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ABSTRACT 

Existing research on the determinants of private saving rates focuses on the effects of 

socio-economic factors and financial development. These studies do not provide a 

comprehensive picture of the influence of government-owned banks. This paper analyzes the 

accumulation of private savings as a function of state ownership of banking systems. Using a 

sample of 91 countries over a span of 15 years from 1991 to 2005, in a fixed-effects panel 

model, which includes GDP growth rate, inflation, political regime score, privatization, as 

well as other elements, the paper finds that private savings will tend to decrease after a 

reduction of government ownership in the banking system. The findings suggest that reduced 

government intervention in banks will result in higher demand for household credit. In 

addition, state-owned banks prefer to serve politically associated clients, which reduce the 

efficiency of banking operations. Furthermore, shadow banking woes are created due to 

inefficiency of banking system, and other factors might raise the risk of economic instability.  
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CHAPTER 1. INTRODUCTION 

1.1 BACKGROUND 

Ever since the dramatic collapse of the Soviet Union, which marked the end of the Cold 

War, the concept of “globalization”, especially the integration of economies has become one 

of the most central themes in the world of economic and political studies. Globalization has 

accelerated the free flow of resources and capital on an unprecedented scale. Yet behind the 

apparent benefits and prosperities, some extremely complicated and controversial conflicts 

lurk around. One problem is that differences in saving and investment, as well as 

international trade imbalances could threaten the stability of the global economy. The most 

important element of all, private savings, plays a key role in the process of globalization. It is 

an indicator of economic conditions that describes how much countries can invest in 

domestic and foreign markets. Nevertheless, variations of saving and investment lead to a 

current global imbalance, which might be the reason for the onset of global financial crises.  

The “Fragile Five”, heatedly discussed, including Turkey, Indonesia, Brazil, India, and 

South Africa, rely heavily on external financing, and will have trouble in the future if foreign 

investors withdraw. Foreign investment could make up for widening deficits temporarily, but 

if their money flows out, it would raise uncertainty about how to inject money into the 

Fragile Five’s future development. 

Indeed, private saving rates are showing wide variations around the world. Some 

countries such as China and Kuwait are maintaining high positive saving rates, and their 

average private savings from 1991 to 2005 are more than 35 percent of the average GDP 
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during the period. However, other countries such as the U.S. have much lower long-term 

saving rates at around 16.5 percent of GDP (See Figure 1 in the appendix.). The inequality of 

capital flows in international markets further influences national economies. This is the 

reason why private saving rates provide a crucial message from a public policy perspective. 

At the macroeconomic level, private savings imply the expenditure approach of forecasting 

GDP growth rates, indicating the capability of household consumption that contributes to a 

country’s overall economic growth. From the microeconomic point of view, private savings 

decisions are the outcomes of individual behaviors. The findings of recent experimental 

analyses suggest that health savings, emergency savings, group-based savings, and credit 

schemes are the most important drivers for private savings in developing countries (Dupas 

and Robinson 2011, 1138).  

 

Figure 1: Average private savings as % of GDP, selected regions, 1991-2005 

 

 

 

 

 

 

 

Sources: World Bank Indicator 2013 

Note: Subtracted government savings (% of GDP) from aggregate savings (% of GDP) and defined the residual as 

private savings (% of GDP) 
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This thesis elaborates on all elements that comprise private saving rates, exploring the 

relationship between government intervention and private savings. As government control 

over a banking system affects banking restructuring, a new angle about how bank ownership 

influences saving rates is required to serve the purpose of exploring how global imbalances 

induce current challenges. By using panel data of 91 countries over a span of 15 years, the 

thesis endeavors to examine the connections between bank ownership and private savings. 

In light of recent empirical findings, such as the study of Mexico’s bank privatization by 

Haber (2005), there appears to be a clear chain relationship between government bank 

ownership and private saving rates. Haber documented that to create a stable financial system 

with greater privatization, government should give bankers incentives to provide more private 

sector credit, resulting in support for households and small businesses, and financial 

institutions would get fewer deposits than during a strict financial regulation period (Haber 

2005, 2351). For this reason, this thesis hypothesizes that a larger share of banks controlled 

by state authorities would raise private savings. The study will provide empirical findings in 

political, regional, and economical areas. It also will examine possible policy implications 

that are used to establish a better understanding of the origins of economic collapse in 

financial institutions and global imbalances. 

1.11 THE TREND OF STATE OWNERSHIP OF BANKING SYSTEMS 

“Views on government ownership of banks and other enterprises have evolved over time, 

and in the post-World War II period were generally much more inclined toward 

state-ownership” (Andrews 2005, 5). Since the mid 1970s, however, the number of state 
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owned banks has declined. Nevertheless, even as privatization of banks became a popular 

trend in financial systems, nationalization of banks still played an important role around the 

world. Particularly in China, government ownership played a prominent role in the banking 

system, such that the key publicly owned industries could be supported and controlled to 

ensure the development of the overall economy. The public cannot ignore the fact that 

governments try to maintain economic growth and promote the development of targeted 

sectors in order to spur the level of economic development. 

However, the characteristics of state-owned banks determine a potential shortage of 

competitiveness in the market. Due to the nature of national ownership, compared with 

private banks, nationalized banks frequently give priority to state-owned enterprises, 

regardless of profit-based considerations, i.e., soft credit constraints. Thus, “state-owned 

banks may be explicitly required or implicitly expected to finance loss-making state-owned 

enterprises, or provide financing on noncommercial terms to regions or sectors, or extend 

credit based on political connections rather than risk assessment” (Andrews 2005, 3). 

From the perspective of political interest, politicians use nationalized banks and other 

large state-owned firms “to provide employment, subsidies and other benefits to supporters, 

who return the favor in the form of votes, political contributions and bribes” (La Porta, Rafael, 

Florencio, and Andrei 2002, 266). That means the preference of state-owned banks is to fund 

more public activities, even though these activities are expected to be less profitable than 

private firms or individual households. In the case of China, the behavior of allocating credit to 

state-owned enterprises (SOE) has shifted from state authorities to state-owned banks. “At the 
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beginning of the 1980s, government provided roughly 25% of SOE finance”, but this share 

declined to about 2% from the beginning of the 1980s to the 1990s; “The share of bank finance, 

by contrast, increased from 15% in 1980 to more than 32% in 1987” (Cull and Xu 2003, 14). 

As nationalized banks gradually distributed more loans to SOEs, they placed less emphasis on 

lending to consumers. Consequently, small enterprises and households were crowded out of 

credit markets and had to save more for investment purposes.  

1.12 SAVING DISPARITY UNDER FINANCIAL LIBERALIZATION 

While government ownership of the banking sector limits access to credit for households 

and firms in some countries, the large differences in private savings across countries have 

been determined by a variety of factors. Myeong Hwan Kim (2010, 41) found that personal 

income, tax, credit outstanding, and employment rates determine household savings. It seems 

that economic and political environments, as well as some demographic situations lead to 

huge differences on private savings around the world.  

 Indeed, during the past decades, those countries with a higher degree of financial 

liberalization, such as countries in North America and the European Union, have saved less. 

Countries, especially in South and East Asia, which engaged in accelerating the development 

of financial restructuring, have higher savings than North American regions. For instance, 

countries such as China, Singapore, Kuwait, and India have incredibly high saving rates, 

ranging from 28% of GDP up to 47% of GDP from 1991 to 2005, compared to countries such 

as Iceland and United States, which have saving rates around 15% of GDP (The World Bank 

2013. See also Figure 1 in Page 2.) 
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Figure 2 in the appendix demonstrates the negative correlation between bank deregulation 

and private savings in the selected regions. The fitted values do not change the expected 

direction in spite of the outliers. China, Kuwait, and India, where governments have more 

control over banking systems, show higher private savings among ten countries, while 

countries like New Zealand, U.S., and U.K. have higher bank privatization and lower 

household savings. In this figure, Germany, Iceland, and Singapore are not within the 

95-percent confidence interval, particularly the scatter of Singapore and Iceland. Singapore, 

regarded as a developed country in Asia, has a different demographic distribution than the 

western countries. This country did not establish a “pay-as-you-go” system for social insurance, 

and households must pay their personal insurance from private savings. What is more 

important, individuals in Singapore prefer to finance their higher education through savings 

rather than borrowing. In contrast to Singapore, Iceland has higher external savings since 

households feel less confident about the domestic financial system. Meanwhile, residents 

prefer to consume in advance, which results in a low private saving rate. Especially after the 

Global Financial Crisis in 2008, because of the capital outflow, the authorities in Iceland 

needed to seek foreign loans to make up for deficiencies in domestic savings (Goddard, 

Molyneux, and Wilson 2009, 6). While the experience of these two countries can be explained 

by specific reasons, it is undeniable that the negative link between private savings and bank 

deregulation exists for the majority of other nations (See Figure 2 in the appendix.) 
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Figure 2: Private savings vs. privatization in selected regions 

Sources: World Bank Indicator 2013 

Note: World Bank database codes privatization theoretical range from 0 to 3, with higher value associated with 

higher liberalized 

The variances of saving rates provide an important message to politicians, especially on 

the imbalance of global capital. As coined by Ben Bernanke, a global “savings glut” in some 

countries leads to a lack of investment that fundamentally causes trade surpluses (Bernanke 

2005). Meanwhile, some countries are also holding huge amounts of bonds and currency 

reserves from those high-income countries such as the United States, thereby exacerbating 

the global imbalances. This phenomenon in global activities motivates political actors to 

consider more effective economic policies, which include enhancing financial liberalization 

and adjusting the state-owned banking system. 

As a result, the fact of saving disparities may imply different degrees of financial 

liberalization. However, direct findings of state-owned banks’ influence on private savings 

are almost missing. This thesis attempts to fill in the blanks on the composition of private 
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savings, seeking the correlation between state-owned banking systems and private savings, 

and to better understand how global imbalances present political and economic challenges. 
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1.2 LITERATURE REVIEW 

It is not deniable that privatization in financial systems has been extensively discussed in 

the fields of economic and political science. Based on detailed study of the content of 

financial liberalization, Abiad, Tressel, and Detragiache (2008) examined the link between 

financial deregulation and bank privatization. They defined seven elements of financial 

liberalization, including bank credit control reduction, interest rate deregulation, competition 

in the financial sector, commercial bank privatization, the free flow of capital in international 

markets, prudential regulations minimization, and securities markets openness. This 

categorization proves very useful for researchers to study financial development. 

Especially since the mid-1980s, the development of globalization and financial 

liberalization has drawn growing concerns around the world, and experts and scholars have 

put strong emphasis on the development of financial institutions. For example, with regards 

to the theoretical side, McKinnon (1973) and Shaw (1973), the pioneers who first analyzed 

the relationship between financial regulation and savings, raised a famous McKinnon-Shaw 

Hypothesis. The hypothesis holds that restrictions on financial systems would results in 

higher interest rates, thus producing higher savings. It points out that relatively higher savings 

could promote a higher investment level and leading to an increase in growth rates 

(McKinnon and Shaw, 1973). Following McKinnon and Shaw, Campbell (1990) and Mankiw 

(1990), building on the McKinnon-Shaw Hypothesis, assumed that not all households have 

opportunities to access credit channels. Thus, for those liquidity-constrained households that 

find it hard to smooth their consumption, the only source of finance is dependent on their 
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current incomes (Campbell and Mankiw, 1990). Their discovery extended beyond the 

McKinnon-Shaw Theory. They categorized the groups of people and determined that only 

those households without liquidity constraints could increase their savings.  

There is also empirical evidence to suggest that financial development makes savings 

increase. Koskela, Loikkanen and Viren (1994), for example, showed that the change in 

housing price is largely dependent on financial markets, and financial conditions have 

positive effects on housing prices. While household savings show an inverse relationship 

with the rate of change in housing prices, financial liberalization is positively correlated with 

private savings.  

In contrast to those theories about positive relationships between financial liberalization 

and private savings, there are some completely opposite viewpoints. Loayza, Schmidt-Hebbel, 

and Serven, for example, explained that “the expansion of credit should reduce private saving 

as individuals are able to finance higher consumption at their current income level” (Loayza, 

Schmidt-Hebbel, and Serven 2000, 405). Their research showed that, though financial 

deregulation does not impact private savings directly, the potential effects of financial 

liberalization on savings have appeared to be reversed.  

However, the link between these two elements does not conform to the consensus in the 

academic community. Bayoumi reached his findings by looking at the developed countries, 

such as the U.K., U.S., and the Nordic countries. He concluded that “deregulation lowered the 

equilibrium level of saving over 1980s, probably 2.25 percent points per annum, as well as 

making saving significantly more dependent on changes in wealth, income and real interest 
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rates” (Bayoumi 1993). In contrast to Loayza et al., he also believed that the negative affect is a 

short run phenomenon and financial deregulation would sensitively increase savings in longer 

time.  

Different from focusing on industrial countries, researchers from Boston College and the 

World Bank used a 25-year time series on eight developing countries to analyze private savings. 

The eight countries include Chile, Korea, Turkey, Ghana, Mexico, Malaysia, Indonesia, and 

Zimbabwe. They believe that, under recent financial reforms the relationship is ambiguous. 

This is not only because of the unclear impacts of interest rates on private savings, since 

income effect and substitute effect could offset each other, “but also because financial 

liberalization is a multi-dimensional and phrased process, sometimes involving reversals” 

(Bandiera, Caprio, Honohan, and Schiantarelli 1998, 1). A certain degree of economic 

development would lead to the development of financial liberalization and may result in 

increased savings. Meanwhile, as financial liberalization tends to create diversified opening 

channels for households who want credit, the amount of savings appears to be decreased. These 

viewpoints on the effects of financial liberalization on household savings help me to identify 

specific categories of financial deregulation that account for the current situation.  

Additionally, Rajan and Zingales (2003) identified that there is no clue to build causes and 

effects between openness and financial liberalization. In their view, one should be careful 

when concluding that foreign investment might be spurred when a country’s financial system 

has experienced remarkably stable over time (2003, 26). 

Rather than seek the relationship between financial development and private savings, 
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several papers, study bank privatization in either developing or developed countries. For 

instance, Beck, Cull, and Jerome (2005), analyzed a database in Nigerian bank institutions and 

praised the advantages of a deregulated banking system. They stated that “some positive 

performance effects of privatization, even in an economy with weak institutions and a 

macroeconomic and regulatory environment that was inhospitable to financial intermediation” 

(Beck, Cull, and Jerome 2005, 2378). In addition, Beck et al. (2005) examined panel data in 

Brazil during its bank transformation and concluded that “states that had other patronage tools 

in the form of development agencies and whose banks were already under federal controls 

were also more likely to agree to give up control over their banks” (26). The authors believed 

that the performance of banks that have experienced transformations is better than those that 

remain state owned.  

Similar to Beck et al., Omran (2007) compared the pre- versus post- privatization of 

banking systems in Egypt, and reached the conclusion that profitability and liquidity ratios 

decline significantly, but private ownership structure has a better performance in Egypt 

(Omran 2007, 730). In addition, Bonin et al. (2005) tested their studies based on the 

performance of privatized banks in 6 CEE transition countries. They concluded that most 

privatized banks have improved performance after being privatized; deregulated banking 

systems outperformed the state-owned banks (Bonin et al. 2005). Although these studies are 

mainly focused on developing countries, overall privatized banks show better performance 

than government owned banks. 

In contrast to studies of the non-transition developing countries, several empirical studies 
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have concentrated on privatization in developed countries. Braz (1999), for example, 

examined the private banking system in Portugal and partially certified the facts of rapid 

development of their banking system. He showed that privatized banks have a significantly 

more rapid rate of reducing the number of employees than publicly-owned held banks, and 

the growth of the branch networks in privatized banks is quicker than for the state banks 

(Braz, 1999).  

Verburgge, Megginson, and Owens (1999) performed a study on liberalized banking 

systems based on data provided by 37 banks (32 in OECD countries and 5 in developing 

countries). During the privatization process from 1981 to 1996, banks’ profitability, fee 

income, and capital adequacy increased significantly in OECD countries; and there was a 

positive initial return to IPO investors (Verburgge et al. 1999).  

A series of papers also described the banks’ difficulties in transition economies. 

Claessens, Demirguc-Kunt, and Huizinga (1998), for example, performed a study on the 

foreign ownership in 80 markets over 7 years. They studied the margins and cost differences 

under different banking structures, and found that the increase in foreign shares of ownership 

of a banking system decreases the comparative advantage for domestic banks. In addition, 

Clarke et al. (2001) surveyed over 4000 borrowers to test whether foreign banks entering the 

market reduces access to credit in developing countries. The authors found that in fact, it 

became more convenient for firms to access credit. What’s more, the benefits of credit usage 

are applied to not only large companies, but also small and medium-sized companies, 

enhancing credit availability after foreign bank penetration (Clarke et al. 2001).  
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In summary, privatization appears to be the most significant indicator of reduced 

government involvement of the banking system. State-owned banks are often the products of 

conscious policy decisions made by authorities (e.g., in India beginning in 1969), and this 

policy-making could directly change individuals’ savings or consumption behaviors. 

However, analysis of private savings and bank ownership is nearly absent. An effort to see 

how private savings behavior is changed by shifts of bank ownership could expand upon 

other authors’ ideas. If financial liberalization and savings are positively and significantly 

related, government control of banking systems will become a key factor in policy decision 

that tries to influence household saving rates.  
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1.3 HYPOTHESIS AND CONCEPTUAL MODEL 

Past studies have shown that the link between household savings and financial 

liberalization is not uniform. In contrast, none of these studies verifies the relationship 

between the form of the national banking system and household savings. Generally speaking, 

privatized banks have better performances that could raise the efficiency of the banking 

system, or further increase household access to credit. Nationalized banks, however, prefer to 

fund public enterprises and large business, and limit access to credit for households. Thus, it 

is reasonable to expect a positive relationship between the two variables and this link leads to 

my key hypothesis: 

 

Private savings will tend to decrease after a reduction of government ownership in the 

 banking system, assuming other variables remain constant. 

 

Based on the hypothesis, the determinants of private savings can be categorized into different 

groups, and the estimated model is of the following form: 

 

Private savings, Y=β0+ β1 (Socio-economic factors)+β2 (Financial factors) + ac + at + µc.t 

 

In this formula, the dependent variable is private savings, and the main independent 

variable of study is state ownership in the banking sector. The socio-economic factors include 

GDP growth rates, GDP per capita growth, real interest rates, CPI, political regime score, and 

dependency ratio. The financial factors include credit controls to households, capital account 
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restrictions, interest rate controls, entry barriers, regulations on banks, securities market 

policy, and privatization. ac represents a country fixed effect, at represents the fixed effect on 

year, and µc.t represents an error term. 

Many panel studies have researched the elements of private savings, especially the 

socio-economic determinants. Loayaza, Schmidt-Hebbel, and Serven (2000) empirically 

explain the impact of various factors on private savings with a sample of 150 countries from 

1966 to 1995. The core data includes income, inflation, real interest rates, international 

activity (e.g., terms of trade), public savings ratio, and demographic factors (e.g., age 

dependency ratio). Based on their findings, “the significant effects of income levels and 

growth rates imply that policies that spur development are an indirect but most effective way 

to raise saving” (Loayza, Schmidt-Hebbel, and Serven 2000, 12). In contrast, they claim that 

real interest rates and the public savings ratio have negative effects on private savings. In 

addition, Loayza, Schmidt-Hebbel, and Serven conclude that “the old-age dependency ratio is 

strongly positively correlated with per capita income” (Loayza, Schmidt-Hebbel, and Servén 

2000, 13), while savings have a negative effect on young-age dependency. In addition, 

macroeconomic uncertainty about inflation instability could cause a rise in private savings, but 

it also results in an adverse effects. In contrast to Loayza et al., Huntington and Dominguez 

find a link between political regime and private savings. They argue that “dictatorships are 

better to force savings” (Huntington and Dominguez, 1975).  

Previous studies have considered several groups of influences that determine private 

savings, such as: macroeconomic implications, political situations, financial structural 
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development, and demographic factors. This thesis separates all the determinants of private 

savings into two categories: socio-economic fundamentals and financial development. 

Socio-economic fundamentals: 

According to the literature review, economic development has effects on private savings. 

Thus, some economic indicators should be considered in the model. Attanasio and his 

colleagues concluded that the GDP growth rates and GDP per capita have a positive 

correlation with investment and an inverse relationship with saving rates (Attanasio, Orazio, 

Lucio, and Antonello, 2000). Schmidt-Hebbel and Web found that income and wealth can 

strongly influence savings, thus, they maintain the consistency of traditional theories 

(Schmidt-Hebbel, Webb, and Corsetti 1992, 529). Real interest rates and the consumer price 

index (inflation) are also regarded as the strong determinants of private savings. The interest 

rate effects can positively mobilize private savings, and if inflation becomes higher, 

households would probably prefer not to save more money in banks.  

Furthermore, no matter what the form of society, people are the main participants of 

social activities. In this respect, the dependency ratio (working-age from 15 to 64) is one of 

the important variables to consider in function form. Yasin in her research paper tested the 

life circle hypothesis, and “the result revealed a significant positive (negative) relationship 

between the national savings ratio and the percentage of working population groups in the 

majority of the countries” (Yasin 2007, 1). 

 Additionally, the nature of political regimes may shape the households saving decisions. 

And external circumstances, especially during the period of transition, could shock a 
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country’s economy and immediately influence saving rates. The political regime score, which 

ranges from -10 to 10, with higher scores meaning that continues are more democratic, is also 

needed in the regression. It indicates that the relative openness and liberty of countries could 

influence the variation of private savings (University of Gothenburg, 2012). Both Huntington 

and Dominguez (1975) and Denizer and Wolf (2000) found that the degree of democracy and 

levels of private savings are strongly positively associated, therefore it is reasonable to use 

“political system” in my regression. 

Financial development: 

 Based on the database of financial reforms used by Abiad, Tressel, and Detragiache 

(2008), financial policies for the banking sector are divided into seven dimensions: credit 

controls, capital account restrictions, interest rate limitations, entry barriers, supervision on 

banks, securities policy, and the government intervention in banking system. In addition, 

Bandiera, Caprio, Honohan, and Schiantarelli (2000, 20) argued that “by strengthening market 

discipline and increasing the autonomy of banks and other financial institutions, the various 

elements of the reform process can have the effect of eliminating less productive uses of 

loanable funds”. These two studies reveal a clear relationship between savings and each 

element of financial reform.  
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1.4 DATA DESCRIPTION 

 Estimates of this model will be based on panel data drawn from World Bank, 

International Monetary Fund (IMF) working paper, and University of Gothenburg. The time 

period selected from World Development Indicator (WDI), the World Bank’s main database 

of development indicators, is from 1960 to 2009. This large database allows the author to 

analyze the changes in bank ownership in different time periods. The database from IMF 

working paper shows the determinants of financial liberalization, covering 91 countries over 

a time span from 1973 to 2005. There are seven dimensions in financial liberalization dataset, 

involving: credit controls, capital account restrictions, interest rate limitations, entry barriers, 

the level of privatization, security policy, and force of bank supervision. The categories of the 

financial liberalization data are based on Abdul, Tressel, and Enrica’s work in 2008. These 

data are theoretical ranging from 0 to 3, with higher values associated with higher liberalized 

banking system, and the data are published online. The University of Gothenburg has the 

database between 1970 and 2005 on the extent of countries’ democratic regimes, which is 

another important factor to influence economic policy. 

After merging the three datasets, the effective time period is from 1991 to 2005, covering 

91 countries. The preliminary independent variables are closely related to socio-economic 

fundamentals, political stability factors, and financial development factors. As WDI does not 

provide information on private savings, this paper subtracted government savings from 

aggregate savings and defined the residual as private savings, the key dependent variable 

(Masson, Bayoumi, and Samiei 1998, 489). Among the independent variables, for instance, 
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CPI, is the annual percentage increase of consumer price. In addition, the dependency ratio is 

defined as the ratio of the working age population (people older than 15 but younger than 64) 

to the total population. As a result, this demographic characteristic demonstrates that income 

inflows can influence rates of household savings. Furthermore, variables from the financial 

sector theoretically range from higher values to lower values, with higher values associated 

with more liberalized financial systems and lower values associated with lower liberalized 

financial systems (See Table 1.) 

Table 2 presents the descriptive statistics for independent variables. It shows that after 

selecting the time span from 1991 to 2005, the number of observations for each estimate is 

around 1000. The range of GDP growth rate shows a huge difference from -13.12% to 

151.83%, and GDP per capita has a big standard deviation of $11858. These two variables 

show the large GDP growth gap between different regions. The minimum value of household 

consumption is a negative number, indicating that some consumers have saved more than 

they consume. For the age-dependency ratio, it is highly probable that 63.2% of the whole 

population is workforce (See Table 2.) 

The key step is to check the directions and magnitudes between household savings and 

other elements. The aim is to prove that privatization of the banking system has negative 

effects on private savings. GDP growth, GDP per cap current account balance, CPI, credit 

controls to households, supervision and regulations on banks, and securities policy have 

positive links with private savings. While real interest rates, political regime scores, 

working-age dependency ratios, capital account restrictions, interest rate controls, and entry 
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barriers have negative effects on the dependent variable (See Tables 2, 3 and 4.) 
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CHAPTER 2. RESULTS OF EMPIRICAL ESTIMATION 

2.1 DEVELOPING A MODEL SPECIFICATION 

Among the related literatures, Loayaza, Schmidt-Hebbel, and Serven (2000) have 

examined the determinants of private savings, including access to socio-economic elements 

together with factors from financial institutions. While Huntington and Dominguez (1975) 

think democracy generates household consumption and consequently reduces private savings. 

In both theories, the authors use GDP growth rates, GDP per capita, the dependency ratio, 

inflation, and terms of trade in their models. Loayza, Schmidt-Hebbel, and Serven also use 

government savings and private credit as significant estimates in determining private savings. 

Nevertheless, government saving can offset the effects of private saving, as aggregate saving is 

equivalent to the sum of private saving and public saving. Therefore, in order to eliminate 

overlapping effects, the paper drops public savings from the regression. In addition, according 

to Huntington and Dominguez (1975), it is crucial to take political regime type into 

consideration in the model. 

The construction of variables is according to those empirical findings. Since the 

adjustment of the residuals can better describe the change of variables, this paper uses natural 

logs in the dependent variable, so that the baseline model can be written such as: 

  

Private savings, log(Y)=β0+ β1 GDP growth rates +β2 GDP per capita growth + Β3 Real 

interest rates+β4 CPI +β5P_polity2 + β6Dependency ratio +β2 (a factor related to financial 

liberalization)+ ac + at + µc.t
                                                                      

(1) 
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In this formula, the dependent variable is private savings, and the main independent 

variables of study include socio-economic fundamental points and financial factors. ac is an 

OLS specification with country fixed effect, at is the fixed effect on year, and µc.t is the error 

term. 
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2.2 GOVERNMENT OWNERSHIP AND FINANCIAL REPRESSION 

On the basis of the original theories, the author has separated the elements into seven 

categories: credit controls, capital account restrictions, interest rate controls, entry barriers, 

supervision of the banking sector, securities market policy, and privatization. Except for 

privatization, which represents the elimination of control by state authorities, other variables 

are also important in financial markets. They provide significant information about the degree 

of government intervention in banking systems. For instance, credit controls represent the 

level of domestic credit available to private businesses and individuals. Capital account 

measures government control of exchange rates. The openness of the international market is 

closely related to the scale of financial development. Entry barrier, the measurement of 

government limitation the entrance of foreign banks, is correlated with banking activities. 

Moreover, supervision of the banking sector represents the degree of government intervention, 

and securities market policies can influence foreign investors and the openness of the 

financial market. 

In order to avoid overlapping bias of the effects of financial repression, this paper’s 

method is to add variables separately. In addition, the larger GDP swings can violate the 

assumptions and inflate the error term, which may distort the outcome. Thus, the extreme 

outliers from GDP growth have been eliminated and the regressions set the boundary 

conditions of growth rates between -25% and 25%.  

Starting with 91 countries from 1991 to 2005, there are 1084 observations in the column 

on private savings and 736 observations for the estimate of financial liberalization. However, 
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the final sample left in the regression consists of 531 observations and 61 countries. The 

number of observations declines by two sevenths and the data loss may have been caused by 

different methods of data processing.  

In the first regression, “credit controls” is regarded as the key independent variable. GDP 

growth rates, GDP per capita, the age dependency ratio, and the political regime score are 

statistically significant at the 1-percent level, and they each have a positive link with private 

savings. Inflation is also significant but showing the negative sign, meaning a 1-unit increase 

in inflation will result in a 0.16-percent increase in household savings. Real interest rates and 

credit controls are not statistically significant, but have the expected correlations. Alleviation 

of constraints on lending to households can be understood as an increase in financial depth. 

According to consumption theory, fewer credit constraints could help to increase household 

consumption activities, such as home and automobile purchases, thus leading to a decrease in 

private savings. Gross and Souleles (2002) studied this relationship and concluded that 

decreased borrowing constraints generate an increase in household debt and imply a decline in 

household savings (Gross and Souleles, 2002). 

In the second regression, capital account restrictions represent one of the explanatory 

variables. The overall p-values are highly statistically significant at the 1-percent level, and 6 

out of 7 variables have p-values lower than 0.10. As a result, for those variables that are 

statistically significant, GDP growth rates, GDP per capita, the age dependency ratio, political 

regime score, and capital account restrictions have a negative link with private savings, while 

CPI has a positive link with private savings. The explanation of the negative relationship 
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between growth rates and private savings is based on Tobin’s theory (1967). Tobin argues that 

private saving rates can be changed because of an individual’s expectation of future income 

(Tobin, 1967). As suggested by the life-cycle model and consumption theory, individuals 

assume their income will increase when they are expecting a positive outcome in future 

economic performance. Therefore they prefer to consume more and save less (i.e., forward 

consumption smoothing).  

The result that higher age dependency ratio is correlated with lower private savings 

accords with the consumption theory, since younger generations have a greater propensity to 

pursue pre-mature consumption that indirectly reduces the saving rates. Political regime score 

indicates that having a more democratic regime can cause a country’s private savings to 

decrease (Huntington and Dominguez, 1975).  

In the financial sector, capital account restrictions represent a limitation on international 

transactions, especially in the case of government control of exchange rates. The negative 

sign shows that if government has less control of international financial transactions, private 

savings will increase. This correlation does not intuitively make sense, because less 

government intervention would accelerate household consumptions and reduce savings. On 

the contrary, the coefficients on CPI show a 1-unit increase in CPI that leads to a savings 

increase of 0.16 percent. Real interest rates to private borrowers are also significant at the 

10-percent level. A higher level of interest rates can cause household savings to increase. 

In the third regression, the variable related to the financial sector is replaced by 

international rate controls. Compared to previous regressions, all coefficients on the other 
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variables have the same sign and the magnitudes do not change. Real interest rates are still 

insignificant at the 10-percent level. And interest rate controls have an inverse relationship 

with private savings, meaning that more control over interest rates limits the willingness of 

households to save, but the relationship is not significant. 

In contrast to the previous regressions, after changing financial factor to entry barriers, 

the coefficient on real interest rates in the fourth equation is smaller and still not significant. 

The effect of interest rates is verified in the literature; Bandiera (2000) finds that real interest 

rates may have small influence on private savings, and the relationship between savings and 

interest rates remains unclear. Moreover, the restrictions for other institutions to enter the 

financial systems are not significant in the model. It seems that if there are lower entry 

barriers into the banking systems, private savings will raise.  

In the fifth regression, all factors are statistically significant at the 5-percent level, except 

real interest rates. The positive correlation between bank supervision and private savings in 

the regression supports Beck, Demirguc-Kunt, and Levine’s opinion. They documented that 

“a powerful supervisory agency that directly monitors and disciplines banks will enhance the 

corporate governance of banks (Beck, Demirguc-Kunt, and Levine 2003, 1), and thereby 

increase the efficiency with which banks intermediate society’s savings”.  

Furthermore, after integrating security market policies into the sixth regression, the more 

restricted regulations in the securities market, the higher private savings. GDP growth rates 

shifts to highly statistically significant at the 1 percent level, indicating that a 1-percent 

increase in private saving rates will lead to a 12.79-percent decrease in GDP growth rates. 
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Meanwhile, the value of overall R-squared turns to be 0.2442, which is the highest among all 

models.                                            

The final regression includes seven independent estimators. Except for real interest rates, 

all variables are significant at the 5-percent level. Numbers of observations and groups are 

consistent with model 1, leaving 61 countries and 531 observations available for analysis. 

The result supports the hypothesis that more state deregulation of banking will lead to lower 

private savings.  
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2.3 DISCUSSION OF RESULTS 

In order to test the robustness of the relationship between government ownership and 

private savings, the author chooses household final consumption expenditure as the central 

dependent variable. On the basis of macroeconomics, since consumption is one determinant of 

the level of overall economic growth, private savings have an inverse relationship with 

household expenditure. Therefore, a positive relationship exists between privatization and 

household final consumption. The robustness checks model is: 

 

Household final consumption expenditure, log (Y)’=β0+β1 (Socio-economic factors) +β2 (a 

factor related to financial liberalization) + ac’’ + at’’ + µc’’.t’’                    (2)    

                                                                              

Using time and country fixed effects can control the correlations for unobserved 

variables. This approach allows the capturing of “only the within variance for the estimation 

and disregards the between variance”
1
. Since the between variation “is likely to be 

contaminated by unmeasured subject characteristics that are correlated with independent 

variable(s)”
2
, the fixed effects are the proper method to analyze the effect of publicly held 

banks on private savings. 

GDP growth rates and GDP per capita are highly statistically significant at the 5% level, 

and their correlation with household consumptions shift to a positive sign. That means 

economic development can promote consumption and reduce savings at the same time. In 

                                                        
1 Plumper, T., & Troeger, V. E. (2007). Efficient estimation of time-invariant and rarely changing variables in finite sample panel analyses 

with unit fixed effects. Political Analysis, 15(2), 124-139. 

2 Allison, P. D. (2005). Fixed effects regression methods for longitudinal data: Using SAS. SAS Institute. 
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addition, working-age population would contribute to a higher level of consumption than those 

people who are not in the workforce, and this is also verified by the consumption theory. If 

households have optimistic attitudes about their future income, they would be likely to do 

forward consumption smoothing. Meanwhile, privatization is positively statistically 

significant at the 5-percent level. In regard to banking deregulation, it may make a difference 

in terms of consumption, since financial reform eliminates serious credit ration problems that 

impede household consumption.  

However, considering the history of consumption booms following liberalization in the 

bank industry, the potential issues cannot be neglected, such as insufficient money supply due 

to the decline in household savings. Typical cases include the U.S. Savings and Loans Crisis 

(the S&L crisis), which happened in the late 1970s. The U.S. government deregulated the 

banking system and removed interest rates caps to stimulated household consumption, but 

suffered the financial woes from 1983 to 1985. With regard to banking privatization, banking 

systems need to improve the supervision mechanisms and deal with non-performing assets, 

and “the bank regulatory agencies need to remain politically independent… resolution of 

failing financial institutions requires that the deposit insurance fund be strongly capitalized 

with real reserves, not just federal guarantees” (History of the Eighties, 188). 
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2.4 LIMITATIONS OF EMPIRICAL RESULTS 

In view of the definition of private savings in this paper, it is difficult to separate 

consumer savings. As the personal account cannot exclude the part of the funds that has been 

provided by companies, the concept of private savings is not exactly equal to consumer 

savings. This might be problematic because the paper is unable to identify the source of 

private savings, making it hard for the paper’s conclusions to have precise policy implications. 

Nevertheless, it is also a drawback of the data, since existing data sources including the 

database from the World Bank, cannot define consumer savings.  

Notably, due to the shortage of information from the microeconomic level, policy 

implications related to the household and industry level are missing. Without this part, this 

paper cannot entirely demonstrate why a reduction in public ownership should lead to a drop 

in private savings. A solid way of solving this issue is to look at industry-level information 

and private household consumption decisions. Barry, Lepetit, and Tarazi (2011) have already 

looked into this field. They demonstrated that a change in bank ownership structure should 

result in different levels of risk-taking based on banks’ balance sheets. In their view, “as bank 

supervisors provide guidelines for banks on safety and soundness, a close look at both 

ownership structure and the nature of equity could be important” (Barry, Lepetit, and Tarazi 

2011, 26). Detailed balance sheet information on publicly owned banks, such as extent of 

loans and debt-equity ratios that could help to establish a comprehensive design, should be 

considered in the future. 

Furthermore, although there is a strong correlation between private savings and publicly 
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held banks, it is hard to infer causation between these two variables. This limitation might 

matter because private savings is correlated with many other variables, but demonstrate the 

reverse causal relationship between private savings and bank liberalization could be 

problematic. Rajan and Zingales (2003) have identified the similar problems when 

distinguishing correlation from causation. They have documented that it is hard to establish 

cause and effect relationship between openness and financial liberalization (Rajan and 

Zingales, 2003). With regard to the present paper’s hypothesis, it might be that private 

savings are feeding back into the political system, and societies with high private savings 

might demand that a government control the banking system, although this might not be very 

likely, and thus reverse causality might not be problematic in this setting. 
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CHAPTER 3. CONCLUSION AND POLICY IMPLICATIONS  

Private savings are quite important in the process of globalization and variations of 

savings results in a current global imbalance. This thesis elaborates on the determinants of 

private savings and explores the relationship between savings and bank privatization, finding 

that private savings will tend to decrease after banking systems are privatized. A larger share 

of state-owned banks affects the openness of the financial system, and whether a country 

needs to open a financial market has been subject to substantial controversy. Researchers in 

favor of financial liberalization think that competition from foreign peers can lower the cost 

of financing to stimulate more private sector investment and business growth (Bekaert and 

Harvey, 2000). While the opposite opinion holds that allowing companies to finance abroad 

would reduce market liquidity in the domestic area, as well as have a negative influence over 

the development of the financial system (Moel, 2001). According to the hypothesis, if we 

assume the government policy makers want to improve the performance of financial systems 

and deregulate financial institutions, as a result, a huge amount of private savings from 

domestic banks would flow out. From this perspective, the key problem is not whether it is 

necessary to implement banking privatization, but whether the conditions for the 

implementation have already been met. The findings suggest that bank liberalization would 

change banks’ risk-taking behavior. Moreover, state-owned banks would provide convenience 

to politically associated clients and cause other risks of economic instability. 

First, replacing an inefficient banking system run by the government to an efficient one 



        

34 
 

would lead to a large number of financial institutions engaging in high-risk businesses. After 

decreasing controls on credit rationing, households would save less and potentially take out 

more loans. The high demand for financing would stimulate the supply of credit from banks, 

which may be problematic. The surge in bank liquidity and credit extension leads some 

bankers to expand the scale of assets and seek projects with strong profits, but ignore high 

risks. However, if banks take excessive risks and fail to get back payments, they may be 

unable to fulfill their obligations to depositors, therefore causing bank collapses. For instance, 

Lehman Brothers went bankrupt mainly because the company failed to estimate the risks and 

invested in subprime mortgages. If they get involved in risk-taking fields, it is important for 

regulators to judge risk-taking behavior and supervise the quality of loans, especially 

focusing on those balance-sheet exposures. 

Second, financial repression or a weak institutional environment would promote the 

development of the shadow banking system, which becomes far more problematic. Shadow 

banks replace some functions of commercial banks and get involved in large-scale financing 

and lending. Therefore, by expanding the actual money supply, the total amount of credit in 

society cannot be controlled, not to mention its multiplier effect. Shadow banks weakened 

macro-control ability of monetary policy, and with less own funds and insufficient 

information disclosure, there is no comprehensive monitoring to ensure financial security. 

Once in financial recession, the shadow banks’ bad debt could be massive. 

In addition, state-owned banks not only provide convenience for government-owned 

business or big enterprises，but also prefer to serve related groups. Reducing government 
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interventions over the financial system would damage the interest of those groups. Thus, 

efforts to implement this policy would probably face more obstruction than other regulations. 

Levine (2003) examined the efficiency of private monitoring of banks and stressed the 

capability of government authorities. She claimed, “Implementation of these objectives may 

hurt extremely powerful groups in society and thus reduce the probability of successfully 

initiating reform to boost information disclosure” (Levine 2003, 17). 

Moreover, in order to privatize their banking systems, governments would abolish 

restrictions on setting interest rates, which would be more determined by the fund supply and 

demand in the market. Therefore, less government intervention in the banking system would 

likely accelerate interest rate liberalization. The potential increase in deposit rates and 

decrease in borrowing rates would expand consumer demand for funds. Meanwhile, 

privatization makes for the intense competition within the banking industry and enables 

investors to outflow their capital from state-owned banks if the international capital account 

is open. For example, we can see that the 1970s financial reform in Latin America and the 

1980s financial liberalization in East Asia eventually led to severe crises. After these 

countries liberalized their financial institutions, large amounts of savings flowed out of the 

countries. The banks lost the ability to repay deposits, causing turbulence in financial markets. 

History provides a warning that financial deregulation would probably result in crises. 

Radelet and Sachs (1998) believe that policy mistakes lower the performance of international 

rescue projects, turning “the withdrawal of large amount of foreign capital into a full-fledged 

financial panic and deepened the crisis more than was either necessary or inevitable” (Radelet 
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and Sachs 1998, 1). 

Furthermore, according to my robustness checks, there is an inverse relationship between 

private saving rates and household consumption. When capital shifts from private savings to 

consumption, national income will increase, creating better domestic demand conditions. 

Nevertheless, a lot of money in the market might lead to inflationary pressures that reduce 

households’ purchasing power gradually. In the medium to the long run, since privatization 

motivates households to get loans from banks, household indebtedness reduces the likelihood 

of individual investment and the overall national economy would be affected negatively.  

China’s banking sector has already begun to test the waters of financial reform. Since 

2003, the country gradually deepened the market-based reform of interest rates that narrowed 

the gap between one-year borrowing rates and one-year lending rates. As Beck (2005) and 

other scholars stated, private ownership structure would be more effective than state-owned 

banking systems (Beck et al. 2005). However, as long as China has closed its capital account 

and protected the interests of politically favored clients, the contribution of liberalizing 

banking systems is limited. In fact, the funding sources for China’s banks are mostly 

household savings and are highly profitable from leverage. Publicly owned banks would 

prefer to serve state-owned firms and government, leaving small and medium-sized (SMEs) 

companies and households to rely on passive borrowers to make loans (Clarke et al, 2001). 

Thus, they have to finance from shadow banks, with potential huge credit risks and risk 

multiplier effect. This process hurts the stability of China’s economy. In contrast, if Chinese 

banks were privatized and China opened the international account, the process would 
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stimulate consumer spending and sharply reduce private savings. As banks cannot get lending 

sources, capital outflow would hurt the profits of main beneficiaries. That is why China is 

opening its banking sector gradually, not only to avoid bank collapse, but also to balance the 

economic stability and take care of the interests of all concerned parties. 

In fact, as government control over a banking system affects banking restructuring, 

privatization of the banking system needs to be considered as a part of a larger financial 

reform. There is no right or wrong for changing household and firm behavior in accumulating 

private savings, but how to keep sustainable economic growth is what policy authorities need 

to think about. Thus the findings of this paper indicate that a strong supporting policy needs 

to be in place safe guarding sustainable socioeconomic outcomes. In consequence financial 

reforms have to be an integral part of a wider policy reform initiative instead of an isolated 

package of reforms solely geared towards achieving short-run financial market efficiency 

gains. 
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APPENDIX 

 

Table 1: Variable descriptions 

Variable Short form Source Description Notes 

Private savings Private savings World Bank (2013)  World Bank Indicators (2013) 

Household final 

consumption expenditure  

Household final 

consumption 

World Bank (2013) 

 

Household final consumption 

expenditure (percent of GDP) 

World Bank Indicators (2013) 

GDP growth  GDP growth rates World Bank (2013) GDP growth (annual percent) World Bank Indicators (2013) 

GDP per capita  GDP per capita World Bank (2013) GDP per capita (current US dollar) World Bank Indicators (2013) 

Age dependency ratio 

(working-age) 

Dependency ratio World Bank (2013) Dependency ratio (percent of 

working-age population) 

World Bank Indicators (2013) 

Real interest rates  Real interest rates World Bank (2013) Difference between the nominal 

interest rates and the inflation rates 

(percent) 

World Bank Indicators (2013) 

Inflation, Consumer 

prices  

CPI World Bank (2013) Annual percentage change of 

average consumer prices (annual 

percent)  

World Bank Indicators (2013) 

Political regime score 

 

Political regime 

score 

 

University of 

Gothenburg (2012) 

The extent of countries democratic 

regime 

Theoretical range from -10 to 

10 

Credit controls to private Credit control to IMF Working Paper Domestic credit to private sector  Theoretical range from 0 to 3, 



 

 
 

3
9
 

 

 

 

sector private sector (2008) with higher values associated 

with larger liberalized 

Interest rate controls Interest rate controls IMF Working Paper 

(2008) 

Administrative setting on interest 

rates 

Theoretical range from 0 to 3, 

with higher values associated 

with larger liberalized 

Entry barriers Entry barriers IMF Working Paper 

(2008) 

What extent does the government 

allow foreign banks to enter into a 

domestic market 

Theoretical range from 0 to 3, 

with higher values associated 

with larger liberalized 

Prudential regulations 

and supervision of the 

banking sector 

Bank regulations IMF Working Paper 

(2008) 

Enhancement of banking 

supervision over the banking sector 

Theoretical range from 0 to 3, 

with higher values associated 

with higher regulated 

Capital account 

restrictions 

Capital account IMF Working Paper 

(2008) 

Restrictions on international 

financial transactions impose to 

give the government greater control 

over the flow of credit  

Theoretical range from 0 to 3, 

with higher values associated 

with larger liberalized 

Securities market policy Securities market IMF Working Paper 

(2008) 

The different policies government 

use either restrict or encourage 

development of securities markets 

Theoretical range from 0 to 3, 

with higher values associated 

with larger liberalized 

State ownership in the 

banking sector 

 

Privatization 

 

IMF Working Paper 

(2008) 

State ownership in the banking 

sector 

Theoretical range from 0 to 3; 

Rely on IMF staff reports and 

FSAPs, and World Bank’s 

privatization database to code 
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Table 2: Mean, variance, and standard deviation of independent variables 

Independent variable N Mean St. Deviation Min Max 

GDP growth rate (annual %)-gdpgrowth 1079 4.12 6.14 -13.12 151.8296 

GDP per capita growth (current US 

dollar)-gdppercap 

1080 8613.06 11858.29 112.7962 80959.98 

Household final consumption expenditure 

(% of GDP)-householdcons 

1084 64.11497 14.02756 -3.01405 126.2995 

Real interest rate (%)-realintrate 941 7.892707 15.07877 -97.81 132.9899 

Inflation, consumer prices –cpi 1017 32.28468 287.0204 -100.00 7481.664 

Dependency ratio 

(working-age)-agedependency 

1062 63.28844 18.21656 30.23902 116.4705 

Political Regime Score-p_politity2 846 5.070922 6.002538 -10 10 

Credit controls to private 

sector-creditcontrols 

736 2.2364 0.855346 0.00 3.00 

Interest rate controls-intratecontrols 736 2.65625 .7894123 0.00 3.00 

Entry barriers-entrybarriers 736 2.44 0.8833 0.00 3.00 

Prudential regulations and supervision of 

the banking sector-bankingsuperv 

736 1.55 1.003 0.00 3.00 

Capital account restrictions-intlcapital 736 2.34 0.912 0.00 3.00 

Securities market policy-securitymarkets 736 2.201 0.876 0.00 3.00 

Bank ownership-privatization 736 1.796 1.15 0.00 3.00 

Sources: own calculation based on WDI, 2013  
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Table 3: The relationship between independent variables and dependent variable (private saving rates)  

Sources: own calculation based on WDI, 2013 

 

 

 

 pri~in

gs 

Gdpgr

owth 

Gdpp

ercap 

Age~n

cy 

p_poli

ty2 

cpi Realin

trate 

creditc

ontl 

Intlcapi

tal 

Entry

bar~s 

Securi

tym~s  

banki

ngs~v 

intrat

eco~s 

privatiz

at~n 

pri~ings 1.000              

Gdpgrowth 0.130 1.000             

Gdppercap 0.212 -0.098 1.000            

Age~ncy -0.365 -0.091 -0.462 1.000           

p_polity2 -0.164 -0.133 0.399 -0.412 1.000          

cpi 0.0001 -0.206 -0.068 0.029 0.001 1.000         

Realintrate -0.236 0.080 -0.175 0.218 0.031 -0.256 1.000        

Creditcontl 0.165 0.085 0.497 -0.397 0.322 -0.118 -0.130 1.000       

Intlcapital -0.061 0.094 0.449 -0.297 0.367 -0.157 0.050 0.439 1.000      

Entrybar~s -0.046 0.008 0.305 -0.401 0.322 -0.133 -0.159 0.297 0.472 1.000     

Securitym~s 0.302 0.070 0.599 -0.621 0.332 -0.070 -0.211 0.395 0.525 0.449 1.000    

bankings~v 0.146 0.129 0.555 -0.522 0.456 -0.111 -0.147 0.447 0.485 0.502 0.548 1.000   

intratecon~s -0.085 0.039 0.263 -0.062 0.330 -0.111 0.289 0.338 0.472 0.284 0.245 0.320 1.000  

privatizat~n -0.103 0.134 0.298 -0.034 0.181 -0.134 0.015 0.372 0.515 0.298 0.251 0.463 0.535 1.000 
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Table 4: Correlation matrix between variables 

Independent  Relationship to Dependent variable (Private savings % of GDP) 

GDP growth rate GDP growth rate has positive correlation to private savings 

GDP per capita  GDP growth rate has positive effects on private saving rates 

Dependency ratio (working-age) Younger generation of dependency ratio has negative relationship with private saving rates 

Real interest rate (%) Increase real interest rate is predicted to decrease private saving rates 

Consumer price index (2005 = 100) CPI has positive relationship with private saving rates 

Political Regime Score-political regime Political Regime Score-political regime has negative relationship with private saving rates 

Credit controls to private sector More credit to household consumption will lead private savings to increase 

Capital account restrictions Capital account restrictions on international financial transactions is predicted to diminish private 

saving rates 

Interest rate controls Interest rate controls have negative relationship with private saving rates 

Regulations and supervision of banks Prudential regulations and supervision of the banking sector is predicted to raise private saving rates 

Entry barriers-entry barriers Entry barriers have negative relationship with private saving rates 

Securities market policy Securities market policy is associate with positive private saving rates 

State ownership in the banking sector Increase privatization in bank sector is predicted to decrease private saving rates  
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Table 5: Estimated coefficients for determinants of private saving rates 

 

Log private 

savings 

(1) 

OLS 

(2) 

OLS 

(3) 

OLS 

(4) 

OLS 

(5) 

OLS 

(6) 

OLS 

(7) 

OLS 

GDP growth -.1426026*** 

(0.0471871) 

-.1309796*** 

(.0474364) 

-.1395784*** 

(.0472124) 

-.1386253*** 

(.0472413) 

-.1468008*** 

(.0471095) 

-.1541624***   

(.0464219) 

-.1230871***   

(.047122) 

GDP per capita -.0001864*** 

(.0000595) 

-.0001937*** 

(.0000594) 

-.0001958*** 

(.0000597) 

-.0001936*** 

(.0000596) 

-.0001075***   

(.0000599) 

-.0001852***   

(.0000584) 

-.0001982***   

(.000059) 

Age 

dependency 

ratio, young 

-.2036387*** 

(.0718783) 

-.2324293*** 

(.0727508 ) 

-.216036*** 

(.0719198) 

-.2104118***   

(.0718137) 

-.2220786***   

(.0716865) 

-.1307524* 

(.0727799) 

-.2112926***   

(.0711642) 

Real Interest 

rate 

.0021953 

(0.0149769) 

.0067164 

(.0150435) 

.0.0036059 

(.0149626) 

.0000215 

(.0152838) 

.0086137 

(.0150655) 

.00041224   

(.0146793) 

.0016478   

(.0148444) 

Inflation (CPI) .0016063*** 

(.0004835) 

.0014916*** 

(.0004847) 

.0016142*** 

(.0004846) 

.0014131*** 

(.000502) 

.0016885***   

(.0004843) 

.0015329***   

(.0004743) 

.0012449***   

(.0004905) 

Political 

regime score 

-.4407726*** 

(0.0842069) 

-.4444528*** 

(.0840753) 

-.4534641*** 

(.0843874) 

-.4284945*** 

(.0856431) 

-.4622441***   

(.0841577) 

-.4234747***  

(.0827762) 

-.4147327*** 

(.0840922) 

Credit controls .6651304 

(0.439176) 

      

Capital 

account 

restrictions 

 -.6489518* 

(.3734041) 

   

Interest rate 

controls 

  -.5705305 

(.4586787) 

    

Entry barriers    -.4929155 

(.4240147) 

   

Bank 

supervison 

    .9277341**   

(.4099668) 

  

Securities 

market policy 

     2.134963***   

(.4885926) 

 

Privatization       -1.020799*** 

(.3297598) 

Constant 37.23857 41.0206 40.06431 39.19627 38.37043 29.79033 39.78282 

Number of 

observation 

531 531 531 531 531 531 531 

Number of 

countries 

61 61 61 61 61 61 61 

Overall R 

squared 

0.2135 0.2029 0.1948 0.2000 0.2336 0.2231 0.2069 

Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1；The regression is based on an OLS specification with 

time and country fixed effects.  
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