza using miicro level data of the Housekold
Income and Experduure Survey (HIE.S:} for the perzod between
2009/2010. T kree di fferenf non-linear saving functzons attributed to
Keynes, Klein and Landass were estimated. separately for the urban and the
rural households, using the Ordzim:y Least Squares (OLS) teckmque The
stua’y observed that the average income ands savirgs of an urban household
are conszderab(y lower than those af the rural househo!d or overall
Nzgerza Contrary to the, general bet';qf it was abserved that ;he‘ ""ropensggz
to save of the rural housefwidv is much hlgher than that of ’}"»Ht’bdis
counterparts. The dependemy ratio and the various level of ed ation were
observed to have negative mﬂuence on household savmgs There exists no
stuilsflcallfv sZ g'zgf' cant re!atwnskzp between savmgs and the emplayment
status and occupatmn of the kousehald’ head. Fi, mally, savings was, fourzd to
mcrease wztk age but tend to declme when the age crosses a ce ! am lmm‘

- wlz ichis conszstent w:th ilzesze Cycle Hj ypotheszs

Key words H ousehozd inc 0me/ savmgs be.’mvlo ur, urban & 1 ul al areas.

of]lo ”n‘Nzgerza " ‘.-  AN
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and discussion results. The final section conta
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Several reasons have been given for this trend ranging from economic to
socio-cultural. The more general ones are high propensity for conspicuous
consumption, increase availability of new products and negative real returns
to financial savings, (Nadeem and Ashfaque, 1992; Arize and John, 2008;
Singh, 2010). These factors have been considered to influence propensity to
save but rather would not be able to explain various characteristics of

household savings behaviour in general.

-~ Studies on analysis of National Savings as well as household

savings using time-series data and cross-sectional analysis of the household
savings behaviour are well established in the literature. (Agu, 1988; Ojo,
1976; Fadhil et al., 2007). But these studies were based on information from
the urban household which shares a sharp difference socio-economic and
demographic feature from that of rural household.

~ This study was set out to analyze the household's savings
behaviour in Nigeria. Specifically, it investigated the nature of income-
saving relationship, and further examines the impact of economic and socio-

cultural factors on household savings. These factors include education,

earning status, dependency ratio, residence location and secondaty earner on

household savings. In addition it compared the s2 vings behaviour of Urban

Household and Rural Households, and developed scparate estimates for each
ype (Solomonand Wet, 2004 Nvwachulera, 2007

.. This paper is organized as follow: Section

conceptual clarification, the functional forms of savings equation and
methods of analysis are discussed in Secti n1II. Section IV gives the reports
{ discussion results. The ection ¢ né'th@Conc:ludihgrcinarks'.

Section II describes the

Il Conceptual Clarificationsand LiteraturcReview -
. Savingisa acrifice of current consumption that provides for the
accumulation of capital,

inthe future (G

which in turn, provides additional output that can be
 hat (Gersovta 1988) Inotherwords,sevings
arnings and consumption. It has also
» or part of income, which is not spent
). Savings in an economy can
de personal savings, corporate or
i hese the household savingsor
T e dentid 0 bconting e mos subotants
part of aggregate savings in bothmdustnahz d and developing countries
(Klaus, Webband Coresetti, 1991; Akinbobola and Oladipo,2011). .

n current

o " According to P9c>t'er‘(2002),' savings are still seen as one way of -
‘mitigating risk, especially 0 ‘ _
of ¢crop failure or of unemployment makes househ

fincome variability in poor households. The risk
olds to either build up
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savings or attempt 10 gain access to loans. Saving is therefore a type of self-
insurance. However, poor households are unlikely to save much. Already

they find it hard to gain sufficient income to satisfy minimum consumption -

needs. Mutuality in insurance provision by groups of households is a way
that households can mitigate idiosyncratic risk. For very poor households
this for.m of insurance may not be enough to cope with shocks. Other copiné
strategies may involve migration, increasing supply of child labour or
reduction in food intake, with obvious effects on health, especially that of
children (see World Bank, 2001). . ' ' s i g
Browning and Lusardi (1 996) in an article whose principal objective
was to review the literature on why households save, co'mcidentally took note
of studies that looked at behaviour in the light of announcements about
changes in government policy such as an increase in social security
payments (WilcoXx, 1989) or changes in credit restrictions (Alessie, Devereux
and Weber, 1997). Peter (2002) further considered the question of how
changes in macro economic policy affected household financial decisions.
One way of tackling this question has been to theorize the effects of a
monetary shock on investment and saving behaviour. A standard textbook
approach (e.g. Mishkin, 2001 Zahoor, et al., 2009) discusses this monetary

transmission mec anism in the following way. An increase in money supply
increases the amount of bank liquidity and causes interestrates to fall in order
to encourage households and firms to spend more on consumption and
investment goods respectively. In this casc, households are ‘expected to
reduce savings and increase spending and / or borrowing. Firms are also
expected to increase borrowing for investment. There is an overall increase

is counterbala;céd in the modern Jiterature by an anticipated inflation effect
(Li, 2000; Akinbobola and Oladipo, 2011; Jatiana et al., 2007). Here, an
expansionary monetary shock leads households to expect that the rate of
‘inflation will increase. They therefore move out of cash and Incre an

for credit with the resultant increase. in nominal interest :

reallocation of labour towards credit services. Where the liquidity effect
dominates, overall real activity rises over the period folloy ki

This approach is one 10 which credit for household consumptlon

ing the shoc

an important role in understanding how the credxtchannel works
atcomes for policy

plays

through consumer: spending to deliver the desired !

-makers...Here . policy  makers, 8% grappling with Ways ¢ avoiding of
o oqthing business cycles and the role of consumer credit in this Prooes®
critical. Fof,}-devel'oping economies, the focus is different (Shanmugan and

; 1..Househ01ds find other ways than s

aving to affect the éiildotﬁing

_in employment and output, especially of credit services. This liquidity effect -
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process such as marital ties, or changing family size (Rosenzweig, 2001).
Deaton and Paxon (2000) considered that the existence of multigenerational
households hides the differences between individuals within households.
They develop a method of deriving individual's behaviour from household's
data and then applied this to Thailand and Taiwan household survey data.

- They found that there were some supports for the life-cycle hypothesis that

gavings_ increase with growth as the younger age groups save more as their
incomesrise. : - $oid : b

The discussion around the above-mentioned contributions is
concerned with policy effects in the presence of liquidity constraints, which
result in behaviour contrary to that predicted by the standard life-cycle
model. One benefit of looking at policy events in this way is that changes in
consumption patterns over time can be separated out from the effects of
policy changes. Given that most household surveys in most years should
have estimates of income and details of consumption, it is possible in
principle to look at policy effects on savings independently of changes in
income and across income groups. b i e i

" However, one of the most important factors that affect the saving .

: I ngs pfbdﬂi_ﬁ.‘s"ai‘failablé’t‘(_)ﬂ them.

behaviour of individuals is the type of savings products avara> € to T
For some, the most important question h is liquidity that is how often

ceessed after the account has been opened and monies
iViduals have different motives and needs for saving,
it types of savings products, and since developing
\any products have financial implication for the providing
iortant to know what the tendency ina community is. So
ing products are most preferred ina community?”

serves from experiments with open access and compulsory
stems by Bangladesh MFIs, that most rural saver prefer
it roduct to the liquid Jocked-in savings

 the number of times a saver can .
period. The experience observed
r in Bangladesh for Voluntary,

2000)

Pthe Household Income and
_ 10, compiled by the Federal

S X peria. The Survey, based on national sample on
L+ the six geo-political zones, covered 14,245 households -
atic the houschold's income, expenditure, savings,
Joyment status of the household members. The

and contains information on
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dataon l}ousehold saving in Nigeria are beset with various problem like other
developing countries (Deaton, 1989); gravity of which can be judged by the
fact that if financial savings plus net change in assets, when adjusted for
repayments of loans and additional borrowing is taken as a measure of
household savings, then it is found that all the households reported either
negative or zero savings (see table I below). : -

Therefore, household savings are derived using the residual approach
i.e. taking the difference between the household's Income and Expenditure,
since, in household surveys, both income and expenditure are measured -
“with errors”. To overcome the problem associated with the use of residual
approach household savings are defined in five different ways as used in the
study of Nadeen and Ashfaque (1992). '

Sav, = Household Income minus his consumption expenditure

Sav, = Household Income minus his expenditure on non-durables

Sav, = Household Income minus his expenditure on non-durables
(durables include appliances only)

Sav, =  Household Income minus household expenditure on non-

: durable (durables include appliances and education) and -

Sav, = Financial Savings Net Changes in Asset Net of Repayments

and Borrowing ~ ; ;

Based on the definition above the characteristics of :hQu_Sehoild .
savings pattern in the rural, urban and Nigeria as a whole are shown in table I
below 51 e B aaag

__[Table I: Characteristics of Household Savings Pafterns

S/No. Saving Definitions ~~ SavD, SavD, SavD,  SavD,  SavD;
Lo McanSavmgS SR IR e LET BT PRl nai gl
CRural * . 10341 18481 11924 = 12927 . .

CUban*t v 331510 37126 34342 39962 ¢
Total wa s T D079 1332081 11 2574758

. paMeReieoie SRR S A
Rural* . 224186 2241.86 2,241.86 2,241.86 .2,24]
. Utban** 403759 4,037.59 4,037.59 : 4,037.59 4,037.59

al 11320431 320431 3,20431 1320431 320431 ¢

[B. . Negative /zero Savers . .-
o e

TR e T A g I

o Utban** g A AT s e IRE00
4. A\f_eragé Propensity to 4 » £
| Save (%)




_'whose emplrlcal apphcatlon leads to the followmg sample forms

~ givenas follows
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Rural * 4.61 8.24 5.32 5.77 -
Urban ** 7.96 - 920 8.51 9.90 -
Total ¥** 6.49 10.39 8.03 9.82 . -

Sources: Author's Computation 2011
Note *5,678 Rural Households**8,567 Urban Households ***14,245
Total Households :
" From table 1 above, the income reported by the data shows those"
urban households earn higher average income than the rural and overall
Nigerian household i.c. 80% and 26% higher respectively. Likewise,

* the average household savings is considerably higher in the case of the
‘urban as compared with the rural and Nigeria as a whole. Also, the

average savmgs of household is higher in the case of the urban
household as compared with that of rural and overall Nigerian
household The Average Propensrty to Save (APS) for Nigerian
household range from 6.49%to 10. 39% dependmg on the choice of the

: savmg deﬁnrtlons While the APS varies from 4.61% to 8.24% in the

ase of rural household and ranged between "Iy 96% and 9. 90% in the’
case of urban households Lastly, it worthy of note that more than two
ﬁﬁh of the sampled household in both rural and urban reported
TO savmgs 1rr°spect1‘ & ofthe s survey deﬁmtron
To ﬁnd out a savings function which is simple, but which at the
: een w1de1y used in analyzmg household savmgs

and Y are household savmg and income respectrvely

'fandZ1stan aggregatlon of other socro -economics variables. Equat10n1 ‘
{f_above lack non- linearity' S which a common feature of household
| 'behav1ors is. Therefore the equatron whrch mcludes non-hnearly is

5% ao+aY+01Y+ «,Z .....
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Equation 2 is not suitable because of the present of
heteroscedasticity in the estimation of the parameters. Therefore,
savings are expressed as a percentage of income as follows
S/Y = B°+BIY+B LY)+ P T s s si s sliwsduins sndavki g nmied

The alternative formular suggested by klevin (1951) whrch
takes care of non-linearity is as follows: o o
S/Y= 'yo+'yllogY+72Z ..... EEAR e I o e o pEY et 4

Lanhau (1971) suggested a better equation that takes into

account the shape of the saving function and testing of linear versus

non-linear relatronshlp between savmgs and income, He suggested
equatlons o A R
S/Y—;vo G l,Y + kzﬂogy) Ry WY AT A L P e R

- Note that a positive and statrstrcally 31g111ﬁcant coefﬁcwnt L2
would support the hypothesis of non—hneanty

v Results and Discussion

The functronal forms of the savings functlon as propounded by
Keynes, Klem and Landau were used to estimate separately for urban and the
rural households usmg the Ordinary Least Square estxmatron techmque The
report for the rural area of ngerla is presented in table 2 whrle that of the :

urban eais reported in table K s { :
Table 2: Org ary Least Square Estrmate of the Savmgs Equa

— T Keynesian T
Ak Household lnoome L e 22200000521 (0. 971) st
i | InverseofHousehold Income ,v-726 42(3 LT BN

g ii._| Log of HouseholdIncome - . - [ -~ -

V... LogofHousehold lnoome Square | B

v DependencyRatlo

vi. EmploymentStamsofHousehoId -.-0.041 (169)** ;

vu EamlgnStatusofHouseholdHead “.,.0.631 (0.79) ©-2.10.029(049)- ‘.‘1‘.0.028(0.47) Wl |

viii. SecondaryEamersmHousehold ' .0.009(1.55)  |-0.011(0.59) » “'0'0,18.(2'42.)*
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ix. | Age of Household Head -0.021(3.31)* -0.020 (3.81)* -0.020(3.82)*
x. | Age of Household Head Square 0.00003(3.57)* | 0.00003(3.79)* | 0.00003(3.72)*
xi. | ConstantTerm 0.864 (4.01) -3.418(4.99)* -1,357 (5.31)*
R-Square 0.348 0.124 0.105
Adjusted R-Square 0.343 0.121 0.101
F-Statistic 201.89 84.32 59.71
Educational Status of
Household Head
Incomplete Primary School -0.372(4.12)* -0.327 (4.32)* . -0.323(5.37)*
Primary School Graduate s -0.132(2. 3 |-0122(3.21) | -0.117 (3.42)*
Junior Secondary School Graduate| ~ -0.131(3.21)* -0.123(3.74)* -0.103(3.52)*
| Senior Secondary School Graduatq ~ -0.081 (2.43)* -0.062 (3.01l)* -0.058 (3.27)*
UmverSIty orPontechmc Graduate|. _-0..31 2 (4.32)* - 1-0.301(341)* | -0.397(4.01)"

Sources. Author s Computatlon 2011

Note: t-Statistics are given in parenth eses
* denotes szgn;f' icance at 5 percent Ievq_l.h TN

“Keynesian

Kiein

Landau

Household Income -

i, | Inverse of Household Income

0.0000743 (0 781)

o -0.000024(0.569)

Logiof-Household Income -

14 1,431 (7 62)*

0201 (6 43)* <

V7 ; iy
Iv Y '—a«-o 581 (935),:. 0427 (916)* ==
Vi |E 20,091 (4:89)" | -0.083(4414)
vii.:| Eamign. Status of House old Head +0:317 (3:14)" 0.241(1.31) 29)7
viil.| Secondary Earners in Household 40,012 (1:31) = 0.006 (1.:12) =} 0. 002 (0 09) &
ix.-| Age of Household | Head 772 0103 (6.72)* ’»;;_i;Q;~j;01;(5.43)f: ,'»-0.,1,0.1\_,(5 08,)?‘ =1
X. | Age of Household Head Square 0.00005 (5.63)* 0.00010(1.21) | 0.00010 (1.18): »
i ConstantTerm ; 3187 B ;';-5134'(7 58) =3. 013(8'64)*« '
|R-Square - e -0483 - 0218 0492
} Ad‘lusted R-Square e s 0481 0215 0 190
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F-Statistic | 2714 201.31 |
Educational Status of Household ‘ ! e
Head_ ,
lneomplete Primary School -0417 (3.31)* | -0.254 (4.3l)* 0 382 (5.123)*
Pnroary School Graduate -0.531(2.89)* | -0.519 (3.03)* -0.482 (4.32-3
Senior Secondary School Graduate -0.131(3.21)* | 0123 (3.74) -'0,103 '(3'52;*

_ University or Polytechnic Graduate -0.254 (431)* | -0.222(3.81)* | 0209 (2 am

| il 01222 (3.81) 9».209 (3.98)*

Sources Author S Computatlon 2011
N ote: t—Statwttcs are given in parentheses

” ' *denotes slgmf icanceat§ percent I_eveL

From tables 2 and 3, the R* Statistics show that Keynes1an model ﬁts :
| ngerxa data better than the other two models. The Explan" ory Capamty of
the models are h1gher in the urban than in the rural estmat (e

statlstlcal 51gn1ﬁcant of the coeﬂiments of inverse of ho

Keyne51an Klein's; and Landau functlons The sxzes of the

i3 B The dep dency rano was found to have mve

: household savmgs i. e the h1gher the dependency rat

7 Those coefﬁc1ents are relatlvely larger for urb an ares

soc1a1 mentahty that households in c1t1es must help :

in rural areas These coefﬁcwnts are statxst1cally s1gmﬁcant ross all the

& functlonal forms w1th a negatlve 51gn (Olomola and Olagumu. 2004 Verma
"and Wilson, 2005; Solomon and Wet, 2004) 5 -
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The coefficient of the earner status in the urban area of Nigeria was
statistically significant and has positive sign with its.size larger than the one
reported in the case of rural households which were statistically insignificant.
Therefore, households in urban area that is an earner will lead to an increase
in saving all other things being equal. . '

" Different levels of educational attainment of head of household were
found to have a negative statistically significant impact on saving in Nigeria.
2 ‘ Though, the influence is smaller in rural when compared to urban
households. This finding suggests that as level of education increases, the
savings are reduced. The reason for this is not far fetched, that educated
parents will definitely want to educate their children irrespective of the cost
and this will impair on saving of such households (Burney and Irfan, 1991;
Solomon and Wet, 2004). _

The presence of secondary earner in the household in Nigeria was
found to have positive influence on Household savings. The Household
savings was found to decrease with the age at a decreasing rate because the
coefficient of the age of the household head and its square are statistically
significant with the negative and positive signs regpectively for both rural

and urban households.

\Y Conclusions and Recommendations L
, The focus of this paper has been to analyze the household saving m
Nigeria, using the data available from the Household Income and
Expenditure Survey (HIES) for the year 2009-20 10. The non-linear saving
~ functions developed by Keynes, Klein, and Landau were estimated __for the
urban and the rural household respectively, using the Ordinary Least Square
used in this research include Household

usehold income and other socio-economic

(OLS) method. The variables
Savings (Dependent) while, Ho } her s
‘variableé like education, secondary earners, age, ¢mployment and

dependcncy ratio (as independent).
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The study concludes that the propensity to save of the rural
households is much higher when compared with their urban counterpart. The .
educational status of Household heads was found at various levels to have
ne_gativé influence on Household Savings and is statistically signiﬁcant. This
shows that the consumption expei;diture of highly educated household's head
is relatively'.:l.liigher, ‘which in turn reduces their .savings'.v“ There exist a
systemic relationship between the employment status of household head and
their respective saving level. The Life Cycle Hypothesis was supported by
these findings because Savings tend to increase with age but decline when
age crossed a certain unit. '

Finally, the dependency ratio has a negative relaﬁo_nship with
Household Savings both in the rural and urban location in Nigeria.




