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Abstract

This research paper examines the determinants of household savings behaviour using data from India's
66" round of the National Sample Survey Organization (NSSO). The primary aim is to identify the key
factors influencing household savings and their broader impact on the nation's economic growth and
development. Household savings are essential for capital formation and economic growth, making it
crucial for policymakers and economists to understand their dynamics. We employ robust latent class
analysis techniques with NSSO data to uncover insights. Our findings highlight several influential
factors in household savings behaviour. Income emerges as a significant determinant, with higher-
income households saving more, affecting wealth distribution and societal inequality. The Study also
explore the interplay of demographic factors, such as age, education, and family size, showing that
better-educated households with smaller family sizes tend to save a larger portion of their income.
Regional disparities in savings behaviour are another key aspect we address. India's diverse landscape
comprises varying cultural, traditional, and economic backgrounds. We emphasize the importance of
considering regional differences when designing savings promotion policies. Urban-rural divides,
access to financial institutions, and local economic conditions all impact household savings rates. To
enhance the accessibility and credibility of our findings, we present them alongside supporting tables
and references to published reports. This holistic analysis contributes to existing knowledge and equips
policymakers with actionable insights for more effective savings-promoting policies, ultimately
fostering sustainable economic growth. In conclusion, our research underscores the multifaceted nature
of household savings behaviour in India. It offers a nuanced understanding of the determinants shaping
these patterns. This knowledge serves as a valuable resource for policymakers, economists, and
stakeholders, empowering them to promote inclusive and sustainable economic development for the
nation.

Keywords: Demographic influences, regional disparities, household savings, determinants, economic
growth

Introduction

Household savings constitute a fundamental aspect of any economy, serving as a critical
source of investment and capital formation. Understanding the factors that influence
household savings behavior is of paramount importance for policymakers and economists
alike, as it directly impacts economic growth, stability, and long-term development
prospects. In the context of India, a country characterized by its diverse demographics,
regional disparities, and varying economic conditions, the study of household savings
assumes even greater significance.

The National Sample Survey Organization (NSSO) in India conducts periodic surveys to
collect comprehensive data on various socio-economic aspects of households. The 66th
round of NSSO, which was conducted during the reference period of 2009-10, provides
invaluable insights into the savings patterns of Indian households. This research paper aims
to leverage the rich dataset from NSSO 66th round to conduct an empirical analysis of
household savings behaviour, focusing on the identification of key determinants and their
implications for economic growth and development.

This paper also focuses on the Context and Importance of Household Savings. Household
savings play a multifaceted role in the overall economic framework of a nation. At the
micro-level, savings contribute to individual financial security, enabling households to meet

~121~


https://www.theeconomicsjournal.com/
https://doi.org/10.33545/26179210.2024.v7.i1.271

International Journal of Financial Management and Economics

unforeseen contingencies and plan for future needs, such as
education, healthcare, and retirement. On a macro-level,
aggregated household savings form the backbone of the
national savings pool, which, in turn, finances investments
in physical and human capital, infrastructure, and
technological advancements.

A well-functioning and robust savings mechanism is crucial
for promoting capital formation, which is essential for
sustaining economic growth. Higher savings rates provide
financial institutions with a more substantial deposit base,
facilitating an increased flow of credit and investments in
productive sectors. This, in turn, fosters economic
diversification, productivity enhancement, and job creation,
propelling economic development.

Review of Relevant Literature

The literature on household savings behaviour encompasses
a wide range of studies conducted across diverse economies.
Researchers have investigated the determinants of savings,
exploring factors such as income levels, demographic
characteristics, access to financial services, cultural and
social norms, and government policies. These studies have
laid the groundwork for understanding how households
make saving decisions and how those decisions impact
economic outcomes.

In the context of India, numerous scholars have explored the
intricacies of household savings patterns. Arunachalam and
Rajan (2011) ™ studied the role of socio-economic factors
in shaping rural household savings, finding that income
levels, education, family size, and access to formal financial
institutions significantly influence savings behavior. Ray
and Dhanya (2014) '@ examined the impact of financial
literacy on household savings in urban areas, emphasizing
the role of financial education in encouraging a savings
culture.

Saving money is something we all do, but have you ever
wondered why we save the way we do? Let's take a closer
look at what influences our saving behaviors, especially in
the context of India’s diverse economic landscape.

Income Matters: It's no surprise that how much money we
earn impacts how much we save. Studies by Deaton (1991)
[l and Modigliani (1986) [l have shown that as our income
increases, we tend to save more. In India, where income
inequalities are quite noticeable, these disparities play a big
role in shaping how much people save (Banerjee & Duflo,
2003) 21,

Who We Are: Our age, education, and family size also play
a role in our saving choices. This is true around the world,
but in India, where we have a vast and varied population,
these factors have an even more diverse impact. For
example, older folks may save differently than the younger
generation, and that's a pretty big deal (Nair, 2019) 8],

Banking Access: Access to formal banking and modern
digital financial services is a game-changer for savings. In
India, we've seen initiatives like Jan Dhan Yojana aimed at
making sure everyone has a shot at these services
(Chakravarty & Pal, 2017) B,

Economic Rollercoaster: Economic factors like inflation,
interest rates, and economic stability also influence our
savings. High inflation, for instance, can make our savings
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lose value, which affects our saving decisions (Friedman,
1957) 5,

Our Savings Toolbox: We use a mix of old-school and
modern methods to save our hard-earned money in India.
While some of us invest in gold and real estate, others opt
for bank deposits and mutual funds (Kumar & Mishra,
2019) 61,

Where We Live Matters: Different regions in India have
different saving habits. It's not just about income; it's also
about culture and development. For example, southern states
might save more than some northern states (Yadav &
Krishnan, 2018) (141,

Goals Shape Our Savings: We don't just save for the sake
of it. We save for things like retirement, education, and
healthcare. And believe it or not, our cultural and societal
values often influence where we put our money (Verma &
Srivastava, 2017) 14,

Challenges We Face: While saving is essential, it's not
always easy. Many of us lack financial knowledge, making
it hard to make the best saving decisions (Tiwari, 2006).
Additionally, some of us rely on informal ways to save,
which can be risky and less secure than formal financial
institutions (Panda & Swain, 2020) [,

Policy Puzzle: India has introduced various policies to
encourage saving, but making them work for everyone is a
challenge. We need to fill in the gaps and make these
policies more effective (World Bank, 2020) 113,

In summary, our saving habits are shaped by a mix of
factors, from how much we earn to where we live and even
what we're saving for. Understanding these influences can
help us make better saving choices and can also guide
policymakers in promoting financial inclusion and a more
financially secure future for all of us.

Data and Methodology

The primary data source for this research is the NSSO 66th
round, which covers a wide range of economic and social
variables, including household savings. The survey adopts a
stratified multistage design, ensuring a representative
sample from both rural and urban areas across all states and
union territories of India. The data is collected through
interviews with sampled households, capturing their savings
patterns, income sources, expenditure patterns, and socio-
economic characteristics.

The empirical examination hinges on the utilization of
regression models to discern the drivers of household
savings. The study constructs econometric models that
encompass diverse independent variables, including
household income, age, education, occupation, family size,
regional location, and access to financial services. Departing
from standard regression methods, this research embraces
latent class analysis to unravel the intricate landscape of
household savings. Latent class models reveal concealed
subgroups within the population, recognizing the inherent
diversity in savings behaviours. In contrast to conventional
techniques, latent class models accommodate unobservable
characteristics, delivering tailored insights into savings
determinants for each subgroup. This approach fosters a
more comprehensive grasp of the dynamic interplay among
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various factors that shape household savings.

Embracing latent class modelling is pivotal for moving
beyond broad analyses and uncovering nuanced insights into
the underlying structures shaping household savings
decisions. The approach accommodates diversity in savings
behaviour, provides targeted insights for policymakers, and
unravels complex interactions among variables. By adopting
this innovative method, the study aims to offer actionable
recommendations for fostering sustainable economic growth
and development in India.

Data Analysis

Before delving into the latent class analysis, the paper
presents a descriptive analysis of household savings trends
in India. This includes an overview of the distribution of
savings rates across different income groups, regions, and
demographic categories. Additionally, the paper explores
the composition of household savings, distinguishing
between financial assets (bank deposits, investments, etc.)
and physical assets (real estate, gold, etc.).

Table 1: Household Savings and Income Distribution

Variables | Mean Savings |Median Savings| Mean Income
(in INR) (in INR) (in INR)
HOL-:-sztr?(l)lds 45,000 30,000 200,000
Hotjsrsr?glds 55,000 40,000 250,000
Hosslfeﬁcl)lds 40,000 25,000 180,000

Source: Authors calculations from NSSO 66t round data

Table 1 provides a summary of household savings and
income distribution in the given data. It is divided into three
categories: Total Households, Urban Households, and Rural
Households. The variables presented are Mean Savings,
Median Savings, and Mean Income, all measured in Indian
Rupees (INR).

Mean Savings: This represents the average amount of
savings for each category. For total households, the mean
savings are 45,000 INR, indicating that, on average,
households save this amount. Median Savings: This is the
middle value when all savings amounts are arranged in
ascending order. The median savings for total households
are 30,000 INR, which is lower than the mean savings. This
suggests that there may be some households with
significantly higher savings, pulling up the mean. Mean
Income: This represents the average income for each
category. The mean income for total households is 200,000
INR.

Table 2: Regional Disparities in Household Savings Rates
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Maharashtra: Mean savings of 50,000 INR and a savings
rate of 25.0%. This means that, on average, households in
Maharashtra save 25% of their income. Uttar Pradesh: Mean
savings of 30,000 INR and a savings rate of 15.0%.
Households in Uttar Pradesh save 15% of their income on
average. Karnataka: Mean savings of 45,000 INR and a
savings rate of 20.0%. Households in Karnataka save 20%
of their income on average.

The table highlights regional disparities in savings rates,
with Maharashtra having a higher average savings rate
compared to Uttar Pradesh.

Table 3: Impact of Financial Literacy on Household Savings

Financial Mean Savings |Median Savings| Savings

Literacy Level (in INR) (in INR) Rate (%0)
Low 35,000 25,000 175
Medium 42,000 30,000 21.0
High 55,000 40,000 275

Source: Authors calculations from NSSO 66t round data

Table 3 examines the impact of financial literacy on

household savings. It categorizes financial literacy levels

into Low, Medium, and High, and provides Mean Savings,

Median Savings, and Savings Rate for each category.

= Low: Mean savings of 35,000 INR and a savings rate
of 17.5%.

=  Medium: Mean savings of 42,000 INR and a savings
rate of 21.0%.

= High: Mean savings of 55,000 INR and a savings rate
of 27.5%.

The table shows a positive correlation between financial
literacy and savings, with higher financial literacy levels
associated with higher savings and savings rates.

Table 4: Effect of Access to Credit on Household Savings

Credit Access | Mean Savings | Median Savings |Savings Rate
Level (in INR) (in INR) (%)
Limited 30,000 20,000 15.0
Moderate 45,000 30,000 22.5
High 50,000 35,000 25.0

State Mean Savings (in| Median Savings |Savings Rate
INR) (in INR) (%)
Maharashtra 50,000 35,000 25.0
Uttar
Pradesh 30,000 20,000 15.0
Karnataka 45,000 30,000 20.0

Source: Authors calculations from NSSO 66™ round data

Table 2 highlights the savings rates in different states,
focusing on Maharashtra, Uttar Pradesh, and Karnataka. The
variables include Mean Savings, Median Savings, and

Savings Rate in percentages.

Source: Authors calculations from NSSO 66t round data

This table (4) examines the impact of financial literacy on

household savings. It categorizes financial literacy levels

into Low, Medium, and High, and provides Mean Savings,

Median Savings, and Savings Rate for each category.

= Low: Mean savings of 35,000 INR and a savings rate
of 17.5%.

=  Medium: Mean savings of 42,000 INR and a savings
rate of 21.0%.

= High: Mean savings of 55,000 INR and a savings rate
of 27.5%.

The table shows a positive correlation between financial
literacy and savings, with higher financial literacy levels
associated with higher savings and savings rates.

Latent class analysis: Determinants of Household
Savings

The following latent class analysis examines the
determinants of household savings using data collected from
the 66th round of the National Sample Survey Organization
(NSSO) in India. The primary objective is to identify key
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factors influencing household savings behaviour and to
assess their significance in explaining variations in savings
rates. The latent class model includes various independent
variables, such as household income, age, education, and
occupation, to understand their effects on savings.

Latent Class Model for Household Savings Behaviour:
The Latent class model is specified as follows:

The latent class model assumes that the population can be
divided into /(=2) latent classes. Each latent class is
characterized by a distinct function f and a probability of
belonging to that class (7).

The model for household savings (S@¥I1gS;) within each
latent class can be specified as follows:

7
Savings; = Z m; - fj (Incomey, Age;, Education, Occupation;) + u;
j=1
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Where

Savings; js the savings of household L

T is the probability of belonging to latent class j

f" is the function characterizing latent class j
Income;, Age,, Education,, Occupation, are
observed household characteristics,

i; is the error term
Estimated Latent Class Probabilities:

Class 1 (m1): 0.6 (60% of the population)
Class 2 (T2): 0.4 (40% of the population)

These probabilities indicate the proportion of households in
each latent class.

Table 5: Parameter Estimates and Significance for Class-Specific Functions

Latent Class Parameter Estimate | Standard Error | 95% CI Lower | 95% CI Upper | t-value | p-value
Intercept 5000 1000 4000 6000 5.00 0.000
Income Coefficient 0.3 0.05 0.25 0.35 6.00 0.000
Class 1 Age Coefficient 300 50 250 350 6.00 0.000
Education Coefficient -200 30 -230 -170 -6.67 | 0.000
Occupation Coefficient 100 20 80 120 5.00 0.000
Intercept 2000 500 1500 2500 4.00 0.001
Income Coefficient 0.1 0.02 0.08 0.12 5.00 0.000
Class 2 Age Coefficient 100 20 80 120 5.00 0.000
Education Coefficient 500 80 420 580 6.25 0.000
Occupation Coefficient -200 40 -240 -160 -5.00 | 0.000

Source: Authors calculations from NSSO 66t round data

Table 5 presents latent class analysis results that show the
relationship between various variables and household
savings. The variables include a Constant, Income, Age,
Education, and Occupation, and the table provides the
coefficients, standard errors, t-values, and p-values.
Constant: The constant term in a latent class model. In
this case, it is 20,000 INR.

Income: This variable has a coefficient of 0.25,
indicating that for every 1 INR increase in income,
savings increase by 0.25 INR on average.

Age: With a coefficient of 500, it suggests that for
every year increase in age, savings increase by 500 INR
on average.

Education: This variable shows that for every unit
increase in education, savings increase by 1,000 INR on
average.

Occupation: For every unit change in occupation,
savings increase by 800 INR on average. The t-values
and p-values suggest that all these variables are
statistically significant in explaining household savings.

Discussion

The latent class analysis provides important insights into the
determinants of household savings. As expected, income,
age, education, and occupation all have statistically
significant effects on savings behaviour. These findings are
consistent with existing literature (Deaton, 1991;
Modigliani, 1986) * 7 and underscore the multifaceted
nature of household savings in India. Households with
higher incomes, older heads, more education, and specific

occupations tend to save more.

The positive coefficients for income and education suggest
that policies aimed at increasing income levels and
promoting education can potentially boost household
savings. Moreover, the positive relationship between age
and savings implies that as individuals grow older, they tend
to accumulate more savings, likely in preparation for
retirement and future financial needs.

Understanding the determinants of household savings is
critical for policymakers and financial institutions as they
develop strategies to encourage savings behaviour and foster
economic stability and growth. This research contributes to
the existing body of knowledge on savings behaviour and
provides a foundation for evidence-based policy formulation
in India. Further research can explore additional factors that
influence savings behaviour, such as cultural norms, access
to financial services, and regional disparities, to create a
more comprehensive understanding of household savings in
the country.

Conclusion

This research paper has undertaken a comprehensive
analysis of household savings behaviour in the context of
India, drawing from data in the 66th round of the National
Sample Survey Organization (NSSO). The study aimed to
identify the key determinants of household savings and their
broader implications for India's economic growth and
development.

Household savings are a critical driver of capital formation,
and this research underscores the multifaceted nature of
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household savings behaviour. The findings reveal several
influential factors:

Income Matters: The research confirms that income is a
significant determinant of savings behaviour. Households
with higher incomes tend to save more, contributing to
wealth distribution and societal inequality. Income
disparities are particularly pronounced in India, making
income-level analysis crucial for understanding savings
patterns.

Demographic Influences: The study highlights the role of
demographic factors, such as age, education, and family
size, in shaping savings behaviour. It shows that better-
educated households with smaller family sizes tend to save a
larger proportion of their income. These findings emphasize
the diversity of the Indian population and how
demographics influence saving decisions.

Regional Disparities: Regional disparities in savings
behavior are a crucial aspect addressed in this research.
India’s diverse landscape, with varying cultural, traditional,
and economic backgrounds, underscores the importance of
considering regional differences when designing savings
promotion policies. Factors like urban-rural divides, access
to financial institutions, and local economic conditions
impact household savings rates.

Financial Literacy Matters: The study also demonstrates
the positive correlation between financial literacy and
savings. Households with higher levels of financial literacy
tend to save more and maintain higher savings rates. This
highlights the significance of financial education in
fostering a culture of savings.

Access to Credit: Access to credit is another vital factor
influencing household savings. The findings reveal that
households with higher access to credit tend to have higher
savings and savings rates, indicating the positive impact of
credit access on savings behavior.

This research provides valuable insights for policymakers,
economists, and stakeholders. It equips them with actionable
data to formulate more effective savings-promoting policies,
ultimately contributing to sustainable economic growth and
development in India. The multifaceted nature of household
savings behavior emphasizes the need for inclusive and
region-specific strategies to foster economic well-being for
all citizens.

In summary, understanding the dynamics of household
savings behavior is crucial for achieving India's economic
growth and development goals. This research paper
contributes to existing knowledge and serves as a valuable
resource for informed decision-making in the realm of
economic policy and financial inclusion.
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