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ABSTRACT 
 
This paper examines the relationship between corruption and household savings. The study tests 

the hypothesis that corruption is positively correlated with household savings in transition 

countries (i.e. former Soviet bloc states). International economic development organizations, and 

governments alike, operate under the assumption that a key to bolstering economic growth, 

particularly in transition countries, is to mitigate institutional corruption. However, given the 

high positive correlation between household savings and investment and economic growth, a 

positive correlation between corruption and household savings could indicate that current 

assumptions on maximizing short-term growth in these environments need to be reconsidered. 

This study utilizes the European Bank for Reconstruction and Development’s Life in Transition 

Survey II to determine the relationship between perceived levels of corruption and household 

savings. Using multivariable regression analysis, this assessment determines that perceived 

levels of corruption are negatively correlated with household savings. While this finding 

supports the international development communities’ current strategies for encouraging 

economic growth, the study also finds some evidence indicating households more directly 

impacted by corruption may actually save more. While this latter finding should not impact 

global growth strategies, it may influence strategies for dealing with this niche demographic. 
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1. Introduction 

 This is a story, albeit an econometric one, of the struggle to sustain economic growth in 

relatively nascent market economies. With the collapse of the Soviet Union in December of 

1991, several countries found themselves cut loose. With this newfound independence and the 

ushering out of communism, it is fair to say that a new social experiment began as capitalism 

found a foothold in the former Soviet bloc. Some remnants of the previous communist regime 

persisted, particularly the pervasive institutional corruption, but transition countries, as they 

came to be called, pushed forward developing new institutions to fit their new, more open 

economies. Even so, transition countries have experienced varying levels of economic success, 

and inconsistent levels of growth (Economics Online, n.d.; Roaf, Atoyan, Joshi, Krogulski, & 

Team, 2014). As illustrated in Figure 11, while the 1990s were especially turbulent for these 

transition countries, the early to late 2000s showed a period of considerable improvement. 

However, the onset of the global economic crisis in 2008 has taken an especially strong negative 

                                                 
1 Baltics: Estonia, Latvia, Lithuania; CE5: Czech Republic, Hungary, Poland, Slovak Republic; CIS: Belarus, 
Moldova, Russian Federation, Ukraine; SEE EU: Bulgaria, Croatia, Romania; SEE xEU: Albania, Bosnia 
Herzegovina, Kosovo, FYR Macedonia, Montenegro, Serbia (Roaf et al., 2014) 

Figure 1: GDP Growth Patterns in Transition Countries 
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hold in this block of nations, and threatens to reverse much of the progress achieved in the early 

and mid 2000s (Roaf et al., 2014). 

 As such, economists and policymakers alike face a unique two-sided challenge in the 

region. On one side there is the inherent need to foster increased, and consistent, rates of 

economic growth. To this end, economic theory, as well as empirical evidence, support the 

notion that investment is one of the principle determinants of long-term economic growth 

(Deaton, 1999; Rodrik, 2000). It is therefore reasonable that a key method of enhancing growth 

is to bolster investment. But to do this, a better grasp of the components of investment is needed, 

especially as they apply to the landscape of transition countries. By definition, a nation’s level of 

physical investment is equal to the sum of its private and public savings, where private savings 

represent the vast majority of this investment total (Grigoli, Herman, & Schmidt-Hebbel, 2014; 

Mankiw, 2015). Private savings are composed of household savings and corporate savings, but in 

transition countries household savings have traditionally dominated the private savings total 

(Kolasa & Liberda, 2015; Schrooten & Stephan, 2003). As such, economic growth in transition 

countries must be especially concerned with the determinants of household savings in these 

states. 

On the other side of this two-sided challenge, corruption must be addressed—an issue 

ingrained in the history of transition countries (Roaf et al., 2014). Transition countries have, for 

the most part, made positive steps towards reducing and/or eliminating corruption. However, just 

as there has been some trend reversals in economic growth, there has been some negative 

movement on corruption (Roaf et al., 2014)]. Figure 2 shows that the perception of corruption 

has worsened in several Eastern European countries since 1999. 
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The European Bank for Reconstruction and 

Development’s (EBRD) defines corruption as, “the 

bribery of public officials or other persons to gain 

improper commercial advantage” (WBG, 1997). 

Corruption offers a unique challenge for both analysis 

and creating recommendations. While it seems rational to 

think that corruption hinders economic development, 

there is contradictory empirical evidence surrounding the 

issue. With that being said, the evidence is beginning to 

point to the fact that corruption is harmful to economic 

growth in the long run, but may have a limited positive 

correlation with growth in the short run (Slinko, 

Yakovlev, & Zhuravskaya, 2002).  

So the challenge is how to tackle this two-sided 

issue to promote growth. For policymakers and 

development agencies like the International Monetary Fund (IMF) that are concerned with long 

term and sustainable growth solutions, corruption must necessarily be reduced. An IMF working 

paper identifies three angles of attack for addressing corruption to be used concurrently for 

maximum efficacy: prosecution (legal or administrative), transparency initiatives, and 

fundamental reforms of economic infrastructure (Abed & Davoodi, 2000). However, if the goal 

is stable growth, presumably in both the short and long terms, this strategy may not be optimal. 

So, while private savings and corruption appear to both be related to economic growth, 

the question remains as to whether they themselves are related to each other. One of the 

Figure 2: Corruption Perceptions 
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consistent determinants of household savings—and by correlation, economic growth—is 

uncertainty (Buzatu, 2015; Keynes, 1936; Loayza, Schmidt-Hebbel, & Servén, 2000b). 

Uncertainty can be thought of as “precautionary savings” (Buzatu, 2015; Loayza et al., 2000b). 

The theory behind precautionary savings is that people cannot accurately predict their future 

expenses, and as result, they save more to insure against this uncertainty. Corruption may have 

the same effect. If a society has higher perceived levels of corruption, this inherently could create 

high levels of expenditure uncertainty (precautionary savings) within the society.  

Although the determinants of household savings have been studied (i.e. income, age, 

family size, etc.), the correlation between corruption and savings has not. If corruption generates 

economic uncertainty, increased household savings may ensue. This may substantially impact 

the order of operations undertaken by development agencies and policymakers involved with 

promoting the development of transition countries.  

For example, prosecution and transparency initiatives—the most public forms of 

addressing corruption—may not be the first activities development agencies like the IMF 

undertake. These activities would have the result of reducing uncertainty in the economy and 

therefore eliminating one of the principle drivers of household savings. Instead, in this scenario, 

growth can be maximized in the short term and the long term by first focusing on the 

fundamental reforms of the economic infrastructure, and then moving on to the more public 

corruption-curbing initiatives. Given the importance of economic growth, understanding the role 

of corruption and its connection to household savings is paramount. Indeed, this is the main goal 

of this study. 
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2. Literature Review 

 The following explores the current literature starting with general economic growth and 

savings theory. The literature on uncertainty and corruption is then examined, concluding with 

an analysis of the literature connecting corruption to growth and savings. 

2.1. Macroeconomic Growth Theory 

 Modern growth theory tells us that a nation’s GDP (Y) is determined by adding together 

its overall consumption (C), investment (I), and government spending (G) (Mankiw, 2015). 

Y = C + I + G 

Investment, I, is equal to GDP minus consumption and government spending (I = Y – C – 

G)—also known as national savings (S) (Mankiw, 2015). By this theory, national savings 

consists of both private savings—the difference between household income and household 

expenditures (including taxes)—and public savings—the difference between tax revenue and 

total government expenditures (Mankiw, 2015). Feldstein and Bacchetta (1991) empirically 

tested and confirmed this relationship in finding that domestic saving significantly drives 

domestic investment. Additionally, while national savings consist of both private and public 

savings, it is important to note that private savings constitute the vast majority of the total 

(Beckmann, Hake, & Urvova, 2013; Grigoli et al., 2014). 

2.2. Private Savings 

 Beyond relating investment broadly to national savings, substantive literature exists 

illustrating the strong positive correlation between private savings and growth in the long run 

(Rodrik, 2000; Samantaraya & Patra, 2014). As a point of clarification, this paper will use the 

term “growth” to refer to increases in GDP. One of the earliest models linking private savings to 

growth was the Harrod-Domar Growth Model. This model rests on the principle that increased 

levels of investment, led by savings, results in higher growth rates (Deaton, 1999). This model 
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was built upon in the mid 1950’s with the advent of Solow’s Neoclassical Growth Model. 

Solow’s model qualified savings-growth relationship by saying that private savings would result 

in temporary increases in growth (Deaton, 1999). Shortly following Solow, Milton Friedman 

developed the Permanent Income Hypothesis (PIH). This theory, operating on an infinite time 

horizon, assumes that individual consumption is flat over time, and as such expectations about 

future income drastically impact savings (Deaton, 1999; Friedman, 1957).  

 With these theories as a baseline, particularly Friedman’s PIH, in 1986 Modigliani 

introduced the Life-Cycle Hypothesis (LCH). While the PIH had an infinite time horizon, the 

LCH distinguished itself by recognizing the transitory nature of income depending on an 

individual’s stage (i.e. age) in life (Deaton, 1999; Modigliani, 1986). Additionally, the LCH is a 

cohort based model that shows that growth happens across cohorts, and where both earnings and 

savings can be represented with a “hump-shaped” plot illustrating how savings change 

throughout an individual’s life (Deaton, 1999; Modigliani, 1986). Empirical analyses testing the 

LCH model have provided mixed results. Beckmann, Hake, and Urvova (2013) looked at Central 

European and South Eastern European countries and found that the LCH largely held up to 

scrutiny—with the exception that the elderly did not spend their savings as significantly as would 

have been anticipated. Denizer, Wolf, and Ying (2002), however, actually found savings change 

throughout the life of an individual to be u-shaped—the antithesis of the LCH prediction. 

 All the above growth theories have specifically looked at how private savings, not 

household savings, are correlated with economic growth. However, household savings are a 

large and instrumental part of private savings (Beckmann et al., 2013; Buzatu, 2015). Private 

savings can be calculated in different ways [see Figure 3, (Schrooten & Stephan, 2005)]. 
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Figure 3: Calculating Private Savings 

 
While private savings consists of both household and enterprise savings, it is important to 

note that household savings have historically constituted the lion’s share of private savings 

(Kolasa & Liberda, 2015; Schrooten & Stephan, 2005). 

 It is important to note that while the correlation between savings and growth has been 

robustly demonstrated in the data, the direction of this impact has not been uniformly agreed 

upon in the literature. A substantial amount of the literature recognizes that while savings driving 

growth makes theoretical and even logical sense, the idea that growth drives savings cannot be 

ruled out (Deaton, 1999; Loayza et al., 2000b; Ozcan, Gunay, & Ertac, 2003; Rodrik, 2000). 

Rodrik (2000) goes further by stating he believes it is actually growth that drives savings. An 

alternative hypothesis exists in which the relationship is cyclical and self-reinforcing (Loayza et 

al., 2000b). 

2.3. Private and Household Savings 

  While study design and the availability of data drastically impact the identified drivers of 

household savings across various empirical studies, there are a number of variables that show up 

repeatedly across the board. Demographic data prove consistently to be significantly correlated 

with household savings. One such variable is age (Aktas, Guner, Gursel, & Uysal-Kolasin, 2010; 

Beckmann et al., 2013; Chawla, Betcherman, Banerji, & Et_al., 2007; Denizer, Wolf, & Ying, 

2002; Grigoli et al., 2014; Schrooten & Stephan, 2003). As the life-cycle hypothesis (LCH) 

predicts, empirical evidence that an individual’s age affects household savings, is not surprising. 
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It provides more theoretical confidence for modeling savings in the theoretical framework of this 

analysis. In addition to age, urbanization proved to negatively drive savings as urbanites saved 

less (Grigoli et al., 2014; Loayza et al., 2000b; Ozcan et al., 2003). Rural income streams are less 

certain, and this uncertainty encourages households to save more (Ozcan et al., 2003). Next, 

education-related variables (i.e. years of education, highest degree received, etc.) are positively 

correlated with household savings (Aktas et al., 2010; Beckmann et al., 2013; Buzatu, 2015; 

Chowdhury, 2004). A number of studies went further in their analysis of education and identified 

higher levels of financial literacy to be positively correlated with increased household savings 

(Beckmann et al., 2013; Buzatu, 2015; Syden, 2014).  

The dependency ratio variable (generally defined as the ratio of non-working age persons 

(i.e. the young and old) to working age persons) is prevalent throughout the literature and 

demonstrates a negative effect on private and household savings (Aktas et al., 2010; Chowdhury, 

2004; Grigoli et al., 2014; Kolasa & Liberda, 2015; Loayza et al., 2000b; Niculescu-Aron & 

Mihăescu, 2012; Ozcan et al., 2003; Schrooten & Stephan, 2005). This effect has specifically 

been shown to be true in transition and developing countries (Aktas et al., 2010; Chowdhury, 

2004; Niculescu-Aron & Mihăescu, 2012; Ozcan et al., 2003; Schrooten & Stephan, 2005). 

Some studies have tried to drill down further into this variable by separating the young-age 

dependency ratio from the old-age dependency ratio. While the effect of these more specific 

dependency ratio variables continues to be negative, some studies have shown the young-age 

dependency ratio to more negatively impact savings, while others have shown the old-age 

dependency ratio to have a more substantial negative impact on private savings (Loayza et al., 

2000b; Ozcan et al., 2003). Additionally, the impact of the dependency ratio on household 

savings appears to be the same as its effect on private savings as a whole (Aktas et al., 2010).  
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Not surprisingly, income is significantly correlated with savings. Income level has been 

shown to drive private savings (Grigoli et al., 2014; Kolasa & Liberda, 2015; Loayza et al., 

2000b; Ozcan et al., 2003; Schrooten & Stephan, 2003). Income growth rate has been less 

consistently shown to dovetail growth in private savings (Grigoli et al., 2014; Loayza et al., 

2000b). Interestingly, the positive effect of income on private savings is more evident in 

developed countries than in transition or developing states (Loayza, Schmidt-Hebbel, & Servén, 

2000a; Schrooten & Stephan, 2003).  

 Studies have shown income and household savings also increase in tandem; since income 

and age do likewise, they conclude the relationship supports the Life-Cycle Hypothesis 

(Beckmann et al., 2013; Denizer et al., 2002; Kolasa & Liberda, 2015; Syden, 2014). In line with 

this, there is also some indication that in addition to income level, relative income has a strong 

positive correlation with household savings (Denizer et al., 2002). 

 An important concept to private and household savings is savings “persistence” (Grigoli 

et al., 2014; Loayza et al., 2000a; Masson, Bayoumi, & Samiei, 1998; Schrooten & Stephan, 

2003). Persistence refers to the idea that a country or household’s history of savings behavior 

affects their future level of savings. One explanation for this is that there are certain national or 

cultural characteristics that result in differing levels of savings (Masson et al., 1998). In addition, 

Schrooten and Stephan (2003) added to the strength of this theory by empirically showing that 

EU candidate countries did not reduce their savings even when income fell during economic 

crises. This is an important point to consider when developing economic policies as policies 

intended to change savings behavior could likely have long lag-times (Grigoli et al., 2014). 

 Another significant explanatory variable impacting private and household savings in the 

literature is financial depth (Chowdhury, 2004; Kolasa & Liberda, 2015; Ozcan et al., 2003; 
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Schrooten & Stephan, 2003; Syden, 2014). Financial depth refers to the level of the development 

of the financial sector (i.e. how accessible it is to obtain credit within a given country). 

Interestingly, financial depth in developed OECD countries has been empirically shown to have 

only marginal or varying effects on private savings; while in transition and developing countries, 

financial depth has a significant and large negative effect on private savings (Chowdhury, 2004; 

Kolasa & Liberda, 2015; Ozcan et al., 2003; Schrooten & Stephan, 2005). This can be explained 

by the fact that when credit is readily available, households and corporations do not need to save 

as much money to prepare for future expenses (Schrooten & Stephan, 2005). This negative 

relationship empirically holds when looking at the impact of financial depth specifically on 

household savings (Syden, 2014). Denizer, Wolf, and Ying (2002) also found that home 

ownership is negatively correlated with household savings. In light of the evidence in the 

previously mentioned studies, this supports the notion that financial depth reduces the need to 

save as individuals could rely on credit markets. A home also serves as an asset and reduces the 

need to save (Denizer et al., 2002). 

2.4. Public Savings 

 Public savings also has a rich literature. Its empirical relationship to economic growth is 

inconsistent (Buzatu, 2015; Grigoli et al., 2014; Kolasa & Liberda, 2015; Ozcan et al., 2003; 

Schrooten & Stephan, 2005). Public savings, in the simplified closed-economy model, is the 

difference between government expenditures and tax revenues (Mankiw, 2015). As such, public 

savings can increase by reducing spending or increasing tax revenue. It could therefore be 

expected that if public savings increases, especially if this is a result of increases in taxes, private 

savings may decrease because households and corporations would have less disposable income. 

This theory is called the crowding-out effect, and a number of studies have empirically 

demonstrated that an increase in public savings is negatively and significantly correlated with a 



11 

decrease in private savings (Buzatu, 2015; Grigoli et al., 2014; Kolasa & Liberda, 2015; 

Schrooten & Stephan, 2005). However, Ozcan, Gunay, and Ertac (2003), in their study of private 

savings in Turkey, found no evidence to support the existence of a crowding-out effect. 

2.5. The Relationship of Economic Growth to Savings 

 Does economic growth lead to an increase in household savings, or is it the other way 

around (Berglof & Bolton, 2002; Loayza et al., 2000a; Rodrik, 2000)? Determining the direction 

of causality is not easy, and while many of the studies already discussed identify private savings 

as a determinant of growth, there have been studies in which growth was empirically shown to 

actually drive savings (Deaton, 1999; Loayza et al., 2000a).  It is possible that there is a back-

and-forth relationship, thereby making the private savings–growth relationship cyclical and 

reinforcing (Loayza et al., 2000b). A different explanation for the appearance of growth driving 

private savings, particularly in transition countries, could be that banks and financial institutions 

are not efficaciously channeling private savings into good investments (Berglof & Bolton, 2002). 

This would reduce the impact of private savings on growth, in which case savings increase 

would only occur when growth occurs—giving the appearance of growth driving savings. 

2.6. Other Important Factors to Savings 

 There are also a number of factors that, while not appearing consistently across all the 

literature, are robust in the studies in which they are present, and provide unique perspectives on 

the determinants of private and household savings. First, the labor force status of women in the 

household positively impacts household savings (Aktas et al., 2010).This is consistent with 

findings in the development field that providing aid directly to women enhances economic 

growth and program efficacy (Sharma, 2005). Second, receipt of remittances from abroad are 

positively correlated with both private and household savings (Beckmann et al., 2013; Rodrik, 

2000). Rodrik’s (2000) empirical analysis found that spikes in remittances also led to short-term 
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increases in private savings rates over the same period. Beckmann, Hake, and Urvova (2013) 

more recently empirically tested the effect of remittances on household savings and found a 

significant and positive relationship between them. Next, improved terms of trade have shown to 

be positive and statistically significant determinants of household savings (Samantaraya & Patra, 

2014; Syden, 2014). The explanation for this relationship rests on the Harberger-Laursen-

Metzler hypothesis that if export prices of goods increase relative to the import prices of the 

same goods from foreign countries (i.e. improved terms of trade), an increase in savings is 

expected (Samantaraya & Patra, 2014). 

2.7. Uncertainty 

 A principle determinant of household and private savings, and one very relevant to this 

paper, is uncertainty (Beckmann et al., 2013; Buzatu, 2015; Denizer et al., 2002; Grigoli et al., 

2014; Loayza et al., 2000a; Niculescu-Aron & Mihăescu, 2012; Ozcan et al., 2003; Schrooten & 

Stephan, 2005; Syden, 2014). Uncertainty is most often modeled using inflation as a proxy 

variable (Buzatu, 2015; Loayza et al., 2000a; Ozcan et al., 2003; Schrooten & Stephan, 2005; 

Syden, 2014). It is important to note that Schrooten and Stephan (2003) contest that inflation is a 

measure of volatility, not uncertainty, and therefore not optimal for trying to determine the 

impact of uncertainty on private savings. The primary reason given in the literature for 

uncertainty to drive private savings, is that in the face of uncertainty, households will engage in 

precautionary saving to try to offset any future losses in income (Buzatu, 2015; Denizer et al., 

2002; Niculescu-Aron & Mihăescu, 2012; Ozcan et al., 2003; Syden, 2014). This is especially 

true in rural areas where income streams that rely heavily on farming may be especially volatile 

(Grigoli et al., 2014). For the purposes of this paper, it is especially important to note that the 

empirical evidence identifying uncertainty as a significant driver of household and private 

savings has proven to apply to transition countries (Beckmann et al., 2013; Buzatu, 2015; 
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Denizer et al., 2002; Loayza et al., 2000a; Niculescu-Aron & Mihăescu, 2012; Ozcan et al., 

2003). However, it is also important to note that the effect of uncertainty is highly dependent on 

whether households are risk-taking or risk averse (Beckmann et al., 2013).      

2.8. Corruption and Economic Growth 

 From a theoretical, political, and even rational perspective, corruption is considered a 

negative aspect of society that inhibits growth and development (Blackburn, Bose, & Haque, 

2011; Pereira & da Cruz Vieira, 2010; Rose-Ackerman, 1997). The World Bank even listed 

corruption as the largest hindrance to economic growth facing the development community today 

(Blackburn et al., 2011). In addition, political economy theory as well as Neo-Classical Growth 

Theory suggest that corruption slows economic development (Pereira & da Cruz Vieira, 2010; 

Rose-Ackerman, 1997). Specifically, the theory put forth by Pereira and da Cruz Vieira (2010) 

attempts to more closely approach the economic reality of transition countries, and suggests that 

consumption levels will be lower in societies with higher levels of corruption. There are some 

theoretical articles, however, suggesting a positive correlation between corruption and economic 

growth. These articles focus on transition economies in which institutions operate inefficiently 

and corruption is seen as a way to more efficiently pave the way to accomplishing the task at 

hand (Barreto, 2000; Leff, 1964). While these arguments exist, it is important to note that the 

majority of theoretical literature focuses on the notion that corruption negatively impacts long-

term growth (Pereira & da Cruz Vieira, 2010).  

 Contrary to the theoretical attitude towards corruption, the empirical evidence is more 

nuanced (Abed & Davoodi, 2000; T. Aidt, Dutta, & Sena, 2008; T. S. Aidt, 2009; Barreto, 2000; 

Hellman, Jones, & Kaufmann, 2003; Mauro, 1995; Méndez & Sepúlveda, 2006; Mo, 2001; 

Slinko et al., 2002; Tanzi & Davoodi, 2001). First, there is substantial empirical evidence that 

identifies corruption as a negative driver of economic growth (Abed & Davoodi, 2000; T. S. 
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Aidt, 2009; Hellman et al., 2003; Mauro, 1995; Méon & Sekkat, 2005; Mo, 2001). For example, 

Hellman, Jones, and Kaufmann (2003) show that state capture (i.e. the tendency for corporations 

to exert pressure on government) negatively impacts growth at the firm level. Additionally, 

Méon and Sekkat (2005) disaggregated growth from investment and found corruption negatively 

impacted both growth and investment. Finally, Abed and Davoodi (2000) found that higher 

levels of growth were significantly and positively correlated with lower levels of corruption in 

transition countries. 

 There is also empirical evidence that corruption can be both beneficial and detrimental to 

growth depending on circumstances and time-horizons (T. Aidt et al., 2008; Egger & Winner, 

2005; Méndez & Sepúlveda, 2006; Slinko et al., 2002; Tanzi & Davoodi, 2001). This ambiguity 

in the effect of corruption on investment, particularly at median level of corruption, can be seen 

in Figure 4 where countries with widely varying levels of corruption (i.e. bureaucratic efficiency) 

have equally widely varying levels of investment (Mauro, 1995). 

Figure 4: Investment and Bureaucratic Efficiency 
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The Slinko, Yakovlev, and Zhuravskaya’s (2002) study shows that, while in the long run 

corruption negatively impacts business growth, in the short run it can provide boosts in growth 

and investment. Aidt, Dutta, and Sena (2008) show that the effect of corruption depends on the 

quality of institutions in the country. Corruption in countries with poor institutions actually 

shows no negative impact on growth. This would seem to support Leff (1964) and Barreto’s 

(2000) theoretical hypothesis that when there is inefficient bureaucratic interference, corruption 

may be beneficial. Méndez and Sepúlveda (2006) had similar results, only instead of looking at 

the quality of institutions, they looked at the level of freedom in the country. This study found 

that in countries with more political freedom, a small amount of corruption improves growth rate 

(Méndez & Sepúlveda, 2006). Tanzi and Davoodi (2001) found that corruption drives more, but 

less efficient, public investment. This may serve to explain the results discussed earlier in which 

Berglof and Bolton (2002) found transition countries to be less efficacious with their 

investments. Finally, Egger and Winner (2005) found that—again in support of Leff’s (1964) 

hypothesis—corruption can favor foreign direct investment by allowing firms to navigate around 

inefficient bureaucracies.  

2.9. Corruption and Household Savings  

 The literature on how corruption may influence savings is very sparse (Abu, Karim, & 

Aziz, 2015). Abu, Krim, and Aziz (2015) examine the effect of corruption on national savings, 

and found that higher levels of corruption are negatively correlated with national savings in the 

Economic Community of West African States (ECOWAS). While not completely irrelevant to 

this paper, it is important to note that this study uses national savings, not private or household 

savings, as its dependent variable. Given that national savings consists of public and private 

savings, and that public savings is driven primarily by tax revenue, it is not surprising that 
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corruption used to circumvent government bureaucracy results in lower public savings (Barreto, 

2000; Leff, 1964; Mankiw, 2015).  

This does little, however, to inform the relationship between corruption and private or 

household savings. The effect of corruption on household savings remains a gap in the literature. 

This paper will attempt to address this gap and help to provide a more complete picture of the 

determinants of household savings that may affect economic growth. 

3. Methodology 

3.1. Hypothesis 

Among transition countries in central-eastern Europe and the Baltic States, south-eastern 

Europe, the Commonwealth of Independent States (CIS) and Mongolia, there is a positive 

correlation between perceived levels of corruption and monthly household savings. 

3.2. The Data 

 This analysis utilizes data from the 2010 Life in Transition Survey II (LITS) conducted 

by the European Bank for Reconstruction and Development (EBRD) in conjunction with the 

World Bank Group (WBG). The 2010 LITS is the second iteration of the survey—the first being 

conducted in 2006 (European Bank for Reconstruction and Development, 2015). In 2010, the 

EBRD surveyed 30 transition countries (Table 1), as well as France, Germany, Italy, Sweden, 

and the United Kingdom to serve as comparison countries (European Bank for Reconstruction 

and Development, 2010a). These five comparison countries, and all their associated survey 

responses, were dropped from the dataset for the purpose of this analysis. 

Table 1: List of Transition Countries 

Transition Countries 

Albania Croatia Kazakhstan Mongolia Slovakia 

Armenia Czech Republic Kosovo Montenegro Slovenia 

Azerbaijan Estonia Kyrgyzstan Poland Tajikistan 

Belarus Macedonia Latvia Romania Turkey 

Bosnia Georgia Lithuania Russia Ukraine 

Bulgaria Hungary Moldova Serbia Uzbekistan 
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 Approximately 1500 households were surveyed in Poland, Russia, Serbia, Ukraine, and 

Uzbekistan, and approximately 1000 households were surveyed in each of the remaining 25 

transition countries (European Bank for Reconstruction and Development, 2010a). Poland, 

Russia, Serbia, Ukraine, and Uzbekistan had more surveys conducted in them to provide a larger 

sample size to aid in a separate follow-up telephone survey conducted in 2011 (European Bank 

for Reconstruction and Development, 2010a). The data from the 2010 telephone survey are not 

used in this analysis. Households were chosen at random using a two-stage process. First, 

countries were divided into Primary Sampling Units (PSUs), usually based on electoral 

territories (European Bank for Reconstruction and Development, 2010a). Households within the 

PSUs were then randomly selected so that each household had an equal chance of being 

surveyed (European Bank for Reconstruction and Development, 2010a). Survey respondents for 

each household were also selected at random, provided that the random selection was determined 

to be either the head of household, or a knowledgeable member of the household (European 

Bank for Reconstruction and Development, 2010a). In over 60% of the surveys, the respondent 

was also the head of household (European Bank for Reconstruction and Development, 2010a). 

After France, Germany, Italy, Sweden, and the United Kingdom were removed from the dataset, 

the remaining 33,360 total observations (i.e. household LITS responses) were used for the below 

analysis. 

3.3. Model 

 The below regression model is used to test the hypothesis of a positive correlation 

between perceived level of corruption and monthly household saving (see Table 2 for variable 

descriptions): 

hhsaving = corruptionindex + totalexp + relinc + edu + edurelinc + youngdepratio + olddepratio 

+ risktaker



 

Table 2: Variable Matrix 

 
Variable  Definition Exp. Sign 

Justificatio

n 

Dependent Variable 

 
Y hhsaving 

Average monthly household savings, normalized by multiplying the value by the 2010, country specific, purchasing power 
parity conversion factor identified by the World Bank 

+ Abu et al. ‘15 

Key Independent Variables 

X1 corruptionindex A corruption index variable that is the country average of the sum of variables X1a – X1i for each household + 
Trans. Int’l 
‘15 

 
X1a relcorrupt 

A dummy variable scored a 1 if respondents said they strongly disagree or disagree that there is less corruption in their 
country today than there was 4 years ago 

+ Shao ‘07 

 
X1b govdistrust 

A dummy variable scored a 1 if a respondents indicated complete distrust or some distrust for the following institutions: 
presidency/monarch, the gov’t/cabinet of ministers, regional gov’t, local gov’t, parliament, courts, political parties 

+ Abu et al. ‘15 

X1c policedistrust A dummy variable scored a 1 if a respondents indicated complete distrust or some distrust for the police + Pereira ‘10 

X1d corruptsuccess 
A dummy variable scored a 1 if the respondent indicated he/she believed the single most important factor necessary to succeed 
in life in his/her country was either political connections or breaking the law 

+ 
WBG ‘97 

X1e corruptneed 
A dummy variable that was scored a 1 if the respondent indicated that he/she believed the main reason people in his/her 
country are in need is because of injustice in his/her society 

+ 
Aidt et al. ‘08 

X1f influence 
A dummy variable scored a 1 if the respondent indicated that it was moderately or very important, or essential to have the 
support of influential people in order to obtain permits or official papers, or if it was essential to have the support of influential 
persons to get a good job in government or the private sector, or to get into University 

+ WBG ‘97 

X1g bribe 
A dummy variable scored a 1 if the respondent indicated that he/she believed it was sometimes, usually, or always necessary 
for people to make unofficial payments/gifts when using a variety of public services 

+ 
WBG ‘97 

X1h paidbribe 
A dummy variable scored a 1 if the respondent indicated that he/she, or any member of their household had made an 
unofficial payment/gift when using a variety of public services in the last 12 months 

+ 
WBG ‘97 

X1i requiredbribe 
A dummy variable scored a 1 if the respondent indicated a member of the household made the unofficial payment/gift because 
they were directly asked for it, knew it was expected, or knew it would speed up the process 

+ 
WBG ‘97 

Independent Control Variables 

X2 totalexp 
A variable representing total expenditures on the bundle of goods represented by variables X2a – X2g, normalized by 
multiplying that sum by the World Bank’s 2010, country specific, purchasing power parity conversion factor  

+ Xu et al. ‘07; 
Schrooten ‘03 

 

X2a exp1 
Total average monthly expenditures on food, beverages, tobacco, utilities, and transportation normalized by multiplying that 
sum by the World Bank’s 2010, country specific, purchasing power parity conversion factor  

+ 
Xu et al. ‘07; 
Schrooten ‘03 

X2b exp2 
Total average monthly expenditures on education, health, clothing and footwear, and durable goods normalized by 
multiplying that sum by the World Bank’s 2010, country specific, purchasing power parity conversion factor  

+ 
Xu et al. ‘07; 
Schrooten ‘03 

X3 relinc 
A 1 to 10 scale on which respondents self-identify their household’s level of wealth compared to other households in their 
country. 1 represents the poorest 10% of people in the country, and 10 represents the richest 10%  

+ 
Denizer. ‘02; 
Aidt ‘08 

X4 edu A scale of 1 to 7 where 1 represents no degree/no education, and 7 represents a Master’s Degree or PhD. + 
Aktas ’10 
Beckmann‘13 

X5 edurelinc An interaction variable of X3 and X4 + 
Beckmann 
‘13  

X6 youngdepratio 
This is the younger-person dependency ratio. For each observation (i.e. household), this is the number of household members 
younger than 15yrs divided by the number of household members 15yrs – 64yrs (inclusive) 

–  
Ozcan ‘03; 
Loayza ‘00 

X7 olddepratio 
This is the older-person dependency ratio. For each observation (i.e. household), this is the number of household members 
older than 64yrs divided by the number of household members 15yrs – 64yrs (inclusive) 

– 
Ozcan ‘03; 
Loayza ‘00  

X8 depratio 
This is the total dependency ratio. For each observation (i.e. household), this is sum of household members younger than 
15yrs and older than 64yrs divided by the number of household members 15yrs – 64yrs (inclusive) 

– 
Ozcan ‘03; 
Loayza 2000 

X9 risktaker 
A scale of 1 to 10 where respondents evaluate their own willingness to take risks. A “1” means a person is not willing to take 
risks at all, and “10” means a person is very much willing to take risks 

– 
Beckmann‘13
; Barreto ‘00 
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3.3.1. Dependent Variable 

The dependent variable of this model is average household savings per month (hhsaving). 

Household savings, particularly in transition economies, make up the majority of private savings 

for a given country (Kolasa & Liberda, 2015). As growth is driven by investment, and 

investment is nearly equal to national savings (i.e. the sum of public and private savings), and 

given that private savings comprise nearly all national savings—particularly in transition 

countries—household savings represent a key determinant of economic growth (Kolasa & 

Liberda, 2015; Mankiw, 2015; Schrooten & Stephan, 2005). To most effectively develop policies 

that encourage economic growth in transition countries, it is imperative to have a complete 

understanding of the determinants of household savings. 

 The LITS asked respondents how much money, on average, they saved each month 

(European Bank for Reconstruction and Development, 2010b). The units of these savings in the 

dataset are provided in the local currency for each household. As such, for the purposes of 

comparative analysis these units needed to be normalized for all responses. The first option to 

standardize these values was to use official 2010 World Bank exchange rates (particularly 

because the survey was conducted in conjunction with the World Bank) for each country to put 

all the amounts in 2010 US dollars (USD). However, the World Bank does not publically list 

exchange rate data for all countries in the survey for 2010 (WBG, 2015). Additionally, while 

exchange rates are useful for comparing currencies, the purchasing power of those currencies in 

their domestic markets is more relevant for the purpose of this study. To this end, the World 

Bank’s price level ratio (PLR) of purchasing power parity (PPP) conversion factor to market 

exchange rate (MER) was used as a multiplier to normalize average monthly household savings 

across countries. The conversion factor for each country can be found in Appendix A. The PLR 

of PPP to MER provides more insight into the value of money in a given country by normalizing 
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household savings on its ability to purchase a dollars worth of goods in that country (World Bank 

Group, n.d.). 

3.3.2. Key Independent Variable 

The key independent variable for this analysis is the level of corruption (corruptionindex) 

as perceived by households. The literature revealed that while many studies have examined the 

effect of corruption on growth, as well as the effect of household savings on growth, none have 

looked specifically at the question of how corruption affects household savings (Abu et al., 2015; 

Barreto, 2000; Beckmann et al., 2013; Schrooten & Stephan, 2003). This is specifically 

important because the IMF has suggested a plan of enhancing economic development through a 

three-pronged approach to eliminating corruption (Abed & Davoodi, 2000). While this may help 

with long-term growth in the country, it may not be the most efficient way to ensure maximized 

short and long-term growth (Slinko et al., 2002). 

It is important to note, however, that while the measurement of perceived corruption is 

essential to this analysis, the LITS is not a corruption survey. As such, the LITS does not directly 

ask respondents to score the perceived level of corruption in their country, nor does it provide 

any other form of corruption index. For this reason it was necessary to create a corruption index 

from nine questions selected based on their relevance to the components and drivers of 

corruption identified by the literature (Transparency International UK, n.d.; WBG, 1997).  

The first selected question, question 3.01i., asked, “To what extent do you agree with the 

following [statement]: There is less corruption now than around 4 years ago” (European Bank for 

Reconstruction and Development, 2010b). From this, a new binomial variable was created, 

“relcorrupt” (see Table 2), to evaluate household perceptions of a country’s level of relevant 

corruption. The variable was scored a "1" if respondents said they strongly disagree or disagree 
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that there is less corruption today than there was 4 years ago, and scored a “0” for all other 

responses. 

The second question, question 3.03a – 3.03g, asked, “To what extent do you trust the 

following institutions: the Presidency/Monarchy, the government/cabinet of ministers, the 

regional government, the local government, the parliament, the courts, political parties” 

(European Bank for Reconstruction and Development, 2010b). From this, a new binomial 

variable was created, “govdistrust” (see Table 2), to evaluate a household’s level of government 

distrust. The variable was scored a “1” if the respondent indicated complete or some distrust in 

any of the above institutions, and a “0” for any other response. 

The third question, question 3.03i, asked, “To what extent do you trust…the police” 

(European Bank for Reconstruction and Development, 2010b). From this, a new binomial 

variable was created, “policedistrust” (see Table 2), to evaluate a household’s level of distrust in 

its country’s police. The variable was scored a “1” if the respondent indicated complete or some 

distrust in the police, and a “0” for any other response. 

The fourth question, question 3.08, asked, “In your opinion, which of the following 

factors is the most important to succeed in life in our country now: effort and hard work, 

intelligence and skills, political connections, breaking the law, or other” (European Bank for 

Reconstruction and Development, 2010b). From this, a new binomial variable was created, 

“corruptsuccess” (see Table 2), to evaluate whether respondents felt corruption was the key to 

success. The variable was scored a “1” if respondents indicated that the most important thing to 

achieving success was political connections or breaking the law. All other responses were scored 

a “0”. 
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The fifth question, question 3.09, asked, “In your opinion, what is the main reason why 

there are some people in need in our country today: because they have been unlucky, because of 

laziness and lack of willpower, because of injustice in our society, it is an inevitable part of 

modern life, or other” (European Bank for Reconstruction and Development, 2010b). From this, 

a new binomial variable was created, “corruptneed” (see Table 2), to evaluate if respondents felt 

there was something unfair about their society that was the primary reason people were in need. 

The variable was scored a “1” if respondents indicated that the primary reason some people are 

in need in their society is “because of injustice” (European Bank for Reconstruction and 

Development, 2010b). All other responses were scored a “0”. 

The sixth question, question 3.26a,b,d,e, asked, “In general, how important is it in our 

country to have the support of…[influential] people to influence decisions in the following 

situations: to get a good job in the government sector, to get a good job in the private sector, to 

obtain permits or official papers such as passports, to get into University” (European Bank for 

Reconstruction and Development, 2010b). From this, a binomial variable was created, 

“influence” (see Table 2), to evaluate the extent respondents thought a powerful connection was 

necessary to get things accomplished in their country. If a respondent indicated it was essential to 

know someone in order to get a job in government or the private sector, the response was scored 

a "1". If the respondent indicated it was moderately important, very important, or essential to 

know someone in order obtain permits or official papers, the response also was also scored a "1". 

All other responses were scored a “0”. 

The seventh question, question 6.01, asked, “In your opinion, how often do people like 

you have to make unofficial payments or gifts in these situations: interact with the road police, 

request official documents…from authorities, go to courts for a civil matter, receive public 
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education (primary or secondary), receive public education (vocation), receive medical treatment 

in the public health system, request unemployment benefits, and request other social security 

benefits” (European Bank for Reconstruction and Development, 2010b). From this, a new 

binomial variable was created, “bribe” (see Table 2), to evaluate the extent to which respondents 

perceived bribes were necessary in their country. If a respondent indicated that one "sometimes", 

"usually", or "always" needed to make a payment when engaging in the above activities, the 

response was scored a "1". All other responses were scored a “0”. 

The eighth question, question 6.04, asked, “Did you or any member of your household 

make an unofficial payment or gift when using…[the same services asked about in question 

6.01] over the past 12 months” (European Bank for Reconstruction and Development, 2010b). 

From this, a new binomial variable was created, “paidbribe” (see Table 2), to determine the 

extent to which households that had utilized the given services had also actually paid a bribe. 

The variable was scored a “1” if the respondent indicated that a bribe or unofficial gift had been 

paid, and scored a “0” if no bribe was given, or if the services had not been utilized. It is 

important to note that survey respondents were not asked this question if they previously 

indicated on the LITS that they did not utilize any of the previously mentioned services. As a 

result, a majority of those surveyed were not asked this question.  

Finally, the ninth question 6.05, asked, Why did you make an informal payment for 

services you should have received for free: I was asked to pay, I was not asked to pay but I knew 

that an informal payment was expected, I offered to pay to get things done quicker or better, I 

was not asked to pay but I wanted to express my gratitude” (European Bank for Reconstruction 

and Development, 2010b). From this a new binomial variable was created, “requiredbribe”, to 

evaluate if the informal payment/gift was provided for corrupt reasons. If a respondent indicated 
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the gift was provided to express gratitude, the response was scored a “0”, as this could be viewed 

as a tip or genuine gift, and not the result of corruption. All other responses were scored a “1”. 

Once these nine new binomial variables were created, they were each individually 

regressed against Transparency International’s Corruption Perception Index (CPI) to determine 

the extent to which those questions could explain the variation in the CPI. Table 3 shows the 

percentage of the variation of Transparency International’s CPI that was explained by each of the 

newly created variables.              

            Table 3: Corruption Index Variables Explanatory Power 

To create the new corruption index, the 

new binomial variables were summed to create a 

corruption total score for each observation. This 

household score was then averaged by country 

to create a new country-level composite 

corruption index score, “corruptionindex” (see 

Table 2). It is important to note that while Table 3 shows that “relcorrupt”, “policedistrust”, 

“corruptsuccess”, and “corruptneed” have relatively low explanatory power (as indicated by the 

very small percentage) relating to Transparency International’s CPI, these variables were still 

utilized to make the “corruptionindex” because doing so led to a more specified and significant 

composite index. The new corruption index scores for each country can be found in Table 4. 

While the potential range for the corruption index was 0 to 9, Table 4 illustrates the actual range 

for which the households surveyed in Georgia had the lowest corruption index score, 

approximately 1.78, and those surveyed in Kyrgyzstan had the highest with a score of 

approximately 4.89. 

Potential 

Corruption 

Indicators 

Percent of Variation of 

Transparency International’s 

CPI Explained (R-squared) 

relcorrupt 0.14% 

govdistrust 6.21% 

policedistrust 0.29% 

corruptsuccess 0.80% 

corruptneed 0.15% 

influence 7.74% 

bribe 8.58% 

requiredbribe 5.19% 

paidbribe 2.26% 
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3.3.3. Control Variables 

Based on the review of the literature, it is necessary 

to control for a variety of other key determinants of 

household and private savings to ensure a more specific 

model that more precisely captures the effect of 

corruption on household savings.  

3.3.3.a: totalexp 

The literature indicated that income is positively 

correlated with household savings (Grigoli et al., 2014; 

Loayza et al., 2000a; Masson et al., 1998; Schrooten & 

Stephan, 2005). While, the LITS does not ask 

respondents to provide their income or earnings, it does 

ask two multi-part questions regarding expenditures, 

which can serve as a proxy for actual earnings data 

(Canberra Group, 2011). As can be seen in Figure 5, the 

positive correlation between expenditures and savings 

seems to hold, and must therefore be controlled for in the model. Question 2.22 of the LITS asks 

respondents to estimate their monthly expenditures on food, beverages, tobacco, utilities, and 

transportation (European Bank for Reconstruction and Development, 2010b). In addition, 

question 2.24 of the LITS asked respondents to estimate how much they spent (in their local 

currency) on education, health, clothing, and durable goods in the last twelve months (European 

Bank for Reconstruction and Development, 2010b). Because question 2.22 and the household 

savings data are all set in terms of average monthly expenditures, it was necessary to divide the 

Country 
Mean Corruption 

Index Score* 

Kyrgyzstan 4.890748 

Ukraine 4.887107 

Azerbaijan 4.403193 

Serbia 4.353522 

Romania 4.341373 

Albania 4.273934 

Bosnia 

Herzegovina 

4.186752 

Croatia 4.17495 

Lithuania 4.150049 

Macedonia 4.074627 

Bulgaria 3.900394 

Hungary 3.889943 

Moldova 3.885906 

Russia 3.842803 

Slovakia 3.758655 

Armenia 3.701 

Slovenia 3.533 

Kosovo 3.520623 

Czech Republic 3.520358 

Mongolia 3.496 

Latvia 3.480636 

Kazakhstan 3.137 

Tajikistan 3.053625 

Turkey 2.974104 

Montenegro 2.972359 

Belarus 2.651 

Poland 2.532178 

Uzbekistan 2.388667 

Estonia 2.299401 

Georgia 1.782 

Table 4: Country Corruption Index Scores 
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total amount spent in question 

2.24 by 12 to get the average 

monthly expenditure of that 

bundle of goods as well. 

Additionally, because the units 

for both question 2.22 and 2.24 

were in the local currency of 

the respondent, these values 

had to be normalized by the 

same process as was the household savings data: using the World Bank price level ratio (PLR) of 

purchasing power parity (PPP) conversion factor to the market exchange rate as a currency 

multiplier (World Bank Group, n.d.). 

3.3.3.b: relinc 

In addition to income, the literature also indicates that relative income is a significant 

driver of savings (Denizer et al., 2002). To control for this, the “relinc” variable represents the 

responses to question 2.27 of the LITS. This question, using the analogy of a ten rung ladder, 

asks respondents to indicate on which rung their household would be standing based on their 

income if the bottom rung represented the poorest 10% of people in the country, and the top rung 

represented the richest 10% of the country (European Bank for Reconstruction and 

Development, 2010b).  

Figure 5: Savings and Expenditure Bracket 
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3.3.3.c: edu 

 Previous studies suggest that level of education is positively correlated with household 

savings (Beckmann et al., 2013; Buzatu, 2015; Syden, 2014). Figure 6 illustrates that this 

relationship seems to hold with the LITS as well. As such, it is necessary to control for the 

highest level of education achieved. To this end, the “edu” variable represents the responses to 

question 5.15 of the LITS. This 

question asks respondents to 

indicate the highest level of 

education they have completed 

using the following list: no 

degree/no education, primary 

education, lower secondary 

education, (upper) secondary 

education, post-secondary non 

tertiary education, tertiary education (not a university diploma), bachelor’s degree or more, 

master’s degree or PhD (European Bank for Reconstruction and Development, 2010b).  

3.3.3.d: edurelinc 

 The “edurelinc” variable is an interaction term for the variables of education (edu) and 

relative income (relinc). Because the level of education and relative income can be highly 

dependent on one another, it was necessary to interact these variables so as to improve the 

model’s specificity. 

3.3.3.e: depratio—youngdepratio and olddepratio 

Next, it is necessary to control for the dependency ratio (depratio, see Table 2) of each 

household. The dependency ratio is negatively correlated with private and household savings, as 

Figure 6: Savings and Level of Education 
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more dependents inherently means less money will be available to be put towards savings (Aktas 

et al., 2010; Chowdhury, 2004; Grigoli et al., 2014; Kolasa & Liberda, 2015; Loayza et al., 

2000b; Niculescu-Aron & Mihăescu, 2012; Ozcan et al., 2003; Schrooten & Stephan, 2005). The 

model was tested using both an aggregate dependency ratio (i.e. the sum of the number of 

persons in a household younger than 15years and older than 64 years divided by the number of 

persons from 15 years to 64 years, inclusive), and a disaggregated dependency ratio. The 

disaggregated dependency ratio has separate variables for young dependents and old dependents 

based on the literature that suggests these different groups of dependents impact household 

savings differently (Loayza et al., 2000b; Ozcan et al., 2003). 

3.3.3.f: risktaker 

 Those who are more risk-averse tend to save more, and it is therefore necessary to control 

for this characteristic (Beckmann et al., 2013). This variable is comprised by the responses to 

question 5.37 of the LITS. This question asks respondents to rank their willingness to take risks 

on a scale from 1 to 10, where 1 is “Not willing to take risks at all,” and 10 is “Very much 

willing to take risks” (European Bank for Reconstruction and Development, 2010b).  

3.3.4. Model Limitations 

 Two drivers of household savings identified in the literature review were financial depth 

and savings persistence (Chowdhury, 2004; Grigoli et al., 2014; Masson et al., 1998; Schrooten 

& Stephan, 2003). However, the LITS does not capture any information regarding financial 

depth within a given household’s region. Additionally, because the study is not longitudinal, it is 

not possible to account for savings persistence. As such, it is possible that the exclusion of these 

controls (or other unknown drivers of household savings) will result in some amount of bias.  
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4. Results 

 Using the model and variables described above, regression analysis is used to evaluate 

the relationship between corruption and household savings using the LITS data. This OLS 

estimation relies on two separate variations of the described model. The variations of the model 

differ only in the delineation of the dependency ratio control variable. In the first variation of the 

model, the aggregate dependency ratio variable (depratio) is utilized. In the second variation, the 

dependency ratio is disaggregated into two separate variables: the young dependency ratio 

(youngdepratio), and the old dependency ratio (olddepratio). Both linear and log-linear versions 

of the models were tested, but the linear model proved to be a better fit. Therefore linear results 

with robust standard errors are reported for all 

regressions below. 

Table 5 presents the regression results of the two 

model variations described above. The results for both 

variations of the model refute this paper’s hypothesis, 

and indicate that average monthly household savings 

are lower in countries with higher average perceived 

levels of corruption. Specifically, the results from 

regression (1) indicate that a one-point increase of a 

country’s corruption index score (scored 0 to 9), 

corresponds with a decrease in average monthly 

household savings of $312.60. Regression (2) indicates 

that this same one-point increase in a country’s 

corruption index score corresponds with a decrease in 

 (1) (2) 
VARIABLES hhsaving hhsaving 

   
corruptionindex -312.6** -323.3** 
 (127.6) (126.9) 
totalexp 0.0769*** 0.0769*** 
 (0.0125) (0.0125) 
relinc -474.7 -472.6 
 (370.8) (370.5) 
edu -575.9 -571.7 
 (438.9) (438.3) 
edurelinc 199.7* 199.8* 
 (106.2) (106.2) 
risktaker 20.33 22.80 
 (34.99) (35.10) 
youngdepratio  -434.3** 
  (174.4) 
olddepratio  81.48 
  (141.7) 
depratio -252.3**  
 (119.7)  
Constant 1,590 1,595 
 (1,400) (1,400) 
   
Observations 16,144 16,144 
R-squared 0.147 0.147 

Table 5: Primary Regression Results 

 

Robust standard errors in parentheses 
   *** p<0.01, ** p<0.05, * p<0.1 
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average monthly household savings of $323.30. As a point of reference, a one-point increase in a 

corruption index score would be approximately equivalent to changing from the level of 

corruption found in Poland to that found in Slovenia, or transitioning from the corruption level of 

Hungary to that of Kyrgyzstan (see Table 4). The relationship between the corruption index 

score and average monthly household savings is even more apparent in Figure 7. It is important 

to note, however, that Figure 7 does not control for the other drivers of household savings, so the 

relationship appears exaggerated. 

For both variations of the model, the correlation between the corruption index and 

average monthly household savings is statistically significant at the 5% level. However, the 

second variation of the model, in which the dependency ratio is disaggregated into young and old 

dependency ratios, proves to be a better fit for the data. When the dependency ratio is separated 

into two distinct variables, the 

statistical significance of the 

corruption index improves 

slightly, and the model 

specificity improves. Even with 

these improvements to model 

specificity and statistical 

significance, it is important to 

note that in both cases, the R-

squared value remains constant at .147. This indicates that the model is only able to explain 

approximately 14.7% of the variation in the dependent variable, average monthly household 

savings. The results of regression (2) in Table 5 also illustrate that once the dependency ratio is 

Figure 7: Country-Level Corruption and Household Savings 
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broken into two separate variables, the variable representing older dependents is not statistically 

significant at all, and the young dependency ratio variable is statistically significant at the 5% 

level and has a large negative coefficient. This supports Ozcan, Gunay, and Ertac’s (2003) 

assertion that the dependency ratio of young household members has a larger impact on 

households savings than does the dependency ratio of older household members—this could be 

because older dependents may still bring in an income, through social security benefits or other 

means, and are thus less of a net drain on household finances. 

As the final part of this analysis, average monthly household savings was regressed on 

the individual components of the corruption index (X1a-X1i in Table 2). These nine regressions 

utilized the same control variables as the above model, but the corruption index was replaced by 

one of its component variables as the key independent variable in each of the regressions. Table 

6 shows the results of these regressions (the control variables are omitted from the table, but 

were included in all regressions). While the “corruptsuccess”, “corruptneed”, and “influence” 

variables were the components that were statistically significant (and all had negative 

coefficients), it is important to note that the “paidbribe” variable has a very positive coefficient 

and is only just outside the loosely statistically significant range of p<0.1 with p-value of 0.109. 

This positive coefficient, while technically just outside the range of statistical significance, 

indicates that households directly affected by corruption (i.e. those that have had to pay a bribe), 

save more per month on average. 



 

3
2
 

Table 6: Corruption Index Component Variable Regressions 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) 
VARIABLES hhsaving hhsaving hhsaving hhsaving hhsaving hhsaving hhsaving hhsaving hhsaving 

          
relcorrupt -62.26         
 (201.9)         
govdistrust  120.8        
  (320.7)        
policedistrust   29.39       
   (310.2)       
corruptsuccess    -531.7***      
    (145.6)      
corruptneed     -309.2**     
     (152.7)     
influence      -577.3**    
      (262.3)    
bribe       -43.19   
       (213.5)   
requiredbribe        1.528  
        (428.5)  
paidbribe         1,111 
         (692.7) 
Constant 434.8 304.6 389.6 586.3 600.0 800.1 414.3 397.0 391.5 
 (1,503) (1,381) (1,402) (1,439) (1,435) (1,485) (1,389) (1,432) (1,428) 
          
Observations 16,144 16,144 16,144 16,144 16,144 16,144 16,144 16,144 16,144 
R-squared 0.147 0.147 0.147 0.147 0.147 0.148 0.147 0.147 0.148 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.10
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5. Conclusions 

 The purpose of this paper was to examine the new market economies of the former Soviet 

bloc as they strive for greater economic growth amidst entrenched institutional corruption (Roaf 

et al., 2014). Specifically, the aim was to determine whether countries and international 

organizations most effectively stimulate growth by putting their immediate focus on eliminating 

corruption in transition countries—as is currently the recommendation of organizations like the 

International Monetary Fund (Abed & Davoodi, 2000).  This paper hypothesized that corruption 

may actually be positively correlated with household savings, and, as a corollary, therefore drive 

private savings and GDP growth/stability. However, as the regression results from Table 5 

illustrate, higher perceived levels of corruption are negatively correlated with household savings. 

This is good news for the strategies of governments, scholars and international organizations that 

have put heavy emphasis on the need to mitigate corruption to encourage economic development 

(Pereira & da Cruz Vieira, 2010; Rose-Ackerman, 1997).  

While the model only explains approximately 14.7% of the variation in household 

savings (see Table 5, R-squared), this is likely due in large part to the absence of two key 

determinants of savings from the LITS dataset: 1. Historical household savings data for the 

surveyed households; 2. Country/regional levels of financial depth. The literature suggests that 

savings persistence, or one’s historical tendency to save, is a significant predicator of one’s 

future propensity to save (Grigoli et al., 2014; Loayza et al., 2000b; Masson et al., 1998; 

Schrooten & Stephan, 2003). Historical country level savings data might improve future models, 

as this data would identify countries that had more substantial cultures of savings, but the surest 

way to capture savings persistence would be to include a lagged household savings variable. This 

would require future LITS to survey the same households as were surveyed in 2010 so as to 

identify and assess household trends.  
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Additionally, the literature indicated that the level of financial depth—the extent to which 

credit markets and other financial instruments are available—significantly impacts household 

savings behavior (Chowdhury, 2004; Kolasa & Liberda, 2015; Ozcan et al., 2003; Schrooten & 

Stephan, 2005). The LITS does not directly evaluate the financial depth of the Primary Sampling 

Units in which the surveys were conducted, and thus financial depth remained unaccounted for 

in the model. Even with the relatively low R-squared statistic, the results indicate that 

governments and international organizations should continue to prioritize the mitigation of 

corruption, both perceived and actual, to encourage household savings, and as a corollary, 

economic growth in transition countries. 

 With that being said, the results from Table 6 opens an avenue of future research that 

may lead to a slight amendment of the above recommendation for how scholars and development 

agencies tackle corruption in transition countries. While just outside the range of statistical 

significance, the “paidbribe” variable indicated that if a household were directly impacted by the 

corruption in its country (i.e. a member of the household had actually had to pay a bribe), 

average monthly household savings increased. Again, this variable was not statistically 

significant—it had a p-value of 0.109—but this could have been a result of a comparatively 

small sample. Most LITS respondents were not asked the questions about paying a bribe because 

they had not utilized the government services in question. Future research into this specific 

demographic (individuals directly impacted by their country’s corruption), could have interesting 

implications for how, if at all, development agencies choose to adapt their strategy around 

eliminating corruption to stimulate growth when dealing with persons or regions highly affected 

by corruption. 
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Appendix 1: Price Level Ratio by Transition Country  

 

 

 

Transition Country 

Price Level Ratio 

(PPP/MER 

rounded to 4 

decimals) 

Albania 0.4404 

Armenia 0.4901 

Azerbaijan 0.3739 

Belarus 0.3782 

Bosnia 

Herzegovina 

0.5009 

Bulgaria 0.4480 

Croatia 0.7120 

Czech Republic 0.7306 

Estonia 0.6940 

Georgia 0.4492 

Hungary 0.6033 

Kazakhstan 0.4723 

Kosovo 0.4216 

Kyrgyzstan 0.3219 

Latvia 0.6507 

Lithuania 0.5973 

Macedonia 0.3908 

Moldova 0.4243 

Mongolia 0.3509 

Montenegro 0.4976 

Poland 0.6037 

Romania 0.5008 

Russia 0.5208 

Serbia 0.4584 

Slovakia 0.6757 

Slovenia 0.8496 

Tajikistan 0.3578 

Turkey 0.6259 

Ukraine 0.3870 

Uzbekistan 0.3358 
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Appendix 2: Diagnostics for Primary Regression Version 1 (without robust standard errors) 

hhsaving = corruptionindex + totalexp + relinc + edu + edurelinc + depratio + risktaker 
 

Source |       SS           df       MS      Number of obs   =    16,144 
-------------+----------------------------------   F(7, 16136)     =    398.33 
       Model |  5.8766e+11         7  8.3952e+10   Prob > F        =    0.0000 
    Residual |  3.4008e+12    16,136   210760748   R-squared       =    0.1473 
-------------+----------------------------------   Adj R-squared   =    0.1470 
       Total |  3.9885e+12    16,143   247072821   Root MSE        =     14518 
 
------------------------------------------------------------------------------- 
norm_hhsaving |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
--------------+---------------------------------------------------------------- 
   country_ci |  -312.6283   154.8641    -2.02   0.044    -616.1791   -9.077498 
norm_totalexp |   .0768656   .0015478    49.66   0.000     .0738318    .0798995 
       relinc |  -474.6778   212.8997    -2.23   0.026    -891.9848   -57.37079 
          edu |  -575.9289   227.0077    -2.54   0.011    -1020.889   -130.9686 
    edurelinc |   199.7322   48.41276     4.13   0.000     104.8378    294.6266 
    risktaker |   20.32505   45.23486     0.45   0.653     -68.3403    108.9904 
     depratio |  -252.3072   213.3094    -1.18   0.237    -670.4173    165.8028 
        _cons |    1589.71   1135.151     1.40   0.161    -635.3115    3814.731 
------------------------------------------------------------------------------- 
 

Heteroskedasticity Test (estat hettest): 

 
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity  
         Ho: Constant variance 
         Variables: fitted values of norm_hhsaving 
 
         chi2(1)      =437922.85 
         Prob > chi2  =   0.0000 
 

Multicollinearity Test: Variance Inflation Factor (STATA: estat vif) 
 
    Variable |       VIF       1/VIF   
-------------+---------------------- 
   edurelinc |     18.01    0.055530 
      relinc |      9.46    0.105678 
         edu |      7.60    0.131586 
norm_total~p |      1.06    0.944239 
  country_ci |      1.05    0.951868 
   risktaker |      1.05    0.955323 
    depratio |      1.01    0.987713 
-------------+---------------------- 
    Mean VIF |      5.61 
 
Model Specification Test (STATA: linktest): 

 
            Source |       SS           df       MS      Number of obs   =    16,144 
-------------+----------------------------------   F(2, 16141)     =   1395.20 
       Model |  5.8788e+11         2  2.9394e+11   Prob > F        =    0.0000 
    Residual |  3.4006e+12    16,141   210681599   R-squared       =    0.1474 
-------------+----------------------------------   Adj R-squared   =    0.1473 
       Total |  3.9885e+12    16,143   247072821   Root MSE        =     14515 
 
------------------------------------------------------------------------------ 
norm_hhsav~g |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
        _hat |   1.024632   .0304933    33.60   0.000     .9648622    1.084403 
      _hatsq |  -4.86e-07   4.72e-07    -1.03   0.303    -1.41e-06    4.38e-07 
       _cons |  -16.86234   118.5981    -0.14   0.887    -249.3279    215.6032 
------------------------------------------------------------------------------
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Appendix 3: Diagnostics Primary Regression Version 2 (without robust standard errors) 
hhsaving = corruptionindex + totalexp + relinc + edu + edurelinc + youngdepratio + olddepratio + risktaker 
 

Source |       SS           df       MS      Number of obs   =    16,144 
-------------+----------------------------------   F(8, 16135)     =    348.72 
       Model |  5.8796e+11         8  7.3495e+10   Prob > F        =    0.0000 
    Residual |  3.4005e+12    16,135   210755341   R-squared       =    0.1474 
-------------+----------------------------------   Adj R-squared   =    0.1470 
       Total |  3.9885e+12    16,143   247072821   Root MSE        =     14517 
------------------------------------------------------------------------------- 
norm_hhsaving |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
--------------+---------------------------------------------------------------- 
   country_ci |  -323.2592   155.1199    -2.08   0.037    -627.3115   -19.20685 
norm_totalexp |   .0768855   .0015479    49.67   0.000     .0738515    .0799196 
       relinc |  -472.6342   212.9039    -2.22   0.026    -889.9494   -55.31894 
          edu |  -571.6993   227.0326    -2.52   0.012    -1016.709   -126.6902 
    edurelinc |   199.8134   48.41218     4.13   0.000     104.9201    294.7066 
    risktaker |   22.79602   45.28199     0.50   0.615     -65.9617    111.5537 
youngdepratio |  -434.3183   262.5432    -1.65   0.098    -948.9321    80.29546 
  olddepratio |   81.47891   352.5545     0.23   0.817     -609.567    772.5248 
        _cons |   1595.433   1135.146     1.41   0.160    -629.5797    3820.446 
------------------------------------------------------------------------------- 
 
Heteroskedasticity Test (estat hettest): 
 
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity  
         Ho: Constant variance 
         Variables: fitted values of norm_hhsaving 
 
         chi2(1)      =438307.27 
         Prob > chi2  =   0.0000 
 

Multicollinearity Test: Variance Inflation Factor (STATA: estat vif) 

 
    Variable |       VIF       1/VIF   
-------------+---------------------- 
   edurelinc |     18.01    0.055530 
      relinc |      9.46    0.105672 
         edu |      7.60    0.131554 
norm_total~p |      1.06    0.944129 
  country_ci |      1.05    0.948706 
   risktaker |      1.05    0.953311 
 olddepratio |      1.02    0.981887 
youngdepra~o |      1.01    0.993945 
-------------+---------------------- 
    Mean VIF |      5.03 
 

Model Specification Test (STATA: linktest): 

 
Source |       SS           df       MS      Number of obs   =    16,144 

-------------+----------------------------------   F(2, 16141)     =   1396.00 
       Model |  5.8817e+11         2  2.9409e+11   Prob > F        =    0.0000 
    Residual |  3.4003e+12    16,141   210663816   R-squared       =    0.1475 
-------------+----------------------------------   Adj R-squared   =    0.1474 
       Total |  3.9885e+12    16,143   247072821   Root MSE        =     14514 
------------------------------------------------------------------------------ 
norm_hhsav~g |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
        _hat |   1.023991   .0304653    33.61   0.000     .9642757    1.083706 
      _hatsq |  -4.74e-07   4.71e-07    -1.01   0.315    -1.40e-06    4.50e-07 
       _cons |  -16.41179   118.5871    -0.14   0.890    -248.8557    216.0321 
-----------------------------------------------------------------------------
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Appendix 4: Diagnostics for Secondary Regression w/ “paidbribe” as Key Independent 

Variable (without robust standard errors) 

hhsaving = corruptionindex + totalexp + relinc + edu + edurelinc + youngdepratio + olddepratio + risktaker 
 

Source |       SS           df       MS      Number of obs   =    16,144 
-------------+----------------------------------   F(8, 16135)     =    349.60 
       Model |  5.8922e+11         8  7.3653e+10   Prob > F        =    0.0000 
    Residual |  3.3993e+12    16,135   210677140   R-squared       =    0.1477 
-------------+----------------------------------   Adj R-squared   =    0.1473 
       Total |  3.9885e+12    16,143   247072821   Root MSE        =     14515 
------------------------------------------------------------------------------- 
norm_hhsaving |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
--------------+---------------------------------------------------------------- 
    paidbribe |   1111.464   345.7572     3.21   0.001     433.7418    1789.187 
norm_totalexp |   .0775776   .0015181    51.10   0.000      .074602    .0805532 
       relinc |  -480.5616    212.889    -2.26   0.024    -897.8478   -63.27554 
          edu |   -629.158   227.1436    -2.77   0.006    -1074.385   -183.9313 
    edurelinc |   206.0202    48.4149     4.26   0.000     111.1216    300.9187 
    risktaker |   21.86945   45.25791     0.48   0.629    -66.84108      110.58 
youngdepratio |  -397.7159   262.0438    -1.52   0.129    -911.3509    115.9192 
  olddepratio |   38.30073   352.4337     0.11   0.913    -652.5084    729.1098 
        _cons |   391.5098   978.5105     0.40   0.689    -1526.479    2309.499 
------------------------------------------------------------------------------- 
 
Heteroskedasticity Test (estat hettest): 
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity  
         Ho: Constant variance 
         Variables: fitted values of norm_hhsaving 
 
         chi2(1)      =446605.69 
         Prob > chi2  =   0.0000 
 
Multicollinearity Test: Variance Inflation Factor (STATA: estat vif) 

 
    Variable |       VIF       1/VIF   
-------------+---------------------- 
   edurelinc |     18.02    0.055503 
      relinc |      9.47    0.105647 
         edu |      7.61    0.131376 
   risktaker |      1.05    0.953972 
norm_total~p |      1.02    0.981199 
 olddepratio |      1.02    0.982196 
   paidbribe |      1.01    0.993398 
youngdepra~o |      1.00    0.997367 
-------------+---------------------- 
    Mean VIF |      5.02 
 
Model Specification Test (STATA: linktest): 
 

Source |       SS           df       MS      Number of obs   =    16,144 
-------------+----------------------------------   F(2, 16141)     =   1399.39 
       Model |  5.8939e+11         2  2.9469e+11   Prob > F        =    0.0000 
    Residual |  3.3991e+12    16,141   210588416   R-squared       =    0.1478 
-------------+----------------------------------   Adj R-squared   =    0.1477 
       Total |  3.9885e+12    16,143   247072821   Root MSE        =     14512 
------------------------------------------------------------------------------ 
norm_hhsav~g |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
        _hat |   1.021194    .030338    33.66   0.000     .9617285     1.08066 
      _hatsq |  -4.16e-07   4.66e-07    -0.89   0.372    -1.33e-06    4.97e-07 
       _cons |  -14.55557   118.5548    -0.12   0.902    -246.9361     217.825 
------------------------------------------------------------------------------
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