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ABSTRACT

The aim of this study was to examine the micro level determinants of household saving in Uganda. This study used household level data obtained from Uganda National Household Survey (2009/2010) conducted by Uganda Bureau of Statistics. Household saving function was estimated using Ordinary Least Squares technique. Prior to the Ordinary Least Squares estimation, the study conducted preliminary analysis which involved presentation of descriptive statistics and a correlation matrix.  The results from the OLS estimation reveal that, Income was the main determinant explaining the cross sectional variation of household savings in Uganda. The results show that household income, education of household head, spouse education, gender, age, and household location (living in urban areas) are factors positively and significantly influencing household saving. On the other hand, household size, marital status age square of household head and regional differences negatively and significantly influence household saving.
The outcome of the study has various policy implications. Considering the income factor, one way to improve the saving level is by implementing policies that improve productivity and income of households. Institutions that are involved in development projects need to increase their support to improve the business environment of the rural and urban populations. Such decisions include improvement in the transport and communication infrastructure. Also of importance is increased involvement of the government in services that support economic activities in the rural areas such as, electricity, water, extension services and marketing channels. These will motivate households to increase their production, income and hence saving. The government should also increase its funding of the education sector not only to primary (UPE) and secondary (USE) but also tertiary institutions but also to the adult education program that has been running for decades. 
CHAPTER ONE

INTRODUCTION

1.0
Introduction

This chapter shows the background to the study and the statement of the problem. It reveals the objectives for which the study was carried out, presents the research hypothesis and highlights the scope and significance of the study. It also gives an outline of the organization of the dissertation.
1.1
Background to the study

It is interesting to try to understand human beings’ ways of economic thinking in modern societies. However, it is possible to realize this aim only if the approach of economic theory is based on the individual’s or household perspective. Thus, the development of a microeconomic theory based on individual choices and preferences is essential for understanding of household saving behaviour. Although, the individual is the focus of the analysis, it is also necessary to acknowledge the fact that the household is the most important aspect of life for many individuals.

Economic theory such as the Absolute Income Hypothesis by Keynes (1936), postulates that households' saving is the difference between households’ income and consumption of goods and services. Income is household’s earnings generated from different sources during a given period of time. Sources of income can be salary or wage, profit, interest payments, earning from farm production and others. Consumption is the total amount of goods and services that is consumed by households during a given period of time. Consumption includes expenditure on food, clothing, housing, utility bills, traveling, ceremonies, recreation or charity and others. He argues that household savings may be in many other sources like real estate, jewelry, bank balances, shares, live stocks and agricultural land ( Rehman et al., 2010).
From the classical times, development economics has long recognized the importance of mobilization of household savings as a key component of domestic savings in developed and developing countries in order to achieve economic growth and development. It is purported that household savings, by facilitating the process of capital accumulation, ensures that economic growth and development are realized (Rostow, 1960). For instance, in the Harrod -Domar model, household savings and incremental capital –output ration jointly determine the economic growth of the economy (Afronia, 2011). However this does not mean that raising household and domestic savings is enough to achieve economic growth and development. There was still need to investigate the determinants of household savings which provides the background motivation for this study with emphasis on Uganda. According to the World Bank (2010), a higher household savings as a component of gross domestic savings was an engine to growth in many countries in the past decades, since they financed higher rates of investment as well. Thus, policies to promote household savings have a central role to play in driving growth via investment in Sub- Saharan Africa. The question which arises is that “what determines household savings”?. This question was answered by this study with evidence from Uganda.

The Sub-Saharan African countries (Uganda inclusive) have for a long time been characterized by a worrisome problem of low savings rate. In fact Sub- Saharan Africa has had the lowest savings rate in the developing world (Namanya, 2011). As statistics show, the Gross Domestic Saving (GDS) as a percentage of Gross Domestic Product (GDP) in Sub-Saharan Africa has been low and fluctuating over time compared to other countries in the developed world as evidenced in the report by World Bank (2007). For example gross domestic savings in the region averaged about 18 per cent of gross domestic product (GDP) in 2005, compared with 26 per cent in South Asia and nearly 43 per cent in East Asia and Pacific countries, according to World Bank estimates. The same report shows that, some countries, those rates are even on the decline. South Africa alone accounts for almost 40 per cent of sub-Saharan Africa’s total GDP. Yet in 2006 the country’s gross domestic savings rate declined to 13 per cent, from 26.7 per cent in the early 1980s. Consequently, the region has been heavily dependent on foreign savings, mostly overseas development assistance to finance its economic activities.

Although the savings rate of Sub- Saharan Africa is lower than any other region in the world, Uganda is among the countries with the lowest savings rate in the whole of Sub- Saharan African  region as it was recorded to be below 10 per cent of GDP by 2007 (Efam, 2008). He argues that the low savings rate in developing countries is attributed to low levels of income following high unemployment rates, high costs of living, inadequate financial services, physical distance from banking institutions, high minimum deposit and balance requirements. This means that the majority of the population does not save, thus leading to low levels of household savings. A clear comparison of the of Gross Domestic Savings as a percentage of Gross Domestic Product of Uganda in relation to Sub –Saharan Africa is provided in Table 1:
Table 1: Saving trends (as a percentage of GDP)

	Year 
	Sub Saharan Africa
	Uganda

	2007
	17.6
	9

	2008
	22.7
	15

	2009
	19
	13

	2010
	21.4
	13.50

	2011
	21.7
	13.80

	2012
	23
	14


Source: World Bank report (2013)

From the table above, In 2007, the saving rate of Uganda was 9 percent, in the same year, the savings rate of Sub Saharan Africa was 17.6 percent. In 2008 the saving rate of Uganda in increased by 6 units from 9 to 15 percent following a 5.1 percent increase in the saving rate of Sub Saharan Africa. However, in 2009 the saving rate of Uganda declined from 15 to 13 percent and at the same time Sub Saharan Africa also experienced a decline by 3.7 percent from 22.7 to 19 percent. Unlike in 2009, the savings rate of Uganda increased to approximately 14 percent in the 2010 and 2011 following a rise to 21.4 percent and 21.7 percent in the same period achieved by Sub-Saharan Africa. In 2012, the savings rate was 14 percent in Uganda, indicating just a slight increment of 0.2 percent from 2011. In the same period Sub- Saharan Africa experienced an increment of about 1.3 percent of GDP.

Given the information in table 1 above, it is evident that the savings rate of Uganda is far below that of Sub- Saharan Africa and worse still, the savings rate is not stable rather it fluctuates over time. This low savings rate in Uganda amidst limited knowledge of determinants of household savings leaves a question, that is, “what determines household savings in Uganda?” This question was not clearly answered by previous study by Nahamya (2000) and Chowa (2012) on savings determinants in Uganda. These studies concentrated on one or a few districts which many not make a nationally representative sample. Besides concentration of one or few districts makes the study biased which leads to making of inappropriate inferences about the total households saving determinants in the economy. This study differs from the previous ones by analyzing the determinants of household savings in Uganda using a nationally representative data set from UNHS (2009/2010).

1.2
Statement of the problem

Uganda’s savings rate of below 15 percent of GDP for the last decade is among the lowest in the whole of Sub-Saharan Africa. This savings rate is far below the average Gross Domestic Saving rate of 24 percent and 26 percent of GDP that was achieved  in Latin America (and Caribbean) and South Asia  by 2005 (World Bank, 2007). This rate is also still below the targeted 20 percent of GDP that East African countries need to realize by 2014 in their proposed road map to a common monetary union (Background to the Ugandan Budget, 2010). Worse still, the report shows that the savings rate has been fluctuating over time. The savings rate is still below the targeted Millennium Development Goals (MDG) of 15 percent needed to reduce overall poverty rate by 2015.

In order to raise household savings and reduce poverty, the Ugandan government gave out youth funds and also encouraging households to join SACCOs where they can access simple loans to start up small businesses earn income and be able to save part of it. Despite these efforts, savings rates have generally remained low. This means that the households' motivations for saving are still partially understood. We know some variables that might be used as predictors for household saving, such as income and age, but other underlying socio-economic and demographic factors governing the household saving is an under-researched topic. Studies by Nahamya (2000) and Chowa (2012) on savings determinants in Uganda concentrated on one or a few districts which many not make a nationally representative sample. Besides concentration of one or few districts makes the study biased which leads to making of inappropriate inferences about the total households saving determinants in the economy. Against this back ground, this study uses a nationally representative data set to explore some of the socio-economic and demographic variables that might be important for household saving in order to contribute towards a broader understanding of its complexities.
1.3 
Objective of the study

The objective of the study was to investigate the determinants of household savings in Uganda.

. 
1.4
Hypotheses

In order to realize the study objective, the study tested the following hypotheses:

i) Education of the household head has a positive effect on household savings.

ii) Household income positively influences household savings.

iii) Male headed households save more than female headed households.

1.5
Significance of the study
This study will help to inform policies on how household savings can be raised in Uganda. Understanding the nature of household savings behavior is critical in designing policies to promote savings and investments, more so when a country targets a certain level of growth. There is need for the government and the financial sector policy makers to implement policy measures that will promote higher level of household savings and increase the use of formal financial savings instruments. Alternatively, a better link between the markets where savings are mobilized and where the investment funds are demanded can be established. Significant increases in savings mobilization may not occur if factors attracting potential savers to financial institutions and the factors that determine their level of savings are not considered. For this to happen there is need for knowledge on what determines household savings in Uganda.
The study adds knowledge on existing households saving literature which is crucial for policy designs. Studies by Namanya (2011) and Gina (2012) on savings have concentrated on a few factors and districts. This study utilized a nationally representative sample to analyze the micro level socio-economic and demographic determinants of household savings in Uganda. A micro study of households was important in that it is the savings generated from individual households that make up the aggregate savings in the economy. It is important to note that, East African countries have targeted to become middle income countries by year 2030. To achieve this they need to increase the level of savings, more so what is generated from the households. The results realized from this research will enhance the scanty literature on understanding savings determinants of households in Uganda and other developing countries.

1.6
Scope of the study

The study analyzed the determinants of household savings in Uganda. It used a nationally representative UNHS (2009/2010) data set. This period of study was chosen because of the availability of reliable data and not by arbitrary selection.
1.7
Organization of the dissertation

The dissertation is organized in five chapters. The foregoing chapter introduced the study by giving the background to the study, highlighting the study objective and research hypothesis. It also provides the significance and scope of the study. Chapter two is devoted to reviewing the relevant theoretical and empirical literature and ends by presenting the summary of literature. Chapter three highlights the research methodology used in the study. It includes the theoretical framework, model specification, data description and the estimation procedure. Chapter four presents the study findings and discussions while chapter five presents the summary conclusions, policy recommendations, and limitations of the study. This chapter also suggests areas for further research.
CHAPTER TWO

LITERATURE REVIEW

2.0
Introduction

This chapter reviews both the empirical and theoretical literature .The chapter is divided into three sections. The first section reviews the theoretical literature on the existing theories of savings. The second section provides a synthesis of empirical literature on the determinants of household savings and the final section gives an overview of existing literature, showing the research gap that was filled by the current study.

2.1
Theoretical literature

Savings as a subject has received immense publishing from different researchers and schools of thought. Savings and consumption are normally considered together in most of the theories of savings, due to the fact that if a household makes a decision to consume, it is in effect making a decision not to save the consumed amount. Following this reason, this study discusses several theories of consumption and savings in the sub-sections that follow.

2.1.2
Absolute income hypothesis 

Keynes (1940) was the first economist to develop a systematic theory of aggregate consumption expenditure by households. He assumed consumption to be a function of current disposable income. Keynes absolute income hypothesis is based on the psychological law, which states that “men are disposed, as a rule and on average, to increase their consumption as their income increases but not as much as the increase in their income (Keynes, 1936). The marginal propensity to consume (MPC) out of disposable income is positive and less than one. Household’s current consumption expenditure is a positive function of real current disposable income. As the income increases, the increment is partly consumed and partly saved for purposes of financial security in periods of unemployment, illness, death of bread winner or for investment so as to enhance future income. The absolute income hypothesis is a short run theory and makes the assumption that marginal propensity to consume (MPC) is between zero and one. MPC declines with increase in income, implying that marginal propensity to save increases as income increases. The implication of this is that low income families save a lower percentage of their income as compared to high income families. 

The proposition of the absolute income hypothesis that MPC is positively related to income was at first accepted, but empirical studies have shown that MPC is stable over time (Kuznets, 1946). Available data on aggregate consumption and savings over time does not support the proposition that MPC is less than average propensity to consume (APC), and that marginal propensity to save grows over time as aggregate income increases. However, the constant slope of the consumption function does not alter the basic proposition of absolute income hypothesis which postulates that consumption is an increasing function of disposable income. 

2.1.3
Relative Income Hypothesis 

Relative income hypothesis (RIH) is another consumption theory that was proposed after the Second World War by Duesenberry (1949). He developed this theory due to the apparent contradictions of absolute income hypothesis and observed facts, economists carried out studies to resolve the contradictions. According to relative income hypothesis, a household’s consumption expenditure is a function of the relative income of the household. The relative income can be the average income of households in the neighborhood where the household resides, or it can be the highest income that the household has attained in the near past. When a household’s income falls, the household dis-saves or borrows in order to prevent a big fall in their living standards and also to maintain their living standards at par with their peer groups. This is an important distinction between absolute income hypothesis and relative income hypothesis. The short run Average Propensity to Consume (APC) is greater than the long run APC according to relative income hypothesis. This implies that the short run average propensity to save is smaller than the long run average propensity to save. 

According to the relative income hypothesis an increase in income is always proportional to the increase in household consumption expenditure irrespective of whether the increase in income is small or large. However, empirical evidence suggests that exceptionally large and unexpected increases in incomes are often associated initially with a less than proportionate increase in consumption. According to the relative income hypothesis, consumption standards are irreversible in the short run, but not in the long run because people cannot go on dis-saving or borrowing to maintain their living standards, as it is not sustainable if incomes continue to decrease. According to this consumption theory, incomes and consumption change in the same direction, which implies that recession is always accompanied by decreases in aggregate consumption expenditure. This was contradicted in the United States of America between 1948 and 1949, after the Second World War when consumption expenditure was rising while the disposable income was decreasing. The relative income hypothesis was a significant improvement over the absolute income hypothesis. 

2.1.4
Permanent Income Hypothesis (PIH)

The permanent income hypothesis was proposed by Friedman (1957) and it relates the current consumption to a measure of permanent or lifetime disposable income. According to this theory, current income could not explain a household’s current consumption decisions due to lag effects; hence there was need for a better measure of income. The permanent income was considered as the average income of all the incomes expected by a household in the long run. It is estimated by approximating all the incomes expected from all human (labour) and non-human wealth (capital). The theory assumes that household’s objective is to maintain a perfectly stable or smooth consumption path by allocating its lifetime resources equally among each period of life. The amount consumed by the household in each period is equivalent to its permanent income, which is the annuity value of the sum of assets held by households and the discounted present value of expected future income. The permanent income is the level of income that gives the household the same present value of its lifetime resources as that implied by its actual inter-temporal budget constraint. The difference between the current income level and the present value of the permanent income is the transitory income that can be positive or negative. Savings is the transitory component of current disposable income. The transitory income can be positive, negative or zero, hence in the long run, the expected transitory income is zero. 

In the permanent income hypothesis, permanent income is the primary determinant of a household consumption. The consumption levels of a household respond to changes in permanent income but not to transitory income. There is no correlation between transitory and permanent incomes. Saving and borrowing is therefore used for consumption smoothing purposes. The differences in household savings reflect differences in relative shares of permanent and transitory income (Friedman, 1957). 

Although the time pattern of income is not important to consumption, it is critical to savings in that a household’s savings is the difference between current income (Y) and current consumption expenditure (C). Consumption is determined by the expected lifetime resources hence savings over short periods of time reflect departures of current income from the average life time resources. Transitory short term changes in income have little effect on consumers spending patterns. Households consume a constant proportion of permanent income. This implies that the low income earners have a higher MPC as compared to the high income earners. This indicates that the marginal propensity to save is higher among the high income earners. 

The theory assumes that APC is equal to the MPC throughout the time periods. For cross sectional data, this would mean that the rich and the poor consume the same proportion of income. This has been questioned by researchers such as Friends and Kravis (1957), who have noted that low income households have got higher APC than the high income households. The MPC reduces as permanent income increases. The theory assumes that the transitory income and transitory consumption are not related, meaning that MPC is equal to zero for transitory income and equal to one for permanent income. This contradicts the notion that MPC and APC are constant. If an individual loses money through theft, they are likely to cut down on consumption expenditure; hence the argument that transitory income and consumption are not related may not be valid. Mayer (1966, 1972) used strong empirical evidence to refute the proportionality of average propensity to consume and marginal propensity to save across time periods. Although the arguments against permanent income hypothesis could be valid at the micro level, they were not strong enough to invalidate permanent income hypothesis at the macro level. Permanent income hypothesis has been considered a better policy guide to achieve economic goals than both absolute income hypothesis and relative income hypothesis in that any government policy to reduce taxes that is viewed as permanent by households would spur consumption immediately and would increase national income over a longer period through the multiplier effects (Modigliani and Steindel, 1977). 

2.1.5
Life Cycle Hypothesis (LCH)

The life cycle hypothesis (LCH) is one of the major neoclassical theories of savings, which represent consumption under certainty. It is very similar to the permanent income hypothesis except in its definition of lifetime income. In the life cycle hypothesis, consumption and savings level reflects the age of a person or his/her stage in the life cycle. The theory was proposed by Modigliani and Blumberg (1954) and Ando and Modigliani (1963). It proposes that individuals smooth consumption over time by taking into account anticipated changes in their resources induced by education and age as well as movements in the expected rate of return on savings. The resources consist of the existing net wealth and the present value of all his current and future labour incomes. A rational consumer plans consumption expenditure on the basis of all the resources available and allocates them to consumption over time such that he/she maximizes the total utility over his life time. According to this theory, there is little connection between the current income and current consumption. The consumption expenditure is constant over time. 

In the early years of a typical individual’s life, earnings are relatively lower while consumption is high, hence consumption exceeds earnings and to finance the deficit, individuals borrow. During the early years of life, individuals also build up their human capital, hence increasing the probability of higher earnings in later years. In the middle age, a person would have built up higher levels of human capital, which helps to improve earnings that are higher than consumption expenditure. It is in middle age that an individual pays off debts acquired earlier in life and also saves for old age, hence savings are positive. As years progress, income starts to decline, especially if the individual was employed and has retired. At this stage, the income often goes down and would be lower than consumption, leading to a stage of negative savings. An individual continues to adjust expenditure downward and dis-save until death, in order to maintain consumption close to the ability to pay for it. 

In any given population, the young save relatively less as they anticipate increases in their future incomes. Middle aged individuals who are nearing the peak of their earnings tend to save the most as they pay earlier debts and accumulate savings due to the anticipation of relatively low incomes after retirement. Generally, the elderly have low or even negative saving rates, but a desire to leave a bequest or cover for contingencies of living longer than expected can motivate them to save even after retirement. 

The policies implications are that aggregate savings rate tend to fall in response to increase in either youth-dependency ratio or the ratio of the elderly to the working population. The marginal propensity to consume out of wealth increases with the time horizon. Younger agents with their longer time horizons have a lower marginal propensity to consume out of assets than older generations. At the aggregate level, the distribution of assets between the young, middle aged and the elderly matters for consumption and saving patterns. The larger the share of total wealth held by the middle aged individuals in any given country, the higher the savings rate and the higher the growth rate in income. Demographic factors are likely to explain the long-term trends in savings, not the short term fluctuations in the propensity to consume. The high gross savings rates in East Asian economies associated with rapid demographic transitions that led to a high proportion of prime age workers supports the life cycle hypothesis (World Bank, 1993). 

Life cycle and permanent income hypothesis assume that households have a perfect vision of their future income flows, their consumption levels and their lifespan and in addition they behave rationally and with self-control as they prepare for retirement. However, “the life cycle decision is extraordinarily complex, in that it requires an individual to contemplate labour earnings, investment strategies, macroeconomic trend and a vast assortment of risks, all over a very long time frame. It would be surprising if the average individual in isolation, with no practice and little or no training, would act as a perfectly rational, farsighted utility maximize” (Bernheim and Scholz, 1993). Low income households are likely to have limited financial information; hence, they are likely to make sub-optimal long term decisions on consumption and savings. In order to smooth lifetime consumption, a household income in the middle age or during their working life should exceed their consumption expenditures. In addition, they should have access to credit or have some savings to finance extra expenditure when incomes are low (Friedman, 1957; Ando and Modigliani, 1963). The presence of imperfect credit markets and uncertainties of future incomes constraints the household borrowing, hence consumption is sub-optimal (Beverly, 1997). Most low income households are faced with low and irregular incomes, hence they are credit constrained. Most of the households rarely have incomes that exceed their consumption needs. Household consumption is more sensitive to current or transitory income rather than the permanent income as suggested in the permanent income hypothesis. Any predictable changes in income affect both the savings and the consumption, contrary to life cycle and permanent income hypothesis (Wilcox, 1991). 

2.1.6
Psychological and Sociological Theories 

Psychological and sociological theories of savings assume that consumer’s tastes and expectations are not fixed but rather are affected by economic or social stimuli and conditions. Change in the environment and the information received affects the response and decision of the household. Savings are affected by the ability to save and the willingness to save. Some households are less able to save due to their low economic resources and special consumption needs. For those households that can afford to postpone consumption, they must have the will power to save. According to these theories, the decision to save in a household is determined by consumer’s expectations and sentiments, families, peers and past savings experiences (Duesenberry, 1949; Katona, 1975; Furnham, 1985; Cohen, 1994). 

2.1.7
Behavioral Theories 

Households are expected to respond and create their own behavioral incentives and constraints to savings. The behavioral life cycle hypothesis (Shefrin and Thaler, 1988) is one of the behavioral theories of savings. An individual can be seen as a planner and a doer. As a planner, the individual is concerned with lifetime utility, while as a doer the person behaves like a one period person who is both selfish and myopic. For the doer to exhibit some self-control, preferences must be altered, modified and in a way constrained. The individuals often adopt rules that constrain their opportunities to spend that can be internally or externally imposed. For example, an individual can save voluntarily for education, Christmas parties or in pension funds that are imposed by the state. Restrictions can also be imposed on borrowing unless it is for specific expenditures. Households’ savings are therefore as a result of self- imposed welfare -improving constraints on spending (Maital et al., 1994). 

2.1.8
Institutional Theories 

Household’s savings are affected by the institutional processes through which savings occur (Sherraden, 1991). Asset ownership and accumulation is as a result of institutionalized mechanisms involving explicit connections, rules, incentives and subsidies. The subsidies can be in the form of housing and retirement related tax benefits, deferment and exclusion of capital gains on sales of principal residences, exclusion from employment –sponsored pension contribution and earnings. All these mechanisms of asset accumulation receive preferential tax treatment or some forms of subsidies, hence rational households with access to them accumulate assets. The institutional theory of savings (Sherraden, 1991) is more useful in explaining the savings behavior in low income households. The relatively limited access to institutional saving opportunities and incentives among low income households leads to low asset accumulation and low savings rates (Beverly, 1997). The institutional theory of saving is yet to be tested but many scholars suggest it is more useful than the traditional theories of savings (Kotlikoff, Spivak and Summers, 1982; Bernheim and Shoven, 1988; Shefrin and Thaler, 1988; Thaler, 1990; Bosworth, et al., 1991). In this study, the role of institutional factors in explaining decision to save in different forms of financial institutions was examined. As it can be seen from miscellaneous economists from different schools of thought, there is a great role played by income and other variables in influencing the savings at household level. The question is, if households do not have income, will not they save?. This question can be answered by investigating the findings of the studies in the empirical literature

2.2
Empirical Literature

The issue of household savings and its determinants is one of the hotly debated topics in economic literature by academicians and policy makers. Previous empirical studies mainly at micro level have examined the determinants of household savings giving rise to voluminous empirical literature. General consensus among researchers all around the world has shown that savings are being influenced by socio-economic and demographic variables (LeraLópez, 1998; Fernandez et al., 2009). Factors such as income, age and its square, residence, region, sex, education or marital status among others are shown as important aspects in the household’s decision to save. In this study literature on the socio-economic and demographic determinants was reviewed. This literature was viewed in relation to the study objective, that is, analyzing the determinants of household savings in Uganda.

Income is a major determinant of household savings (Newman et al., 2008).They investigated the determinants of household savings in rural Vietnam. Cross Sectional data of 2324 households from 12 provinces of Vietnam were taken by Vietnam Access to Resources Household Survey (VARHS) in 2006 and found out that income had a positive relationship with household savings. They argued that the positive correlation between income and savings was attributed to the fact that higher income raises the chances of wealth accumulation (Fernandez et al, 2009). Also Kulikov et al. (2007) studied how household characteristics affect the saving behaviour in Estonia using household budget surveys for 2002-2005. They identified income, region, education and employment status as major determinants of household savings. They used two different saving measures that is the savings rate and the log savings rate and they found out that higher income levels lead to higher levels of savings. In a related study, Qiuxia (2004) studied saving determinants in China; they found out that rural households theoretically have lower savings than the urban households in China. He however attributed this to the fact that rural household face income insecurity, with their main income coming from agriculture production. He further found out those rural households with higher income theoretically have more savings than households with lower incomes. He based his argument on the fact that in China the income level of urban households is more than twice as that of the rural households.

Loayza et al. (2000) in analyzing savings of developing countries made it clear that the influence of income on household savings is typically positive but greater in developing than industrial countries. They further found out that doubling of per capital income in developing countries other things equal is expected to raise the long run saving by ten percent. However in practice, things are never equal. This is because, as development takes root, the population and environment also change which may in turn increase awareness where people shift away from saving in money to other interest earning assets such as bonds and treasury bills. This is in line with the findings of Thirlwall (1999) and Masson (1995). These studies all found a statistically positive relationship between household savings and income. To them, households living at subsistence level have lower savings compared to their counterparts.

In analyzing the effect of   Savings and Credit Co-operatives (SACCOs) on member’s saving culture using data from Ntungamo District, Ahimbisibwe (1994) identified education level, family size and number of school going children and income level as the potential determinants. He used the Life Cycle Hypothesis to estimate the savings function and all the variables were found to be statistically significant. Income was found to have a positive linear sign. Kiiza and Pederson (2002) conducted a study in Uganda seeking to identify factors that influenced decision to open a savings deposit account and factors affecting the net savings of a household. Cross sectional data was collected from central, eastern and western regions of the country in 1996 and 1997, covering a total of 370 households. Households were seen to make two separate decisions. The first decision was to choose to acquire or not to acquire a deposit instrument such as a savings account or a certificate of time deposit at a financial institution, which represented choice between financial and non-financial assets. This was modeled using a logistic function. The second decision was to choose how much to save once a saving instrument had been acquired given the minimum deposit requirement of the financial institution. This was modeled by specifying and testing the household net saving deposit function. It was found out that those with high incomes save more.

Amimo et al., (2003) conducted a study in rural Mozambique to examine the potential for financial savings among rural Mozambique households. The study was conducted in a sample of 113 households selected from one of the provinces in the country. The study used ordinary least squares method for estimating the household financial savings function using level of income, physical and financial wealth, size of household, dependency ratio, age of head of household, education level of household head and gender as the independent variables. The increase in income level was found to increase the savings level of a household.
Unlike the linear relationship found between savings and income, Reienhart (1994) found a positive non-linear relationship between income and household savings. His study indicates that savings out of income rises but at a declining rate as income rises. They argued that as income over increases, households prefer more leisure thereby reducing their savings. These studies only differed in their arguments in that while others found a positive linear relationship others found a positive nonlinear relationship between income of the household head and household savings. All in all, the reviewed literature found that income conforms to the theoretical expectations (positive sign). 

Age of the household head is another determinants if household savings. Various arguments have been presented regarding the sign of the coefficient of age in household savings function. Some studies have found a positive relationship between age and saving. These include; Fernandez et al. (2009) who investigated the determinants of savings from eight countries in Europe. In accordance to the life-cycle economic approach that people tend to save more as they reach retirement, they have found that age has a positive impact on savings. Furthermore, the results show that the probability to save is rising with age, but at a progressively lower rate. Demery and Duck (2006) also found that saving rates are in line with the life-cycle model. They have concluded that people in the working life are more interested in savings when they reach the age of 50. The disadvantage poses by the life-cycle theory is that persons are considered fully rational, acting only in their own interest and being able to know the exact date of retirement, death, as well as other important facts. Browning and Lusardi (1996) documented a complex relationship between age and saving in developed countries. Using cross-sectional data, they concluded that elderly savings can be complicated by a cohort effect. Generally, people reaching maturity at different times might vary their attitude toward risk and borrowing, consequently affecting their saving rate. Using panel data, Hurd (1990) reported a decline in wealth among the elderly, suggesting a negative relationship between age and saving. Other studies compared the actual saving rate of different age groups with the Expected saving rate based on economic models. Browning and Crossley (2001) concluded that while the elderly dis-save, their actual dis saving rate is not as large as that Predicted by an economic model. 

Avery and Kennickell (1991) found that age groups older than 65 saved more than what would be expected based on an economic model. Kibet et al. (2009) in the study about the determinants of household savings in Kenya among small scale farmers , entrepreneurs and teachers indicates that age is negatively correlated with savings such that young people who earn little or no incomes save little or none and therefore are net borrowers. They confirm that the actual relationship between age and savings is non-linear. Rather it is assumed to be curvilinear (hump- shaped) as it was found out by Attanasio (1997) in the study about saving behaviour of households in United Kingdom and United States of America. This was in line with the Life Cycle Hypothesis.
 Demery et al. (2006) analysed the relationship between savings and age structure of UK Family expenditure surveys, it was found out that household saving rate follow a hump-shape of the life cycle hypothesis. The study revealed that the saving rate of the elderly were positive and rising with age up to some point beyond which it starts to fall. However in many developing countries like Uganda this may not be the case. Many people do not save for old age as majority of the old people are found to be with their relatives. This is evidenced by the existence of extended families in most homes of developing countries. Harris et al. (2002) used the Ordered Probit Method to study the determinants of household savings. By incorporating Melbourne Institute Household Surveys and the Westpac –Melbourne Institute of consumer Sentiment, they found out that age-saving profiles are hump- shaped. However, once income is controlled for, the young many save more than their elderly counterparts. Chowa (2006) investigated saving performance among participants in a matched –saving program in Uganda, modeled after the Individual Development Accounts (IDAs) in the United States. The author collected sample of 145 respondents. Saving performance were found significantly different among men and women; married and unmarried participants and also among different levels of education represented. No significant difference in saving performance was found based on types of work engaged.

In addition, Bloom et al. (2000) in the study about longevity and life cycle saving of East Asians also confirmed the hump shape. The researcher criticized the life cycle hypothesis for failing to explain the saving boom that occurred in East Asia between 1950 and 1990 claiming that the theory ignored external factors such as macroeconomic stability. However internal factors could have worked hand in hand with the external ones to explain such a phenomenon. Attanasio (2000) studied the saving behaviour of households in developing countries. Using empirical evidence from Latin America and East Asia, they did not find evidence for the standard Life Cycle Hypothesis which implies a negative or at least a declining savings rate for the elderly individuals. However this may be due to institutional differences in the pension systems used by governments.

Previous studies have examined the effects of education on savings (Laiglesia and Morrison, 2008). Education is a factor which is closely tied to the wealth accumulation and its influence over income is direct. Over a long period of time, education corrects the savings of different individuals and its effect depends also on the region and economic development within that area.  Morriset and Revoredo (1995) found that for each point increase in education, the savings rate increase with 0.37%. Indirectly, education has the ability to modify the behaviour of households, even if the authors themselves believe it is not the best proxy for determining the savings attitude of households.

Rogg (2000) conducted a study among micro-entrepreneurs in Ecuador, Paraguay and Salvador to analyze the impact of access to credit on saving behavior of micro-entrepreneurs. The study used a probit model to look at factors affecting household’s decision to save regularly. The variables included in the model were: age, age squared, gender of the micro-entrepreneur, number of children in household, marital status, level of education of the household and the spouse, other incomes, type of business, length of time in business, value of business, ownership of business premises, access to credit from commercial banks and access of credit from micro-finance institutions. In all the three countries, age, education and other income were found to be statistically significant in increasing the likelihood of saving regularly. Educated people were found to be saving more just like their spouse. In relation, Baruhanga (2000) studied the determinants of Uganda women’s finance trust and identified education level, sex, marital status and bank’s efficiency as potential determinants. He found out that household savings and education are positively related.

Furthermore, Attanasio et al. (2000) found significant relationship between education and household saving rate. The study was about household savings in developing countries with emphasis on demographic characteristics of the households. Kelly and Williamson (1968) in their study about the determinants of household savings in Nigeria found a positive relationship between education and household savings after using the logit model. They based their argument on the idea that education may have an impact on the effected future earnings there by making the households to lower consumption and increase their savings. Yilmazer (2010) used a smaller data set to study the profile and determinants of household savings (income, education and age) in Turkey. The data set used includes information on the distribution of assets and liabilities of households. The results of the study indicate that households with high education and are working save more than their counterparts. Brata (1999) showed saving behavior of rural industry households. The author conducted survey of 93 respondents in 1996 from sub-district of Bantul. The Study concluded that household Income, Education of the head and the spouse, Sex and Industry type had positive influence on household savings. Age, Square of age and role of industry in income had no impact on household savings. 

In relation to the above, expenditure on education influences household savings in Uganda, )Spring (2009) found out that, in Mexico as households move from one level of education to another, their expenditures increase there by consequently reducing their savings. This was in line with the findings of Freddette et al. (2010) who found out a negative relationship between expenditure on education and savings. The findings of their study indicates that, in Burundi, as educated households like to educate their children and grandchildren so that these children can stay in similar job lines with their parents. This desire to educate their children increases their expenditures and therefore reducing savings.  However the relationship between education and savings can either be negative or positive depending on the perspective on which it is looked at. For example if a household head increases his education level say from secondary to university, his expenditures will increase there by reducing savings in the short run. In the long run the relationship between education and savings can be positive in that after a household attains higher education, is income is expected to increase hence increasing savings.

Of the literature consulted for this study, food shortage Shocks were identified as determinants of household savings. Kim (2010) studied the Determinants of Personal Saving in the U.S. Kim uses annual U.S. data from 1950 to 2007 for his econometric study. He regresses fourteen different independent variables on personal saving in a self-described ―general-to-specific modeling procedure. His analysis finds that families that had experienced any shock such as not having food to feed the members, death of a bread winner among others had a gradual decline in their total household savings. He argued that once such shocks occurs savings will reduce,. This therefore results into a decline in household savings. However this study ignored the fact that with insurance, a shock occurs and the household savings do not decrease. In this case the insurance companies may come in to rescue the shock hence shocks may not necessarily affect household savings.

Sex of the household head has been identified as another important determinant of household savings in economic literature. There are mixed results regarding sex and household savings. While some studies indicate that female headed households save more than their counterparts, others have found the reverse. For example, Floro et al. (2002) found out that females save more than males. They argued that females in developing countries have lighter responsibilities hence having higher chances of savings. This is in line with the findings of Zahir et al.(2010). They studied saving determinants in China and found out that gender matters for the saving decision and Women are more likely to pension save and they save a greater amount than men. However Gerrans and Clark-Murphy (2004) consider that there is a close relationship between savings and gender. Using a survey of members of the Superannuation Scheme for Australian Universities, they have concluded that females are more likely to have a higher risk tolerance and a bigger chance of not saving compared to males. This is because males have better chances of earning more than females.

Empirical research found that marital status have influence on household savings behaviour. Married persons are more likely to be more interested about their wealth and savings (Li et al., 1996; Fernandez et al., 2009) than the unmarried ones. However Man-Yee and Heather (2010), have taken the discussion further and consider the fact that savings are usually “shared” between partners, without any difference between being married or not. They argue that Investments, on the other hand, are being held independently by each couple member. Additionally, savings tend to influence also the psychological well-being of the partner, where investments or debt held by one partner do not seem to have an influence on the behaviour of the other partner. Gina (2008) in studying  the performance of rural households in SSA using data from the asset building project of Masindi district identified  sex, education level, marital status and the type of work done as determinants of household savings. It was found out that the savings of the married household were greater and doubling those of household who were not married. These studies linked the increased savings from the married households to good and improved domestic partnership which increases co-operation, sharing of knowledge about the need to save among others.

Residence determines household savings in Uganda. Bautista and Lamberte (1990) explored comparative saving behavior of rural and urban households in the Philippine. Family Income and Expenditure Survey for 1985 were used as data sources. Sample of 16971 respondents were selected from 12 regions of Philippines and the urban dwellers were saving more than their rural counterparts.  Also Hafeez et al. (2010) studied Multan saving determinants.  They identified age, income, residence among the key determinants of household savings. The variable (residence) however turned out to be insignificant factor and has positive sign which reflects increase in saving level (THS) when household head is living in urban areas. Normally people living in urban areas can earn and save more due to much earning opportunities but in Multan district, urban region of residence does not have any effect on household savings because it is big city but not like Lahore, Islamabad and Karachi that have vast opportunities due to big industries, tourist places, hotels, parks, modern cultures. These results are consistent with Orbeta (2006). 

In relation, Fasoranti (2007) evaluated influence of rural saving mobilization on economic development of rural dwellers. Primary data through questionnaire were collected of 100 respondents from 5 villages of Nigeria. Ordinary Least Square Method was used for estimation. Results showed that rural dwellers were saving less than the urban dwellers and the savings were varying across the different age cohorts of the rural dwellers.  Almost all these studies indicate that urban dwellers save more than rural dwellers. This could be due to the fact that there are better employment opportunities in cities and towns compared to villages. Kazmi (1993) made an attempt to observe impact of different macroeconomic variables on national Savings in India and Pakistan. Pooled data of India and Pakistan during the periods 1960 to 1988 were utilized. Ordinary Least Square Method (OLS) was employed to estimate the saving model. The study concluded that Growth rate of real GNP, Exports, External Aid Inflows, Government Expenditures, Inflation rate, Real Interest rate and Terms of trade exerted positive influence on National Saving rate. Azhar (1995) attempted to deal with various aspects of rural savings in Pakistan. The study gave evidence from other countries as well and it concluded that rural households of Pakistan saved without considering size of their landholding and saving performance of rural households were better than the National Average.

Household size was identified in literature to determine household savings.  Khalek et al. (2009) contributed to literature on household savings as it was based on 2 samples depending on household home place. The authors collected observations of 300 households in March-April 2007. Results showed that saving rates were dependent on household size. Household size just like the number of unemployed and gender were negatively affecting household savings. This was attribute on the fact that, if a new member joins a household, the general consumption expenditures are likely to increase and if income remains unchanged then the household savings will reduce.
Region of residence determines household savings in Uganda. The Ncaer (1993) study on mobilization of household savings for housing is based on a larger-scale household survey of households spread over 40 sample towns from 13 major states of India. The study focuses on the aspects of   zonal/regional differences in savings. He found out that savings were high, significant sand positive for central business states compared other states. Actually savings are expected to be high in central regions only that it is important to note that these savings vary within the region and also dependents on whether a household head has employment to earn income. A household head might be living in central region but once unemployed, he might not save.
2.3 Summary of reviewed Literature

Understanding the determinants of household savings is crucial in designing policies to promote savings and investment necessary for achieving economic growth (Muradoglu, 2006).Many studies on savings have concentrated on the factors that affect the national savings level. The national savings level is made up of the micro savings from the households and firms. Studies on Micro level determinants of household savings in Uganda such as: Baruhanga (2000) and Nahamya (2000) concentrated on one or few districts utilizing primary data. One worries about the representative of the data used by these two studies. This study differs from previous researches by analyzing the determinants of household savings  Uganda using recent data from UNHS (2009/10). UNHS is a nationally representative sample that covered eighty districts (that existed in Uganda by June 2010.
CHAPTER THREE

RESEARCH METHODOLOGY

3.0
Introduction

This chapter presents the methodological approach to the analysis of the determinants of household savings in Uganda. It includes the theoretical framework, the empirical model, variables used plus their theoretical expectations, data source and the estimation procedure.

3.1
The Theoretical Framework

The theoretical background discussed in this section attempts to explain how households save from their income. Interesting and very extensive studies on determinants of household savings owe its beginnings to the earlier Keynesian (1936) theory commonly referred to as the absolute income hypothesis (AIH). Keynes’s analysis followed the traditional theory of demand in which savings was viewed as a luxury good. The motive behind savings was the desire by the rich to bequeath an estate. Keynes as referred to by Modigliani (1986) and Browning and Lusardi (1996) identifies eight motives of saving, which included; to build up a reserve against unforeseen contingencies, to build for unanticipated future relationship between income and other needs of the individual, to receive interest and capital accumulation, to enjoy a gradually increasing level of expenditure, to enjoy a sense of independence and power to do things, to carry out speculative or business projects, to bequeath a fortune and to satisfy pure greed.

In this study, the Keynesian saving function was utilized where the difference between the household income (Y) and consumption expenditure (C) was considered as household saving. Symbolically the household saving was expressed as equation (1).
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Where;

S = Household saving which is the dependent variable.

This is a continuous variable for the natural log of household savings expressed in Ugandan shillings. This variable was generated by getting the difference between household’s income received in cash and total consumption expenditure. The choice of this measurement of household savings was guided by the Keynesian (1936) Absolute income theory. This variable only captured savings in cash form.  Other forms of savings were ignored by the study because of data problem. 
Y = Total income

This is a continuous variable for the income that a household head earned expressed in natural logarithm. This included income from different sources such as paid employment, sale of goods and livestock among others. Income was measured in Ugandan shillings just like household savings. 

C = Total household consumption expenditure.  This includes expenditures on food, public utilities (say water and electricity) among others.

Keynes explained that income was the most systematic determinant of household savings. He postulates that, households with a lower income cannot save or if they save, the proportion saved must be low as compared to their counterparts with relatively high or medium income. This explains why the Keynesian savings function in its most common form is linear with a constant marginal propensity to save (MPS). It is expressed as in equation (2)
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Where;
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, so that as the level of income rises, the average propensity to save will also increase (Mikesell, 2001). However if the intercept is positive or the average propensity to save is negative, then average propensity to save will decrease with increase in income (Zinser, 2001).

In other wards Keynesian theory postulates a positive relationship between marginal propensity to save and household savings. This qualifies equation (2) to be the most popular version of the absolute income hypothesis. Also, Keynes, according to (Modigliani, 1986) predicted that the average propensity to save of the average household would increase when they reach a higher income level. The Keynesian theory is credited for having sighted the role of income in influencing household savings. This theory motivated this study to include income as a main or key variable in the household saving function.

Following the innovative work by Keynes (1936), Friedman (1957) postulated the Permanent-Income Hypothesis (PIH) which was a major breakthrough in the research on the saving behaviour of households. This hypothesis differentiates between permanent and transitory components of income as determinants of household saving. Permanent income is defined in terms of the long-term income expectations over a planned period and with a constant rate of consumption maintained over the lifetime given the present level of wealth (Muradoglu and Taskin, 1996). According to Samuelson and Nordhaus (1995), permanent income is the level of income that households receive when temporary influences such as the weather or a windfall gain or loss are removed while transitory income is the difference between actual and permanent income. Individuals are assumed not to consume from transitory income, therefore the marginal propensity to save from this income is equal to one.

Another economist in the names of Modigliani (1986) explains that “we can reach one conclusion fundamental for an understanding of individual savings behaviour, namely the size of saving over a short period of time (like a year) will be swayed by the extent to which current income departs from average life resources”. Almost all these arguments are somehow in support of Friedman’s permanent income hypothesis. Based on these arguments, Mikesell and Zinser (2001) claim that “Friedman’s PIH is the starting point for a variety of specifications of the saving-income relationship.  This study thus found it worth to include income as an independent variable in the savings function.

The total income (Y) in equation (2) above consists of both the permanent income ( 
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 Substituting equation (2b) for Y in equation (2a), the linear saving function in its most simple form can be written as:
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However income alone cannot explain the saving behaviour of households in Uganda.  The income received varies across the age of the household heads. Aside from income, including the age of the head of household is an important predictor of saving, according to neoclassical economic theories. This acted as a basis for this study to include age and its square among the determinants of household savings. Further these two variables were included in the study by basing on the F. Modigliani (1963) Life Cycle Hypothesis (LCH). The inclusion of the square of age helps this study to check the rate of change of saving with respect to increasing age of the                     household head.

 According to the LCH, Households dis-save while young, have high savings at middle age as income outstrips consumption and later dis-save at old age.  The age must differ across different income levels hence the non linear saving function was then expressed in equation (4)
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Economic theories put primary emphasis on income and age as predictors of saving and asset accumulation (Modigliani & Ando, 1957). However it is important to note that, income (major/ key variable) and age plus its square are not enough to explain the saving behaviour of Ugandan households.  There must be other variables that work with them so as to determine the total household savings. In order to control for household characteristics, this study included other socio-economic and demographic variables discussed in literature. Such variables include:

education of the household head, education of the spouse, expenditure on education by the household, shock of no food to feed the household members, sex of the household head, marital status of the household head, residential status of the household head, household size, and region of residence. These socio-economic and demographic control variables represented by Z in this study were seen crucial in influencing household savings in Uganda. Including these variables, equation (4) was then expressed as:
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Where:

Z is a vector of other socio-economic and demographic variables that influence household savings. The inclusion of Z in the household savings function was guided by both empirical literature and economic theory.

Other socio-economic and demographic variables (Z) 

i. Education was included in this study as an explanatory variable in the saving function.  According to Morriset and Rovered (1999) there is a reason to believe that education will influence household savings either positively or negatively. With increase in educational level of the household head, he or she is able to get employed in better jobs and also appreciate the need to save much of the income. The same study indicates that educated people are more likely to have high consumption expenditures which may depress savings. Moreover, education is likely to lead to knowledge about investment opportunities and other benefits of savings. According to Burney and Khan (1992) their findings are ambiguous. 

The ambiguity stems from the fact that, on the one hand, for various reasons, educated households have relatively higher consumption expenditure; while, on the other hand, educated people are likely to earn more. Furthermore, while household consumption is influenced by the tastes and preferences of all the household members, it is difficult to define a composite index of household education level. Since the head of the household generally takes the decision of how much to save, the level of education of then household head appears to be the relevant variable. Moreover, education level of the head of the household not only determines the level of consumption but also the amount and pattern of expenditure which in turn determine savings.  In order to check the ambiguity of the sign of the relationship, this study included education of the household head in order to determine its influence on household savings. To investigate the relationship further, this study also included the education of the spouse so as to analyse its influence on household savings in Uganda.

ii. Expenditure on education was considered as an independent variable in the household saving function. This is a measure of human capital investment. This is because investment in education is considered to be human capital goods which produce benefits such as generation of income to the household at some future date. There is a difference between capital goods and other consumption goods which do not generate any income such as expenditure on water, food among others. For this reason education expenditures were not part of the consumption expenditure in this study. 

 Education expenditures depress household savings hence Rehman et al., (2010) argues that there is need for this variable to be included in the saving function.  This negative relationship between savings and education expenditure by the head of household could be due to the fact, as explained by Burney and Irfan (1991),that educated household heads like to educate their children more and more to make sure that they follow their parents in their future career. Because educated parents will desire their children to be highly educated and for that purpose they can sacrifice many things in life and sometimes   they may even forego all their savings. In fact their savings or assets are their children for which they have struggled a lot. They hope their children will be able to get good status in the society after getting education from well-known institutions that’s why they forego their current saving for higher saving in future. As a result saving is expected to decline as more and more money is spent on educating the future generation of educated parents. In this study, expenditure on education was a continuous variable. This includes expenditure on school fees, stationery, admission, transport, feeding among others. This variable was measured in Ugandan shillings and expressed in natural logarithms. 
iii. Shocks of no Food to feed the household. The recent economic fluctuations, climate risk resulted into a number of individual specific shocks which left many households vulnerable to severe hardship especially in developing countries including Uganda. Because the credit and insurance markets are limited and the social coverage is weak, this study included shocks in the saving function. The variable shocks was included in the regression because savings is said to smoothen out the unexpected income variations and other shocks faced by economic agents (Gravelle and Rees, 2004). This is because once food shocks occur, the household savings is likely to be reduced (Abdille, 2009). In this context, households’ saving is crucial to provide an insurance against the economic and social shocks. If a household experiences shocks such as not having food to feed its members, losing household member, losing a job or suffering a major business loss, its savings will reduce (Bata et al., 2013).  
iv. Sex has an influence on household savings. The role of sex in the household saving decision was examined by Gerran (1994). Mixed results have been presented about the effect of sex on household savings. In some cases and countries, women save more than men while in other cases and countries, the reverse occurs. For example, Recent studies point out the higher degree of risk aversion among women (Pan and Statman, 2010) making them be vulnerable to savings. Floro and Seguino (2002) show evidence that women do save more relative to men simply because women have lighter responsibilities compared to men. However Gerrans and C. Murphy (2004) argue that males save more than females because males have higher chances of employment with different sources of earnings. They further argue that females spend most of their incomes in purchasing jewelry, cosmetics and clothes hence saving less.  Any household can be headed by a male or a female (Touhami, 2009) so in order to determine which one saves more than its counterparts , this study included sex /gender  of the household head among the household saving determinants. 
v. Marital Status was included among the determinants of household savings in Uganda. It has been argued that married household heads save less compared to their counterparts (Rehman et al. (2010). Possible reason may be the fulfillment of responsibilities of the spouse. Other studies have indicated that saving rates are higher for married couples with no children and lower for households with children, with single parents having the lowest saving rate in the population (Browning & Lusardi, 1996). However in a study by Smith (1994), continuously married households experienced a large increase in assets each year, while asset growth for households who never remarried was much smaller, and was negative among widowed and separated families. Married couples may behave differently than the non married due to the income insurance provided by a potential second earner (Bosworth et al., 1991).

Marital status is a dichotomous variable in this study. It describes whether the household member is married or not married. Married in this study includes both those who are married monogamously and polygamously while  unmarried means that the household head is divorced, widowed, separated or never married.
vi. Residence (location) of the household head. In order to achieve economic growth and development, Gedela (2012) argues that there is need to mobilize savings both from rural and urban areas. In order to have a comprehensive research, this study included residential status of the household so as to capture savings from all areas. The reason for including residential status of the household head in this study is based on the study by Gedela (2012) that is, there are high urban savings due to the fact that there are high chances of finding better job opportunities in urban areas compared to villages. However Kraay (2000) argues that the rural households save more than the urban dwellers. He attributed his argument on the fact that urban dwellers spent a lot of money on education, housing, health care among others. This increases their expenditures and in turn depressing household savings assuming income remains fixed. 
vii. Household size is another determinant of household savings in Uganda. This variable was included in this study because of the several explanations by researchers. The inclusion of this variable was based on the consumption theory explained by Cain (1981). He argues that consumption is directly related to the household /family size while savings is inversely related to family size. If a new member joins the household, the general consumption expenditure increases and assuming income remains unchanged then the household savings will reduce (Orbeta, 2006). 
viii. Region of residence of the household head. Another variable that is worth mentioning in the saving function is region. Desai (1969) argues that there is need to include region of residence in the households saving function simply because different regions have different political, socio, economic and natural endowments. As such there is likely to have differences in savings by households of different regions.  Numan (2011) uses the level of utilization of the political, socio, economic and natural endowments under any region of residence to determine household savings. He argues that central regions have high skilled labour which exploits the resources hence more savings. Since Uganda is composed of four major regions, this study included region to analyze which one save more than its counterparts.. Because of data problems, the study ignore the nine sub regions and concentrated on the four major regions. In this study, region was a categorical variable (Refer to table 2)
3.2 Model Specification

The general saving function specified in equation (6) was adopted from Kibet et al.(2009) in the study about the determinants of household savings by small farmers, entrepreneurs and teachers in rural areas of Kenya.  
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Specified in equation (7) is the empirical model that was estimated in the study of the micro analysis of the determinants of household savings in Uganda.
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Where 
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e

 is stochastic random term which is assumed to be normally distributed with zero mean and constant variance (white noise)  

The variables stated in equation (7) above were described and defined in table 2. The table also includes the expected signs of the variables.
Table 2: Variable description, Definition and expected signs

	Variable
	Variable definition and Description
	Expected sign

	lnSi
	Natural log of savings by the household head. This is the difference between household head’s income and consumption expressed in Ugandan shillings. This is the dependent variable under study.
	Positive or negative
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Y

ln


	Natural log of income earned by the household head  expressed in Ugandan shillings
	Positive 
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age

ln


	Natural log of completed years of age by the household head.
	Positive
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Sqage

ln


	Natural log of the square of the  completed years of age by the household head
	Negative 
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educ


	Highest education level completed by the household head. In this study, education was a dummy variable measured using highest levels of education/ grade attained by the household head in the Uganda.  It ranged from zero to three with 0 = No education, 1 = Primary education,   2 = Secondary education and   3 =Post secondary education
	Positive

	s
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educ


	Highest education level completed by the spouse of the household head. In this study, education was a dummy variable measured using highest levels of education/ grade attained by the household head’s spouse in the Uganda.  It ranged from zero to three with 0 = No education, 1 = Primary education,   2 = Secondary education and   3 = Post secondary education
	Positive 
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ln


	Natural log of total expenditure on education by the household head expressed in Ugandan shillings. 
	Negative 
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	Shock of not having food to feed the family members. This study considered food shock as a dummy variable with 1 if the household head had experienced a shock of not having food to feed its members in the past twelve months and 0 otherwise
	Negative 
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sex


	Sex or gender of the household head. This is the faminity or masculinity of the household head. Sex is a dummy variable assuming a value of  1if the household is headed by a male and 0 if the household is headed by a female
	Positive or negative
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marst


	Marital status of the household head. This variable is =1 If household head is Unmarried and =0 If household head is Married..
	Positive or negative
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res


	Residential status of the household head. This was a dummy variable. It assumes a value of 1 for urban residence and 0 for rural residence of the household head.
.
	Positive or negative
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hsiz


	Household or family size. In this study household/ Family size was a continuous variable. It specifies the number of permanent members in a household. It was directly measured using categories: 1 – one person, 2- two persons, 3 – three persons or more. This variable was also expressed in natural logarithm
	Negative
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reg


	Region in which the household head resides. This variable (region) was coded ranging from one to four with  1 for Central region,  2 for Eastern region,  3 for Northern region and  4 for Western region
	Positive or negative 


3.4 Data Source

The source of data for this study was the 2009/2010 Uganda National Households Survey (UNHS). This survey was designed, conducted and implemented by the Uganda Bureau of Statistics in the financial year 2009/2010. The survey covered a nationally representative sample of 6800 households scientifically selected in all the eighty districts (that existed in Uganda by 2009). The UNHS (2009/10) is the second latest in the series of household surveys that started in 1989. The survey collected detailed information on socio-economic characteristics at household and community levels as well as information on the informal sector. The main objective was to collect high quality data on population and socio-economic characteristics for monitoring and development performance. The UNHS (2009/2010) comprised of six modules namely: the Socio-economic, Labour force, Informal sector, Community, Price and Quantity modules. This study focused on the socio-economic module. The data on household savings were obtained by subtracting the household consumption expenditures from household income.
3.5 Estimation procedure  and econometric analysis
 The analysis of the household saving determinants was carried out in two steps that is, preliminary analysis and econometric analysis. 
Preliminary analysis involved the descriptive statistics and a correlation matrix. Descriptive statistics are important because they give a general overview of the data used in the study. Descriptive statistics explains the mean, minimum and maximum values of the variables. The correlation matrix was used to examine the correlation among independent variables. This was carried out in an attempt to avoid spurious regression that might lead to Multicollinerity. The econometric analysis involved using Stata 11 software package to estimate three models using Ordinary Least Square technique based on equation (8). The purpose of estimating separate equations was to avoid multicollinerity among the variables. The values and signs of the coefficients from the estimated models help in answering the hypotheses stated in chapter one. 
 OLS estimation technique was employed because the dependent variable under study (Household savings) was continuous. Using the UNHS (2009/2010) data set, three models were estimated in the study. In all the models, income of the household head was considered to be the major /key variable. The first model ran put emphasis on expenditure on education of the household head alongside other variables. The second model put emphasis on education by the household head alongside other explanatory variables and the third model put emphasis on spouse’s education level alongside other regressors. 
3.6 Diagnostic Tests
In any regression analysis, one may not be sure as to whether or not the results obtained represent the realities on the ground. In order to mitigate such uncertainty it is important to use the estimation and testing tools by way of making sensible and accurate judgments of the results obtained. This was done by examining the signs and magnitude of the coefficients of the regressors. The study also used the R-squared which is a measure of the overall goodness of fit of the regression line. Since this study used cross-sectional data then R-square is expected to be as low as below 0.5. Also since the data is cross-sectional, the presence of outliers will be a norm than an exception. These would make the coefficients have incorrect signs. All the outliers were identified and dropped. 
CHAPTER FOUR

PRESENTATION, ANALYSIS AND INTERPRETATION OF RESULTS

 4.0
Introduction

This chapter presents analyses and interprets the study findings that were generated from data. It includes the descriptive analysis, correlation matrix and estimation results.
.

4.1 The Results of the Descriptive Statistics

Table 3 presents the descriptive statistics of the dependent variable and the explanatory variables. The descriptive statistics indicate the mean of household head saving expressed in Uganda shillings as 40411.1, minimum value of Uganda shillings -900, and maximum value of Uganda shillings 240,000 per month. The mean consumption expenditure expressed in Ugandan shillings is 44,199.52 with the minimum expenditure being 1,900 while the maximum consumption expenditure was 960000 Ugandan shillings per month. The mean of household head income is Ugandan shillings 84,610.62, minimum value of Ugandan shillings 1,000 and maximum value of Ugandan shillings 1,200,000. As regards expenditure on education, the mean was 386,329.1, with the minimum of 1500 and maximum being 1000000 Ugandan shillings. The mean age of household head is 43 years which indicates that many of the household heads were in active service and able to save more. The youngest household head was 18 years with the oldest being 81 years old.
The share of households headed by males is 79.3 percent compared to 20.7 percent headed by females.. This implies that majority of the household heads are male. Infact the proportion of males is almost our times that of females. The mean size of household is 5 members with a minimum of 2 members and maximum of 10 members.  12.3 percent o the household heads were living in urban and those living in rural areas amounted to 87.66 percent. This implies that the majority of the households live in rural areas. 74.9 percent were married household heads while25.1 percent were unmarried. This indicates that the majority of the household heads were married. On average, 36.3 percent households that never experienced a shock of not having food to feed the family members while 63.7 percent of the households had experienced food shortage. This  shows that the majority of the households never had food to feed the family members.  
The table further indicates that 25.2 percent o the household heads had zero education, 4.02 percent had primary education, 20.7 percent had secondary education while only 13.8 percent had attained post secondary education. 
Table 3: Descriptive statistics of the selected variables
	Variable
	Mean
	Minimum
	Maximum

	Savings of household head
	40411.1
	-900
	240000

	Consumption of household
	44199.5
	1900
	960000

	Income of household head
	84610.6
	1000
	1200000

	Age of household head
	43.303
	18
	81

	Expenditure on education
	386329
	1500
	1000000

	Household size
	5.311
	2
	10

	Sex of household head :                    Male
	0.793
	0
	1

	                                                           Female
	0.207
	0
	1

	Location of  household head:             Urban
	0.123
	0
	1

	                                                            Rural
	0.877
	0
	1

	Marital status of household head:       Married
	0.749
	0
	1

	                                                            Unmarried
	0.251
	0
	1

	Region:                                               Central
	0.347
	0
	1

	                                                            East
	0.383
	0
	1

	                                                           West
	0.180
	0
	1

	                                                           North
	0.090
	0
	1

	Shock of no food for the  household :Never experience 
	0.363
	0
	1

	                                                         Experience a shock
	0.637
	0
	1

	Education of household head :         No education
	0.252
	0
	1

	                                                          Primary education
	0.402
	0
	1

	                                                          Secondary education
	0.207
	0
	1

	                                                       Post secondary education
	0.138
	0
	1

	Education of the spouse                   No education
	0.383
	0
	1

	                                                         Primary education
	0.309
	0
	1

	                                                         Secondary education
	0.209
	0
	1

	                                                       Post secondary education
	0.100
	0
	1


Source: computed by the author using Stata 11
As concerns spouse’s education level, 38.3 percent had no education, 30.9 percent had primary education, 20.9 had secondary education and about 10 percent had post secondary education. This implies that very few of the household heads as well as their spouses are post secondary graduates who are able to utilize their skills to increase incomes and be in position to save. Lastly, 3.47 percent o the household head were from Central region, 3.83 percent from Eastern region, 18 percent from the West and about 9 percent from the Northern region.
4.2
Correlation Matrix

Correlation matrix illustrates bi-variate relationship between two independent variables and also independent – dependent variables.

Table 4 below shows the correlation matrix of the selected variables that were used in the study of micro level determinants of household savings in Uganda. This matrix helps detect the existence of multicollinearity in regression models. The problem of multicollinerity arises when two or more variables in multiple regressions are highly correlated. The concern is that the coefficient changes erratically in response to a small change in the model or data. As a rule of thumb, if the coefficient of correlation among the explanatory variables is equal or more than 0.80, it indicates severe problem of Multicollinearity (Gujarat, 2003).  
Table 4: Correlation Matrix for independent Variables

	variable
	S
	Y
	age
	Sex
	res
	mar
	reg
	exed
	fdsk
	Hsiz
	educ
	seduc

	S
	1.00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	

	 Y
	0.54
	1.00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	

	age
	-0.01
	-0.08
	1.00
	 
	 
	 
	 
	 
	 
	 
	 
	

	Sex
	-0.01
	-0.01
	0.04
	1.00
	 
	 
	 
	 
	 
	 
	 
	

	 res
	0.01
	0.12
	0.05
	0.01
	1.00
	 
	 
	 
	 
	 
	 
	

	mar
	0.07
	-0.02
	0.11
	-0.12
	0.05
	1.00
	 
	 
	 
	 
	 
	

	reg
	0.01
	-0.02
	0.01
	-0.02
	-0.04
	0.02
	1.00
	 
	 
	 
	 
	

	exed
	0.01
	-0.02
	-0.03
	0.10
	0.07
	0.15
	-0.02
	1.00
	 
	 
	 
	

	fdsk
	0.02
	-0.02
	0.02
	0.03
	-0.03
	0.00
	-0.01
	0.01
	1.00
	 
	 
	

	Hsiz
	-0.04
	-0.01
	0.14
	0.12
	0.08
	0.09
	0.05
	0.03
	0.01
	1.00
	 
	

	educ
	0.03
	0.01
	-0.01
	-0.01
	-0.01
	0.00
	-0.01
	-0.04
	0.15
	0.00
	1.00
	

	seduc
	0.00
	0.02
	-0.04
	-0.03
	0.00
	0.03
	0.01
	-0.02
	0.05
	0.00
	0.70
	1.00


Source: Computed by the author using Stata 11
The above Correlation matrix shows the coefficient of correlation (in absolute terms) among the explanatory variables to be less than 0.80 indicating no problem of Multicollinerity. The absence of Multicollinerity makes the study fit to employ Ordinary Least Square estimation technique.  This is because although Autocorrelation may also be problem in regression model, in cross sectional data it is not a serious problem [Greene (1992)] and to avoid heteroscedasticity, the study provided the HCSEs.  
The determinant of household savings function in Uganda was estimated using OLS and the results were then presented in table 5. 
Table 5: Determinants of household savings (OLS results) 
	Variables
	Model 1 
	Model 2 
	Model 3

	Income
	0.509
	0.510
	0.510

	 
	(57.25***)
	(57.29***)
	(57.42***)

	Age
	0.698
	0.678
	0.690

	 
	(2.87***)
	(2.78***)
	(2.84***)

	Square age
	-0.319
	-0.310
	-0.315

	 
	(-3.20***)
	(-3.11***)
	(-3.16***)

	Exp on education
	-0.006
	-0.002
	-0.003

	 
	(-0.63)
	(-0.23)
	(-0.30)

	HH size
	-0.032
	-0.032
	-0.033

	 
	(-2.86***)
	(-2.90***)
	(-3.01***)

	Marital status: Married
	-0.078
	-0.077
	-0.075

	 
	(-1.97**)
	(-1.95**)
	(-1.91**)

	Residence:      Urban
	0.382
	0.383
	0.387

	 
	(7.96***)
	(7.98***)
	(8.07***)

	Sex:                 Male
	0.126
	0.124
	0.119

	 
	(3.25***)
	(3.19***)
	(3.06***)

	Region:          Eastern
	-0.078
	-0.077
	-0.084

	 
	(-2.12**)
	(-2.11**)
	(-2.29**)

	                       Western
	-0.185
	-0.183
	-0.189

	 
	(-3.15***)
	(-3.12***)
	(-3.23***)

	                       Northern
	-0.111
	-0.107
	-0.112

	 
	(-2.43**)
	(-2.35**)
	(-2.45**)

	Food shock: Experienced a shock
	0.008
	-0.011
	-0.023

	 
	0.325
	(-0.29)
	(-0.66)

	Education of household head : Primary 
	 
	0.019
	 

	 
	 
	(0.440)
	 

	                          Secondary education
	 
	0.134
	 

	 
	 
	(2.64***)
	 

	                         Post secondary education
	 
	0.088
	 

	 
	 
	(1.67*)
	 

	Spouse's education     Primary education
	 
	 
	0.112

	 
	 
	 
	(2.83***)

	                                    Secondary education
	 
	 
	0.176

	 
	 
	 
	(4.04***)

	                         Post secondary education
	 
	 
	0.126

	 
	 
	 
	(2.25**)

	Constant 
	2.265
	1.311
	2.574

	 
	(2.02**)
	(2.04**)
	(1.97**)

	Number of Observations
	4346
	4346
	4346


	 
	 
	 
	 

	R-Squared
	0.454
	0.456
	0.457

	 
	 
	 
	 

	Adj R-Suared
	0.453
	0.454
	0.455

	 
	 
	 
	 

	Prob>F
	0.000
	0.000
	0.000

	
	
	
	


Probabilities in parentheses ***Significant at 1%, ** Significant at 5%*Significant at 10%

Income of the household head
Household heads are likely to save more amount of money from their total income. Marginal propensity to save for models one, two and three are respectively found 0.509, 0.510 and 0 .510 intimating that one Ugandan shilling rise in total income of household heads leads to about  51 percent increase in household savings holding other factors constant. Results are statistically significant as well at 1 percent level of significance. The study results are in line with the expectations that savings are directly and linearly related to income as stated by the Keynes (1936) in the absolute income hypothesis. These results are also in line with Engelhardt (1996), Maki (2006), Juster et al. (2006), Gonzalez and Ozcan (2008), Chamon and Prasad (2008), Rehman et al. (2010), Negrusa and Oreffice (2010)'s findings. 
Household Size / family size
Family size is found to have strong negative effect on the savings of household heads. Coefficient values of family size in models 1,2 and 3 are -0.032, -0.032 and -0.033 respectively and statistically significant at 1 percent level of significance suggesting that saving of household heads would lower by about  3 Percent if one  new member joins the household holding other factors constant. The main finding of the study was that predictions from a simple life cycle model do well in as much as the household savings is associated with a drop in the household size. This suggested that a reduction in the number of children and other non working members relative to the working age population alleviated household budget constraints, thereby boosting savings. A higher dependency ratio implies a greater burden of consumption expenditure and hence, the more the allocation of household budget towards consumption expenditure leads to lower saving. Same conclusion is drawn by Chamon and Prasad (2008), Gonzalez and Ozcan (2008), Rehman et al. (2010), Negrusa and Oreffice (2010). If family size is much larger households cannot save much amount of money than having small family size. 

Dummy variable for the household location/Residence  

Household location dummy variable is positive and significant at 1% in all estimated models. The finding entails that urban household heads on average save more than household heads in the rural areas. The estimated coefficients in models 1, 2 and 3 are respective 0.382, 0.383, and 0.387. This means that if a household head changes his residence from rural to urban, his savings will increase by about 38 percent holding other factors constant. Normally people living in urban areas can earn and save more due to much earning vast opportunities. The study results are consistent with Orbeta (2006). The findings of this study also concur with findings from a study in Vietnam which found out that possibilities of savings are generally low in rural areas (Newman et al., 2007). 

Age and age square of the household head 
The study reveals that there is positive significant relationship between age of household head and household head savings. Age squared is negatively related to savings and also has a significant effect. This negative sign with square of age explains non linear relationship between age of household head and household head savings. Age appears to have life cycle effect on saving level of household. As age of household head increases by 1 year, the savings increases by about 69 percent holding other factors constant. Majority of the heads of households were in their middle years as reflected by the mean age of 43 years. According to the life cycle hypothesis, this is the age where consumption is lower than income as the households repay earlier acquired debts and save for old age or to secure their children’s future (Ando and Modigliani, 1963; Modigliani and Brumberg, 1954).  
To counteract the life cycle effects, the study included the square of age and the resultant coefficient was found to be negative showing that, beyond a certain age, the savings of household head decrease with increase in age of the household head. As household head becomes old, his saving starts declining as evident from our empirical analysis by about 31 percent holding other factors constant. Household heads are unable to save much after a certain age limit. This is because after a certain age limit, they are becoming old and due to reduced potential they cannot save as much they did in their young or middle age as depicted by square of age. That is, as household head grow old, they have less potential to continue with their current job and hence retire. At this age, they may survive only on their pension or saved income while in the middle age. So saving level will ultimately decline due to decrease in economic participation of one household member. Similar results are found in earlier studies like Brata (1999). The study results support Life cycle hypothesis just like other studies such as : Engelhardt (1996), Juster et al. (2006), Gonzalez and Ozcan (2008), Rehman et al. (2010), Negrusa andOreffice (2010)]. Similar results are found in earlier studies like Brata (1999).  

Marital status of the household head 

Marital status is negatively and significantly correlated with the household head savings. Married household heads are less likely to be able to save. The study results are more consistent with the study expected hypothesis. If a household head gets married, his savings will reduce by about 76 percent ceteris paribus. The 76 percent is basically increased expenditures due to marriage. After marriage, his daily expenditures will increase; he has to take care of family, his responsibilities towards family will increase, he cannot save much amount of money that he was supposed to save previously. This is in line with the findings of Hafeez (2010). 

Sex of the household head

The dummy variable for the sex of the household head is statistically significant at 1% in all the three regressions. This means that the average saving levels for households managed by men is 12 percent higher than that of female-headed households. Female heads of households are usually required to share their time between activities that increase the income of the household and those purely for housekeeping (e.g. child care, transporting water, and wood collection). Lihiku (2006) also found the same result for Malawi.
Education of the household head
An increased level of formal education was found to be positively contributing to savings of household head. The coefficient (0.019) of household heads that had a primary level of education was positive but statistically insignificant. If a household head with no education attains secondary education, his savings will increase by about 13.4 percent and if he attains post secondary education then the savings will increase by about 8 percent holding other factors constant. The study results are consistent with studies conducted in Philippines, Vietnam, and Pakistan which found that education level had positive effects on savings as it improves the literacy and numeracy levels that are crucial (Carpenter and Jensen, 2002; Kiiza and Pederson, 2002; Newman et al., 2007; Bendig et al., 2009; Boring, 2010; Ellis et al., 2010).

Education of the spouse the household head 

Spouse’s education plays a pleasant role in family survival. As expected, study finds out positive influence of spouse education level on household head savings. Results are statistically significant indicating that educated spouse can help the household head to save. The dummy variable for primary is positive (0.11) implying that on the average savings for household head with a spouse of primary level of education is 0.11 higher than that of the no education (illiterate) spouse. The dummy variable for secondary is positive (0.17) implying that on the average savings for household head with a spouse of secondary level of education is 0.17 higher than that of the primary education spouse. The dummy variable for post secondary is positive (0.12) implying that on the average savings for household head with a spouse of post secondary level of education is 0.12 higher than that of the secondary education spouse. Quartey and Blankson (2004) also found that the levels of savings of household head increased with the level of 
Region of residence by the household head
The table indicates that region was statistically significant at different levels. In all the three models, the coefficient of region is negative.  It can be seen that if a household head leaves central and lives in eastern region his savings will reduce by about 8 percent. However if the household head vacates central and lives in western region, his savings will reduce by about 9 percent and if he instead migrate from central to northern region, his or her savings will reduce by about 11 percent holding other factors constant.
The study found an insignificant negative relationship between expenditure on education and savings by household head. Also an insignificant positive relationship was found between Shock of not having food to feed the family members by household head and household savings

The adjusted R–Squared of the study explains about 46 percent variation in household saving. Since this study used cross sectional data set, the adjusted R–Squared is a good measure of fit of the regression line

 Overall significance of the saving models can be demonstrated by F – statistic. Probability value of F – statistic gives an idea about the the overall significance of the parameter estimates,
CHAPTER FIVE
 CONCLUSIONS AND RECOMMENDATIONS

5.0 Introduction

This chapter presents the study summary, conclusions and policy implications that have been drawn from the study findings presented in the preceding chapter. The summary and conclusion section examine the hypothesis outlined in the methodology. The recommendations section highlight the possible intervention measures that can be learnt from this study as a way of providing literature and advice to policy makers on savings in Uganda with particular reference to the household saving. The final part of the chapter provides the drawbacks that were met during the course of this study.

5.1 Summary and Conclusions 

The current study has attempted to examine the key determinants of savings in Uganda with special emphasis on household head saving. The ordinary least squares estimation method was used to explore the effects of different variables on savings among household heads of Uganda. 
From this study, household income, age, gender (male), location (urban) of household and education level of household head and spouse positively influenced the saving household head in Uganda, while square of household head age, household size, marital status (married) negatively influence household head saving. This is in agreement with the other empirical studies.

Each of the hypotheses that were stated in this study was examined. The first hypothesis laid out was that income positively influences household savings in Uganda. It is apparent that the marginal propensity to save (MPS) for household heads in Uganda in the three models is statistically significant at one percent level of significance. Estimated model results show that households in Uganda have an MPS of about 0.51. This implies that household heads in Uganda save at least 51% of their earnings. This is a considerably high savings rate bearing in mind that the majority of the Ugandan population lives below the poverty line.
Secondly, this study hypothesized that rural and urban households have the same savings patterns. The dummy variable for household location in all regressions is significant at 1% implying that the savings in the households of Uganda differ according to the location of the household. Particularly, urban households are observed to have higher savings than their rural counterparts. Such empirical result provides evidence that there is high potential for household savings in the urban areas of Uganda that has to be tapped as a means of reducing the dependence on external resources.

The third hypothesis was that education of the household head has a positive effect on household savings. This is accepted by looking at the signs and significance levels of coefficients in all the models. An increased in the level of formal education positively contributes to savings of household head. Education level has positive effects on savings as it improves the literacy and numeracy levels that are crucial for achieving economic growth and development.
5.2 Policy Implications

Just like other developing economies, the levels of domestic savings and investment in Uganda have been very low. One way of meeting the Millennium Development Goals (MDG) targets is to mobilize saving and encourage increased investment for greater productivity and national income.

Outside this study, there are numerous ways of improving household saving in Uganda. With due consideration of the income factor, one way to improve the saving level is by implementing policies that improve productivity and income of households. Institutions that are involved in development projects need to increase their support to improve the business environment of the rural and urban populations. Such decisions include improvement in the transport and communication infrastructure. Also of importance is increased involvement of the government in services that support economic activities in the rural areas such as, electricity, water, extension services and marketing channels. These will motivate households to increase their production, income and hence saving.

Provision of education by the government is (in the case of the education factor) proved important in improving saving. The government should therefore increase its funding of the education sector not only to primary (UPE), secondary (USE) but also to tertiary institutions (post secondary education) that has been running for decades. NGOs should also be encouraged to participate in the provision of education especially in training and acquisition of necessary skills for management of finances.

5.3 Limitations of the Study

Since only monetary savings was considered within this study, it would be of interest for future research to assess households where nonmonetary income and savings form a significant part of the household’s budget.
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