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ABSTRACT

This study examined the determinants of private ekiia savings in Nigeria (1980- 2015),
using data obtained from CBN and IMF-IFS online eTéconometric analytic tools used
are, co integration test, vector error correctiondei, Granger causality test. In the model,
domestic private savings (DPS) is a function of sgradomestic product per capita
(GDPPC), household consumption (HHC), nominal ieseémrate (INTRT) and domestic
credit to private sector (DCPS%GDP). The study iabththe following results (i) Stable
long run relationship was found to exist betweendependent and explanatory variables in
the model.(ii) Interest rate has positive significeelationship with domestic private savings
in the long run and insignificant influence in thigort run in Nigeria within the period under
review. (iii) Income has significant negative impat domestic private savings in the long
run and insignificant impact in the short run ingBliia within the period under study. (iv)
There is a unidirectional causality running from BEBC, DCPS%GDP to DPS and
bidirectional causality existing between HHC and<DiR Nigeria within the period under
consideration. Based on the findings, the studymenends conscious policy aimed at
reducing the cost of living of the people, so ttieg part of disposable income spent on
social services will reduce thereby increasing dstieprivate savings. More so, there is
need for the authorities to increase the volumereflit to the private sector and also
create an investment friendly environment that wilpport effective and efficient use of
the credit which will in turn increase income ahén lead to increase in domestic private
savings.

Keywords: Domestic private savings, income, houfkhmnsumption, interest rate,
Nigeria.

INTRODUCTION

Background to the Study

Savings is the amount of income per time periotlighaot consumed by economic units. For
the households, it represents that part of dispesaitome not spent on domestically
produced or imported consumption goods and serviées the firm, it represents

undistributed business profits. It is pertinenptont out that savings is flow variable, being
measured overtime. Economists believe that saviagd investment are necessary
requirement for the growth and development of coesit therefore decline in savings will

lead to decrease in investment and in turn a dedfireconomic growth and development of
the country. Thilwal, (1979) stated that the higther increase in the rate of investment, the



greater the rate of capital formation, which evalljuencourage growth and development.
Economists see domestic savings as disposable encoimus consumption expenditure. In
other words, it is seen as income that is not fieedurchasing of goods and services for the
purpose of consumption. Therefore for the purpdsthis study, the researcher emphasize
that savings refer to deposits in financial insitns. Thus, the study focuses on financial
savings of households held by banks, micro finainséitutions, Esusu groups and other
savings avenue.

Based on the definition above it is very clear theatings has relationships with investment.
Therefore savings are very important in order twaase the amount of capital available and
also increase in savings is vital but not a swdfiticondition for investment. Savings are
strategic variable in the theory of economic groaaid its role as a determinant of economic
growth has been emphasized by classical econoniistsnany developing economies
particularly Africa, savings and investments areessary engines for capital formation
hence economic growth.

Sufficient savings are needed by the economy gfcmuntry in order to fund investment

expenditure which will in turn boost the economiowth of such a country or else the

country has no option than to borrow domesticallyemternally. Nonetheless, borrowing

from abroad can have adverse effects on the balkngayments as these loans will have to
be serviced in the future and it also carries &ifpr exchange risk. So, sufficient private
domestic savings are necessary for economic groetiuse it also forms part of the most
important issues in development economics, and di@veloping countries, on how to

stimulate investment, and how to bring about arrease in the level of savings to fund

increased investment. In fact, the crucial roledoimestic savings mobilization to the

sustenance and reinforcement of the saving-invegtgrewth chain in developing countries

has preoccupied development economists for dedddegs, 1970). Given this, the main

thrust of this study is to empirically investigdtee determinants of savings in the Nigerian
economy. This study becomes crucial in the lighthef need to provide necessary insight on
how to foster rapid growth and development of thenemy.

Historically, there is an obvious gap between theome level and savings rate in the
economy due to the inability of the economic agémtsenefit from accrued revenue from oil
resulting in low investment and declining rate apital formation in Nigeria. The role of

savings in the promotion of economic growth andetigyment in both developing and
developed economies today had been noted by ecstsorfiavings are very important in
order to generate fund for investment (Ogbokor @achahiya, 2014).

Nigeria is among the developing countries that némst and sustainable increase in
investment growth; however, her private domestigrgprate was on the lowest for several
decades. The savings level in Nigeria particularlyural areas is very low and its patterns
and determinants are not empirically identified.rimal areas in Nigeria, savings is mainly
made out of the income from agricultural produdbs, flow of the income is irregular and
seasonal which reduces the ability to save or paedpond to the incentives which promote
savings (Adelakun 2015).

lyoha (1998) and Nnanna (2003) agreed that thetiveggrowth in real GDP in the mid

1980s may possibly be accredited to a multitudéaofors of which decline in investment
and savings are major ones. Nnanna affirmed alab davings and investment culture in
Nigeria is very poor relative to most economiestiud world. He indicated that private
domestic savings which averaged 15.7 percent of @GDing the period 1986-1989 declined



significantly to 6.0 per cent between 1990-1994levim 1996 and 1999, this ratio stood at
13.2 per cent and 14.5 percent respectively.

Discussion of the trend of domestic private saviagd income (GDPPC) in Nigeria using 5
years interval shows that domestic private saving$980 was 0.06% of the GDPPC and
in1985-1989 it increased to 0.4%, and in 1990-188rhestic private savings decreased to
0.3%, from1995-1999 it increased to 1.6%, during pleriod 2000-2004 domestic private
savings increased to 7.6%, in 2005-2009 it dedlittre7.2%, during the period 2010-2014
domestic private savings increased to 32.7%. Inc(@2P per capita) was17.3 trillion in
1980- 1984 and during the period of 1985-1989dteased to 17.5 trillion and in 1990-1994
it also increased to 20.2 trillion, from 1995-19®9moved up to 22.5 trillion, while from
2000-2004 it increased to 37.9 trillion. In 20092Ghe income increased to 51.4 trillion, the
income (GDP per capita) also in 2010-2014 was 68lion.

This paper therefore investigates determinantsoafestic private savings in Nigeria for the
period of 1980-2015. The variables for the study as follow; domestic private savings,
income proxied by GDPPC, nominal interest rate aredlit to private sector % of GDP
(proxy for financial development) and householdstonption.

Theoretical Review

Classical Theory

The Classical Economists was the first group of neaasts that offered theoretical
explanation on the determinants of savings andigsificance. Smith (1776) observed the
importance of savings when he stated that, “Captaicreased by parsimony and reduced
by prodigality and misconduct”. Prior to 1936; tbkassical economists propounded their
theory on the savings and asserted that a negatiagonship existed between savings and
interest rate. There exist negatively sloped supplywe of capital, implying that supply of
capital increases in response to a decline ofasteate

According to Adam Smith, the rate of investment which is arpartant determinant of
economic growth is determined by the rate of savimgan economy. He did not believe in
the possibility of any sort of leakage occurringween savings and investment, even though
the activities are performed by different sets @be. In his system, savings and investment
have been identified with each other and both aterchined by the consideration of private
profit. However he also notes that, the abilitysi@ve is constricted by income. In other
words, when no profit can be made from investmentrepreneurs lose their interest in
investment activity and the economy reaches théoBtay state. He was of the view that
savings is equal to investment, Smith (1776)

Malthus (1951) held different view from that of Smiwhen he explained savings to bring
about a reduction in effective demand by reduclhreg ability of people to consume, in turn
bringing a decline in profits and investments. Tlascompared to Smith’s view which
postulated that savings always equals investmemigdy any act of savings would lead to an
increase in wealth of the economy. According tdtMss, the capitalist wages is very poor
and so, the total amount of the capitalist saviag®t invested and savings can only produce
income to the extent being invested. He arguesahstinence to consume on the part of the
capitalist only contributes to growth if the sawngre then invested. This means that if
consumption is not controlled, growth will be reled. He stated further that when the
opportunities for profitable investment are exhadstsavings cannot be converted into
investment. At this point abstinence on the parthef capitalist only reduces the amount of
effective demand in the economy, thereby redudiegobssibility of growth.



Keynesian Theory

Keynes (1936) defined savings as the surplus afnmecover expenditure on consumption;
this implies that savings are part of disposableorme that has not been voted for
consumption.

He maintained that on the aggregate, the surplusaaime over consumption (otherwise

called savings) is not different from additionapital equipment (i.e. Gross fixed capital

formation or gross domestic investment). Savingstherefore a mere residual, the decision
to consume and the decision to invest between tHetermines the volume of national

income accumulated over a period.

Keynes also stated that, increase in income woeddlt in higher savings rates, thereby
making savings complementary to the consumptiontfan. In its simplest form, the savings

function is derived from the linear consumptiondtion when the autonomous consumption
expenditure is separated off. Keynes emphasisdd theying levels of income cannot be

sustained in an economy unless the amounts ofgmwainthese levels of income are offset by
an equivalent amount of investment. Therefore, Ksian theory draws the equilibrium

relations between income, savings and investmetings are also the difference between
income and planned consumption, i.e.

S=Y-C 1

Saving function is derived from the consumptiondiion. Planned saving is a function of
aggregate income, i.e.

S = f(Y) 2

Keynes’ savings function has the following chardstes: Savings are stable function of
income, varies directly with income and the ratencfease in savings are less than the rates
of increase in income. This means that at verylixgls of income as well as at zero income,
since consumption is positive, savings must be thgaAs income increases, dissaving
vanishes and savings becomes positive. In Keyeesiihology, this feature suggests that the
value of the marginal propensity to save (MPS)dsitive but less than one, stated linearly
as;

S=Y-C=Y—(a+bY); [where C=a + bY] 3

OrS=—a+(1-h)YI[0<(-b) <1 4

Permanent Income Hypothesis

Friedman (1957) in his Permanent Income HypothggitH) attempts to elucidate
proportional and non proportional relationship betw consumption and disposable income.
In his view, he attributed the causes of propogiaelationship between consumption and
disposable income on changes of wealth rather theasured income. He classified actual
income and consumption into permanent and tempa@amyponents. According to him, the
effect of a change is permanent or temporal, ihstltange affects consumption. His theory
described how agents spread consumption over lifegimes. The hypothesis supposed that
a person's consumption at a point in time is datexchnot just by their current income but
also by their expected income in future yearstheir "permanent income". In its simplest
form, the hypothesis states that changes in pemmaimeome, rather than changes in
temporal income are what drive the changes in awoer's consumption patterns.



Friedman further explained income to consists pEananent (anticipated and planned) and
a transitory (windfall gain/unexpected) compondnt.the permanent income hypothesis
model, the key determinant of consumption is anviddal's lifetime income, not his current
income. A consumer's permanent income is determinedheir assets; physical (shares,
bonds, property) and human (education and expeg)ertbese influences the consumer's
ability to earn income. Workers save if they exghett their long-term average income, i.e.
their permanent income, will be less than theirrenr income. It is true that permanent
income theory is concentrated mainly on long-rumaigics and relations, while Keynes
focused primarily on short-run considerations. Tdmaergence of the permanent income
hypothesis (PIH) raised serious debates and differews tried either to verify or to falsify
the theory of Friedman. In the later case, argumemre directed mainly towards stressing
that the relation between consumption and dispesalcbme still follows (more or less) the
mechanism supposed by Keynes.

Financial Liberalization Theory

MacKinnon (1973) and Shaw (1973) explained thaingmsvare not determined by income as
postulated by Keynes (1936) and Kaldor (1940) butdal interest rate. They viewed low
interest as a cause of low saving which means finats or business enterprises are
discouraged to invest funds through the formal bamkystem. High real interest rate is seen
as strengthening the market institution and inénggihie level of savings. The authors argued
that financial liberalization brings forth a shifom lower productivity investment to higher
productivity investment intermediated by the finahcsector. It can equally discourage
savings, especially if the saver targets a giveallef future income Dornbush, (1990).

The Financial Liberalization hypothesis as devetbpg Mckinnon and Shaw (1973) sees the
role of government intervention in the financial rkets as a major constraint to savings
mobilization, investment, and growth. Governmentge in controlling interest rates and
directing credit to priority sectors of the economydeveloping countries inhibits savings
mobilization and impedes the holding of financiakets, capital formation, and economic
growth. Indirectly, ceiling on deposit interestastdiscourages financial savings, which leads
to excess liquidity outside the banking system.odkdmg to Mckinnon and Shaw (1973),
persistent government intervention and involvemianthe financial system through the
regulatory and supervisory network, particularly @ontrolling interest rates and the
allocation of credit, tends to distort financial mkets. Government intervention, thus
adversely affect savings and investment decisionmairket participants and lead to
fragmentation of financial mediation. The ultimagsult is a financial repressed economy.

The central idea of Mckinnon and Shaw (1973) is$ fimancial markets should be liberalized
and allocation of credit determined by the freekaarin this case, the real interest rate will
adjust to its equilibrium levels and low yieldingpects will be eliminated. This will lead to
increase in overall efficiency of investment, sggrand total real supply of credit would
increase. This in turn induces a higher volume rofestment which will then lead to
economic growth. The main critique of the finandibéralization theory emanates from the
imperfect information Paradigm. This school of thbudisagrees with the proposition of
these scholars and examines the problem of finhrdeaelopment in the context of
information asymmetry and costly information thegults in credit rationing. As observed by
Stiglitz and Weiss (1981), asymmetric informaticeads to two serious problems, viz;
adverse selection and moral hazard. The implicasahat the information asymmetries of
higher interest rates which actually follow finamcreforms and financial liberalization



policies in particular worsen risk taking throughdhe economy and hence threatens the
stability of the financial system, which can ea$dgd to financial crises while the Feedback
theory suggests a two—way causality between ecangroivth and financial development.

Life Cycle Income Hypothesis

Ando and Modigliani (1963) propounded theories i@ +cycle saving which agreed with
Friedman’s line of argument. They postulated thie-Gycle Income Hypothesis (LIH) in
which an individual maximizes present value of labmcome over the remaining working
life. Hence, the determinants of savings are ctiiremome, expected labour income and non-
wealth. The life-cycle hypothesis suggests thatviddals plan their consumption and
savings behaviour over their life-cycle. They imtea level out their consumption in the best
possible manner over their entire lifetimes, byumeuolating when they earn and dis-saving
when they are retired. The assumption is that radividuals choose to maintain stable
lifestyles. This mean that people usually don'esap a lot in one period to spend furiously in
the next period, but keep their consumption leeglproximately the same in every period.
The first period should be ignored otherwise hogsiepreciates below its marginal rate of
substitution.

Empirical Review

Ogbokor and Samahiya (2014) empirically investidatee determinants of savings in
Namibia through the use of co-integration and eomrection mechanisms for the period
running from 1991 to 2012. The study made use aftgdy and annual time series data sets.
The paper relied heavily on unit root tests, cegnation and error correction procedures as
ways of investigating the characteristics of theialdes and the long-run relationship
between savings and its determinants. The resulteao-integration tests suggest that there
is a long-run relationship between savings andet@anatory variables used in the study.
The results suggest that inflation and income hpusitive impact on savings, while
population growth rate has negative effects onmggviThey also explained that the deposit
rate and financial deepening have no significafécéfon savings. In addition, the results
reinforced the work of lipumbu et al (1999) andrma that the need to achieve a higher rate
of savings in Namibia by improving upon income llewveannot be overstretched.

Teshome, Kassa, Emana and Haji (2013) examinedndietnts of rural household Savings
in the East Hararghe Zone, Oromia Regional StatEtlibpia using survey data generated
from 700 sample households. The results of thislysshowed that 79.2% of the entire
sample households had savings during the surveg. tfnom the probit model used for
analysis, nine (9) variables, namely household hedcation level, livestock holdings,
access to credit service, income, investment, itrgiparticipation, contact with extension
contacts, forms of savings and saving motives \i@rad to have significant influence on the
amount of households savings. The results of idysthowed that rural households do save
irrespective of their low income, which they savaimly in an informal savings institutions
showing that there are high need for provisionaoirfal financial savings institution for ease
accessibility.

Kudaisi (2013) investigated the determinants of dstic savings in West Africa from 1980-
2006. The theoretical foundation for the study waschored on Hall hypothesis of
consumption. The Hall hypothesis states that copsom is a function of lifetime

"permanent income”, rather than income in eachopgeimdependently. The model assumes



that capital markets are perfect and interest vatges over time across countries and
consumers have rational expectations regardingritb@me generating process. The result
showed that the sizes of effect of the dependeatty and interest rate on domestic savings
were negative and insignificant, growth of GDP tiloyositive but statistically insignificant,
only the government budget surplus and inflatide eae found to be statistically significant.
The development of West Africa financial market lapositive effect on savings, and
finally, the real interest rate, and terms of trddee insignificant impact on the level of
saving in West Africa.

Ayalew (2013) studied the determinants of domes#igings in Ethiopia using time series
annual data form 1970/71-2010/11. In the studymlaele effort to identify the long run and

short run determinants of domestic savings in Hikhiousing an ARDL bounds testing

Approach and Error correction model (ECM) to captdooth short run and long run

relationships. The Estimated results revealed ¢gnawth rate of income (gPCI), budget

deficit ratio (BDR) and inflation rate (INF) weré¢asistically significant short run and long

run determinants of domestic savings in Ethiopiat, Rleposit interest rate (IR), current
account deficit ratio (CADR) and financial depthHD) were found to be statistically

insignificant determinants in the long run. Howeuerthe short run, DFD and IR found to

have statistically significant meaning in explamidomestic savings in Ethiopia. The speed
of adjustment has value 0.63768 with negative sighich showed the convergence of
savings model towards long run equilibrium. Theralldindings of the study underlined the

importance of raising the level of income in a aimble manner, minimizing the adverse
impacts of budget deficit and inflation rate anéating competitive environment in the

financial sector.

Samantaraya and Patra, (2014) examined the folarmus determinants of household
savings in India with the latest available dateaertiployed ARDL approach for this purpose
due to its suitability for estimating an equatioithva mix of stationary and non stationary
variables of order (1) and address potential endgige problems. The estimated results
revealed that GDP, dependency ratio, interest eaté,inflation have statistically significant

influence on household savings in India, both mldng run and short run. As regards policy
implications, they suggested that ensuring priedikty and avoiding any disruption to the

growth process will be useful for augmenting sasirad sustaining the savings-growth
spiral in India.

Sebhatu (2012) analyzed the determinants of saviegaviour of cooperative members in
Tigrai region of Ethiopia. The data for the studgsaobtained from randomly selected 120
rural household savers from eight financial coofrega. The empirical analysis, using
multiple regression model shows that gender, haldeihcome, amount of loan borrowed
and year of cooperative membership significantiggdhousehold savings. Therefore, these
factors have to be considered in designing strasegimed at improving the savings pattern
of cooperative members.

Adelakun (2015) observed the relationship betweawings, investment and economic
growth. The outcome of the work was the determama&f which of the inputs of production
contributes more to economic growth in Nigeria. Btedy made use of time series data
spanning twenty-nine years using error correctioodeh The result showed a positive
relationship between savings, investment and ecanognowth in Nigeria. Of the
determinants of savings considered in the studffation rate contributes negatively to
savings, while interest rates positively affectisgs. All these confirm economic theory. The



striking feature of the study however is the canéition of the impact of labour on economic
growth, which according to the study far outweigtns contribution of capital.

Jibrina, Danjumab and Blessing (2014) investiggtedate domestic savings by commercial
banks and economic growth in Nigeria. They reviewkeories on the determinants of
private domestic savings and the impact of savargeconomic growth; they also examined
the determinants of private domestic savings ineN&gduring the period covering 1986 —
2010. The broad objective is to identify instrunseth be used by commercial banks to
mobilize savings and to also examine the impactthat private domestic savings on
economic growth of Nigeria. They made an importaahtribution to the literature by
evaluating the magnitude and direction of the ¢ffef money supply, interest rate, inflation
rate, exchange rate and per capita income on privamestic savings. They went further to
examine the impact of private domestic savingsa@mmercial banks credit to private sector
on economic growth of Nigeria. The framework foralsis involved the estimation of a
private domestic savings function and economic g¢indwnction derived from the Life Cycle
Hypothesis. The study employed classical least reguamethod with the aid of Error-
Correction modelling procedure, co-integration, rigg@ causality and stationarity test which
minimize the possibility of estimating spuriousatans, while at the same time retaining
long-run information in the work; as well as thetura of causality between independent
variables and dependent variables of the two fanstispecified in this research work. The
results of the analysis showed that the money guppt per capita income are strong
determinants of private domestic savings for theopgeunder study and private domestic
savings and commercial banks credit to privateosearnout to be the leading factors that
propel economic growth in Nigeria according to thésearch results. It was also revealed
that, unethical banking practices by Nigerian comuia¢ banks have rendered interest rate
impotent to drive savings mobilization.

Chipote and Tsegaye (2014) studied the determirgnt®usehold savings in South Africa
over the period 1990-2011. Based on the life chgigothesis upon which the study is based
as well as empirical literature, they paid attemtio the effects of age dependency ratio, the
level of household income, inflation and real ie&rrate on household savings. The study
employed the Augmented Dickey-Fuller and PhilliparrBn unit root tests to test for
stationarity in the time series. The Johansen degmtion and the Error Correction
Mechanism were employed to identify the long-rurd amort-run dynamics among the
variables. The results of the study revealed tbatrary to a theoretical expectation, the level
of income and household savings are negativelyte@laimplying that South African
households do not only save but increasingly relydebt to finance their spending. On the
other hand age dependency ratio, inflation and nelgrest rate have positive long run
relationships with household savings rate. Theystadommends that the government should
embark on counter-cyclical fiscal policy to avoidetdevelopment of excessive current
account deficits during periods of more rapid eeorogrowth, rising investment and falling
savings.

Aleemi, Ahmed and Tarig (2015) studied the deteania of savings: empirical evidence
from Pakistan. They analyzed the impact and ralatigp between national savings rates and
some selected determinants of savings namely imflateal interest rate, real GDP growth
rate and Government current expenditure, by usimgial data for the period of 1980-2010.
The variables in their model are based on wellbdistaed economic theory and long standing
relationship. Supplemented in a dynamic regressiodel with the ARMA specification and
well specified model; it was found that inflatianterest rate and government expenditures



are negatively affecting the national savings meing the length of this study for the
economy of Pakistan.

Nwachukwu (2010) investigated the determinantsrivial®e Savings in Nigeria and reviewed
savings behaviour and policy options to increaseektic savings. He made an important
contribution to the literature by evaluating thegmitude and direction of the effects of the
following key policy and non-policy variables oniyate savings, Income growth, interest
rate, fiscal policy, and financial development. Thamework for analysis involves the

estimation of a savings rate function derived frthra Life Cycle Hypothesis while taking

into cognizance the structural characteristics ofeaeloping economy. The study employs
the Error-Correction modelling procedure which mriges the possibility of estimating

spurious relations, while at the same time retginamg-run information. The results of the
analysis showed that the savings rates rise with e growth rate of disposable income
and the real interest rate on bank deposits. P@aliings seem not to crowd out private
savings; suggesting that government policies aiateidnproving the fiscal balance has the
potential of bringing about a substantial increas¢he national savings rates. Finally, the
degree of financial depth has a negative but infgogmt impact on savings behaviour in

Nigeria.

Akpan, Udoh and Aya (2011) examined factors thtgcathousehold savings of rural agro-
based firm workers in the South-south region ofexi@ They used two-stage least squares
method of simultaneous equation model for the amalCross-sectional data were collected
from 250 randomly selected workers of five agrodabirms in the study areas. The results
of the analysis revealed that income, tax, job egpee, education, family size and
membership of a social group influence savingsuali of workers. To promote household
savings among agro-based workers in Nigeria, mdiaim at periodic increase in worker’s
salary and reduction in tax rate in line with taieging pattern of macro-economic variables
in the country were advocated. Others include pdidhat will promote birth control,
increase public awareness on the on-going famédymhg programmes in the country, and
encourage social group formation among workers e &6 those aimed at reduction in
agricultural production constraints.

MAJOR GAPS IN LITERATURE

Author/year Topic Analytical Tools Variables Findings Gap
Used employed
Eze and Determinants OLS and co Domestic All variables The study used OLS
Okpala (2010) | of private integration private savings, | are found to co | with co integration
Domestic gross domestic | integrated contrary to economettri
savings in product, money | showing long theory while the
Nigeria supply, interest | run relationship | current study use co

rate and
inflation

integration and ECM
and also that the
variables in employed
are different from the
variable of the current
study such as gross
domestic product,
money supply and
inflation; the study was
done in 2010 the 5yea

gap gave good reason

(7]



for the current stud

Onuoha (2011) | Determinants of | The coefficient of | Aggregate The study found The study was carried
savings in multiple financial out that per out in 2011 while the
Nigeria determination(® savings, gross | capita current study is in 2015
was claimed to be | domestic disposable given a 4 yrs gap which
the method of product, per income has is a good reason for the
analysis which is | capita positive and current study to
not agreeable to us| disposable significant continue; The variables
since R2 is an income, trade | impact on are different from the
output of regression openness, aggregate current study such as
and not a tool of interest rate and| savings ,gross domestic
analysis net capital product, trade openness
inflow and net capital inflow,
the study did not
indicate her tools of
analysis thereby casting
doubts on the validity
of the result
Adekunle 201 Determinants o | Co integration Gross nationg | The resuli Though their model i
savings and Ecm, Granger savings, savingg shows a contradicting, the
investment in causality deposit rate, positive variables are different
Nigeria inflation, relationship from the current study
aggregate between variables, the topic is
consumption, savings, also different from the
gross domestic | investment and | current study topic in
product, economic terms of determinant o
aggregate growth in investment
demand Nigeria
Nwakez( & Population ECM savings rate, | The study The study was carrie
Omoju (2011) | growth and population, showed that | outin 2011 while the
savings in real per capita| income current study is in 2019
Nigeria income, real | &rapid CINEN 2 IS CELE T
interest rate, | population ;/anables s EMEEY
: - rom the current study
|nflat|_on rate groyv.th have | ¢ \has population,
and financial positive and | inflation rate and
depth negative financial depth, the
significant | gt,dy didn’t do
impact Granger causality
respectively
on savings in
Nigeria
Imoughele and | An Econometric| Co integration, income per results show | The variables are
Ismaila,2014 Analysis of the | ECM capital, that income different from the
Determinants of inflation rate, | per capital, current study such as
Hutel term of trade | inflation rat | inflation rat
gg\wﬁgg?n and financial | e, term of &, Eje][.m B ;rallde
i) deepening trade and financia
and financial | deepeningThe study
deepening are was carried out in
e, 2014, A year gap is
significant
- enough reason for the
determlnants current study to be
of private carried out the study
el g didn’t do Granger
Nigeria. causality
Nwachukwu & | An Error- Co-integration, private The study The study has different
Egwaikhide Correction ECM saving rate, | compared order of integration in




2007 Model Qf the real per estimation their test of unit roo
gﬁfgtr;'g:citﬁgo“ capita GNDI, | results of the Zggpﬁgglléootave
in growth rate | Error- MODEL and not ECM.
Nigeria of real per Correction | The study was done
capita GNDI, | Model with | 2007 and the current
real interest | those of three study is 2015 given 8
rate, conventional yea:js gap Wh]jg:]tir?ea
rate (.)f mOd.e|S: gg?rerzf :tsuodny to
inflation, Partial- continue; also the stud
public saving | Adjustment, | didn’'t do Granger
rate, external| Growth Rate | causality, the variables
debt service | and Static ?r]:)trzet ﬁé“ga’rrizr?t”fere”t
ratio, terms Models. The research variables suc
of trade and | study ascapita GNDI,
c_Iegre(_a of conclude that growth rate of real
financial the ECM per capita GNDI,
depth. performs rate of inflation,
much better | b plic saving rate,
than the external debt
other models| garyice ratio, terms
of trade and degret
of financial

D

DATA AND METHOD OF ANALYSIS
Data

The data used for this study are time series auyel980 — 2015 period and are obtained
from the statistical Bulletin of Central Bank ofddiria (CBN), annual reports and Statement
of Account of various issues and online servicenfrodata.worldbank.org/indicators.

Model Specifications

This study is anchored on Keynesian Theory whiatHies savings as the following

S=Y-C 5
C=a+by 6
S=Y-a+by 7

Thus, in other to realise the objective of the gtulde specification of the Keynesian savings
function will incorporate variables such as donmesgtiivate savings, GDP per capita, and
Household Consumption, Domestic Credit to Privaget& (% GDP) and nominal interest
rate. Therefore the modified form of the model barspecified as



DPS= f(GDPPC, HHC, INTRT,DCPS) 8
Equation 4 can be stated linearly as
DPS =By + B1GDPPG; + B2 HHC .1+ B3 INTRT; + B4 DCPS%GDR; + |k 9

Where, DPS=Domestic Private Savings, GDPPC = GDPcppita, HHC = Household
consumption, INTRT= Nominal Interest Rate, DCPS%GPPomestic Credit to Private
Sector (% GDPPB1- B 4 = Coefficients of the parametefiz= Constant Term andF Error
Term

Estimation Procedure

The researcher first carried out a unit root testh@ variables in this model. This is because
most macroeconomic time-series have unit root aedrégression of a non-stationary time
series on another non-stationary time series w@uédiuce a spurious regression. So to
produce a meaningful estimate, the researcher cvedwa unit root test. Thus, this study

tested the nature of the time series first to deitez if they are stationary or not and if

stationary of what order are they integrated. Tiweoof integration helped the researcher in
determining the long-run relationship among thealdes. To carry out this, the Augmented

Dickey Fuller and Philip Perron test was used.

A non-stationary series which can be transformeal d$tationary series by difference d time is
said to be integrated of the order d. A serigs iXtegrated of order d is conventionally
denoted as:

Xt1(d) 10

If X is stationary, then there is no need for diffenegicthat is integration order of zero
denoted as:

Xt1(0) 11

These series with time variant mean and co-varifmoetion is said to be integrated of order
zero. While series that are differenced once taeaehstationarity, is said to be integrated of
order one, that is

X1(1) 12

The Augmented Dickey-fuller (ADF) and the Saragrm&g Dub-Watson (SBDW) test used
is in this general format

Xi=a +Bxg1+ BT +>t 13
andX =a +px;.1+YCip Xe1 + BT 14
Where the n’s are large enough to guarantee whisenmesiduals and T is trend.

The relevant test statistics for PP and ADF teshésratio offf over its OLS standard error.
The Null hypothesis is

H: Xea(1) 15

The test statistic has no t-distribution under tiodl hypothesis because of the theoretical
variance of Xthough; Fuller (1976) reports tables and criticles for those t- ratios.



The next step is to evaluate the order of integnatif the residual generated from the static
model. If the series of the model is co-integratédit is the residuals is stationary, the
researcher is guided towards error correction §ipation regression are non-stationary.
Otherwise, we can apply the Unit root to checkrthttionarity.

The unit root test of the DF and ADF are respedtias follows:
pUt: DU + dT 16
pUt: DU, + ZélpUﬁ' dT 17

In a case where co integration does not existedms the linear combination is not stationary
and the variable does not have a mean to whichtitrms. The presence of co integration
however implies that a stationary long-run relagtip among the series is present. This
study employed the error correction mechanism basedEngle-Granger (1987) two-step

error correction model (ECM) approach. This proceduavolves the estimation of static or

long-run relationship using the Johansen multivarieo integration test. A statistically

significant ECM indicates the speed of adjustmenthie short-run of an economy when
disequilibrium occurs

Co integration Test

This test was developed to estimate variables (Mt Xt) that has the same order of
integration 1(1) and usually conducted after th& topt test when stationarity have been
established. It is also used to extract the longequation which determines the long run
relationship among variables. Co integration tedidates its significance through the trace
or rank statistical and the probability values afigbles under consideration (Johasen and
Julius, 1990). It is therefore estimated thus;

Yt=p+ A1Vt =1+ e . APYt—D + &t 18

In testing the null hypothesis that the numbedistinct co integrating vector is less than or
equal to g against a general unrestricted altesemty = r, it is calculated as follows:

Atrace (N =TZX In (1-)) 19
Where T is the number of usable observations amél igthe estimated Eigen value from the
matrix.

Error correction model

The error correction mechanism (ECM), assume thraesvariabley has an equilibrium path.
If the variables are co integrated, there mustteMiserror-correction representation that may
take the following form:
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Wheredt-1 are the error correction terms.

Granger causality model

In the short-run, there are adjustments to deviatioom the long-run path which are defined by
long-run causality. Short-run causality is asceddiby a test on the joint significance of the
lagged explanatory variable. The study tries tal fthe causality direction between the two
variables, income and domestic private savings fgguGranger type causality methodology,
i.e., standard Granger causality test. The tdistsren estimating two basic equations as follows:

Yt =0gt ;: (lth_]_ + JZ:;]- B] Xt_1+ et 21

Xi=hot+ Zn 7\4th_1 + Zn o Xt_]_ + ¢t
=1 =1 22

Presentation of Result
Unit Root Test

The Augmented Dickey-Fuller (ADF) and Philip Perstatistic was employed to test for the
existence of unit roots in the data using trendiatetcept. The test results are presented below:

Table 1: Augmented Dickey Fuller Unit RootTest
Trend and Intercept (Series at Level)

Serie! ADF Test 5% 10% Remark
Statistic Critical values critical values

DPS -1.77025i -3.54428. -3.20469! Not Stationar

GDPPC -1.606899 -3.54428: -3.20469! Not Stationar

HHC -2.70059! -3.54428. -3.20469! Not Stationar

INTRT -2.841819 -3.54428: -3.20469! Not Stationar

DCPS -2.72835! -3.54428: -3.20469! Not Stationar

Source: Authors’ computation from E views 7
Table 2: Augmented Dickey Fuller Unit RootTest
Trend and Intercept (Series &tDifference)

Serie! ADF Test 5% 10% Remark
Statistic Critical values critical values

DPS -9.73473l -3.54849! -3.20709: Stationar

GDPPC -4.89650:. -3.54849! -3.20709- Stationar

HHC -12.3524. -3.54849 -3.20709: Stationar

INTRT -7.53471! -3.54849! -3.20709: Stationar

DCPES -5.23827. -3.54849 -3.207009. Stationar
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Source: Authors’ computation from E views 7

Table 3: Phillips Perron Unit RootTest
Trend and Intercept (Series at Level)

Serie! PP Tes 5% 10% Remark
Statistic Critical values critical values

DPS -1.63694: -3.54428. -3.20469 Not Stationar

GDPP( -1.605330 -3.54428: -3.20469! Not Stationar

LHHC -2.47891: -3.544284 -3.20469! Not Stationar

INTRT -2.65715. -3.54428. -3.20469! Not Stationar

DCP< -2.44238. 3.54428. -3.20469 Not Stationar

Source: Authors’ computation from E views 7

Table 4: Phillips Perron Unit RootTest

Trend and Intercept (Series &tDifference)

Serie! PP Tes 5% 10% Remark
Statistic Critical values critical values

DPS -20.6891! -3.54849! -3.207009- Stationar

GDPPC -4.89650: -3.54849 -3.207009. Stationar

LHHC -14.8607! -3.54849! -3.20709- Stationar

RINTR -7.65597! -3.54849 -3.207009- Stationar

DCPS -9.15603. -3.54849! -3.20709: Stationar

Source: Authors’ computation from E views 7

Observing the variables; DPS, GDPPC, HHC, INTRT B@&PS, all series are not stationary at
levels. However, the series became stationarysttdifference that is 1(1). The results showed
that the time series are integrated of the samerpl(.), with the application of both ADF and

PP tests.

Co-integration Test

Johansen co-integration test was used to testhioptesence of co-integration between the
series of the same order of integration. Johansdntegration test for the series; DPS and the
explanatory variables; GDPPC, HHC, INTRT and DCPR&S summarized under table 5. Based
on the lag length criteria, the model with lag 1sw&hosen with the linear deterministic test

assumption.

Table 5: Co integration Test

Hypothesized Eigenvalue Trace statistics | 0.05 critical | Prob.”
No. of CE(s) value
None 0.645477 82.01482 69.81889 0.0039

Trace test indicates 1 co integrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
*MacKinnon-Haug-Michelis (1999) p-values
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The Johansen co-integration test indicated thaetiseone co-integrating equation. As observed
from the trace statistic, its value is greater thé& critical value (i.e. [82.01482 >69.81889]. In
other words; the null hypothesis of no co-integnatamong the variables is rejected since at
least one co integrating equation at 5% levelgsifcant, implying the existence of a long-run
equilibrium relationship among the variables.

Vector Error Correction Model

The essence of this estimation procedure is tor@scethe speed of adjustment since the
deviation from the long run equilibrium is corregttdirough the short run adjustments. Having
established that there is co-integration equatioargy the variables, the result justifies the use of
vector error correction model (VECM). The resulttioe VECM is stated in table 6 below:

Table 6: VECM RESULT

Error correction: Coefficient |Std. Error |T — statistics P — values
ECT (1) -0.94185! | 0.25559( | -3.68503. 0.001(
D (DP<&(-1)) =C(2) -0.24215¢ | 0.21123: | -1.14640! 0.261°
D(DCP&(1)) =C(3) -1.33E+1: | 8.59E+1( | -1.55467! 0.131°
D(GDPP((-1)) =C(4) -0.46699: | 0.27249 | -1.71375 0.098(
D(HHC(-1)) =C(5) 0.26159: 0.13855: 1.88809: 0.069¢
D(INTRT(-1)) =C(6) 1.11E+1. | 1.23E+1. | 0.90013: 0.376(
C=C(7 1.17E+1: | 5.02E+1. | 2.32840! 0.027¢
R° = 0.602740, F-Statistics = 6.827612, Prob (F-Sta)i = 0.000173 DW = 1.86

Source: Authors’ computation from E views 7

The Error correction term met the required condisioT he significance of rule of ECM holds
that negative and statistical significant errorrecation coefficients are necessary conditions
for any disequilibrium to be corrected. In light tfis, the coefficient of ECM(-1) is -
0.941858. The negative sign of the coefficientdad one condition while the fact that its
P-value [0.0010] is less than 5% [0.05] level @frsficance satisfied the second condition of
statistical significance. The coefficient indicatdtht the speed of adjustment between the
short run dynamics and the long run equilibriun®486. Thus, ECM will adequately act to
correct any deviations of the short run dynamicggdong-run equilibrium by 94% annually.

The computed coefficient of multiple determinatit®R?) value of 0.602741 indicated that
60.3% of the total variation in domestic privatevisgs (DPS) is accounted for, by the
explanatory variables: gross domestic product (GODRHousehold consumption (HHC),
nominal interest rate (INTRT), and domestic creditprivate sector (DCPS%GDP) while
39.7% of the changes in domestic private savingdSDis attributable to the influence of
other factors not included in the regression equatiThe F — statistics of 6.827612, with p
value of 0.000173 which is less than 0.05 shows ttie influence of explanatory variables on
the dependent variables is statistically significabhe Durbin Watson test determines the
presence or level of autocorrelation among thedueds, since the DW has the value of
1.856504; it indicates the absence of auto corogl@mong the residuals
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Table 7: Granger Causality Test

Null Hypothesis Obs  F-StatisticProb

DCPS does not Granger Cause | 35 4.1683¢ 0.049:
DP< does not Granger Cause D( 0.0914. 0.764:

GDPPC does not Granger Cause 35 19.564¢ 0.000:
DPS does not Granger Cause GD 3.4470: 0.072¢

HHC does not Granger Cause [ 35 18.570: 0.000:
DPS does not Granger Cause F 10.234¢ 0.003:

INTRT does not Granger Cause [ 35 1.4384¢ 0.239:
DPS does not Granger Cause IN1 0.3784: 0.542¢

Based on causality result from table 7 above, tiheeeuni directional causality running from
DCPS to DPS and a bi directional causality from ®QPo DPS and back to GDPPC. The
study also found another bi directional causalitynf HHC to DPS and also from DPS to
HHC. However, no causality was found between INT&O DPS as indicated in the above
result.

Implication of the Results/Conclusions

Based on the estimation result above, the presehdeco integrating equation confirms the
existence of long run equilibrium relationship beém the dependent and independent variables.
From the normalized co-integrating coefficients #mel upper chamber of the VECM, we found
the nature of long run relationship in the equatierstated below;

DPS =1.35+ 3.01DCPS%GDP - 0.61GDPPC + 0.25HHG3RTRT

Where DPS is the dependent variable, 1.35 is thetaat term, 3.01 is the coefficient of DCPS,
-0.61 is the coefficient of GDPPC, 0.25 is the @osfnt of HHC and 2.69 is the coefficient of
INTRT. The signs borne by the coefficient estimateghe variables DCPS, HHC and INTRT
have positive significant relationship with DPS i{ghiGDPPC have negative significant
relationship with DPS. This result agrees with fimelings in Ogbokor and Samahiya (2014)
which also reported long run relationship betweemestic private savings, income and interest
rate. GDPPC a proxy for income in this study did meet the appriori expectation in the long
run as it is expected based on Keynesian econdmeiry, that as income increases, savings
should increase also. HHC maintained a positivatieiship with domestic savings in the long
run contrary to the economic assumption, suppo#iadg as consumption increases domestic
savings should fall. However, INTRT and DCPS%GDR the economic condition of positive
relationship with DPS. A rise in savings interesterleads to increase in DPS just as a rise in
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DCPS%GDP causes an increase in DPS, dependingaffitiency of investment through the
DPS. In the short run, GDPPC maintained a negdiitteinsignificant correlation with DPS.
INTRT had the supposed relationship with DPS inghert run, though insignificant while HHC
and DCPS%GDP did not meet the approri expectatiaha short run.

This result agrees with the findings in Adelakuf12) and Chipote & Tsegaye (2014) which is
in contrast with the findings in a similar study Akeemi et al (2015) and Kudaisi (2013).

The findings from the pair wise Granger causaliggttreveal a unidirectional trend from
DCPS%GDP to DPS supporting the long run result fritva VECM indicating a positive
significant relationship among the two variableBisTmeans that credit to private sector of the
economy contributes significantly to the level ofkstic private savings in the economy within
the study period. GDPPC representing income ingtudy Granger causes DPS, implying that
increase in income leads to increase in domesttngs A bi directional causality exists
between HHC and DPS, meaning that increases in e to reduction in DPS just as a rise
in DPS causes an increase in HHC.

According to Mckinnon and Shaw (1973), persistemtegnment intervention and involvement
in the financial system through the regulatory asupervisory network, particularly in
controlling interest rates and the allocation o&dit, tends to distort financial markets.
Government intervention, thus adversely affect rsg&viand investment decision of market
participants and lead to fragmentation of financmeddiation. The ultimate result is a financial
repressed economy. This study therefore believe ttie financial authorities should allow
market forces to determine savings interest ratenable the economy achieve desired growth
both in the short and long run period.

This study investigates the determinants of privaimestic savings in Nigeria for the period
of 1980-2015. In the model specified, domestic agi@vsavings (DPS) is a function of gross
domestic product per capita (GDPPC), household wopsion (HHC), nominal interest rate

(INTRT) and domestic credit to private sector (DCHSDP). With the aid of statistical and

econometric techniques employed, the following itsswere found:

A stable long run relationship was found to existween the dependent and explanatory
variables in the model. Interest rate has posigaificant relationship with domestic private
savings in the long run and insignificant influenoehe short run in Nigeria within the period
under review. Income has significant negative impacdomestic private savings in the long run
and insignificant impact in the short run in Nigewithin the period under study.
There is a unidirectional causality running from [FBC, DCPS%GDP to DPS and bidirectional
causality existing between HHC and DPS in Nigerithaw the period under consideration
Since income was found to have significant negaitfkience on domestic private savings,
the study recommends conscious policy aimed ataiaeduthe cost of living so that the part
of disposable income spent on social servicesr@dlce thereby increasing domestic private
savings. More so, there is need for the authoritteegncrease the volume of credit to the
private sector and also create an investment fiyeadvironment that will support effective
and efficient use of the credit which will in tunmcrease income and then lead to increase in
domestic private savings.
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