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Abstract

This paper studies the saving behavior of rural households in Vietnam from two
aspects: volume of savings and methods of saving. Two econometric models are con-
ducted, the first one is a panel data model, used to examine the determinants of
household saving; and the second one is a multinomial logit model used to investi-
gate how a household chooses the way to save. Both models are based on the life
cycle theory of saving and the permanent income hypothesis. We find that the house-
hold head’s age, education and gender are closely related to their saving behavior.
And the impact of these variables takes different patterns between the two models.
The results are useful for further research in forecasting household savings as well
as in micro finance to find a better way of serving people who live in rural areas.
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1. Introduction
Domestic saving, including household sav-

ing, plays an important role in economic
growth, especially for countries in the process
of capital accumulation like Vietnam. In the
last two decades, total investment in Vietnam
has been continuously rising from 34.2% in
2000 to 42% in 2010 (GSO), and is considered
as one of the most important sources of
Vietnamese economic growth (Nguyen Ngoc
Son and Tran Thanh Tu, 2007). The amount of
this capital comes from the savings of both the
foreign sector and the domestic sector. Nguyen
Ngoc Son and Tran Thanh Tu (2007) showed
that savings from domestic households took a
considerable proportion, by approximately
35%, of the total savings in the economy.

There are different theories to explain why
and how people consume and save, among
them, two dominant ones include: the life
cycle hypothesis (Modigliani and Brumberg,
1954), and the permanent income hypothesis
(Friedman, 1957). According to the both theo-
ries, people are optimizing their lifetime utili-
ty by smoothing their consumption over time
according to their expectation about total life-
time income.

Empirical studies also stress the role of sav-
ing as a means for an individual to help him or
her self overcome unexpected shocks such as
illness, job loss or natural disaster that affects
their income (Newman et al, 2006). In devel-
oping countries, especially in rural areas,
where the micro-finance system and social
welfare are still immature, household savings
play an even more important role in people’s
lives, as they have not many choices for
financing themselves in difficult times.

Another important aspect of household sav-
ing is the method of saving. In Vietnamese
rural areas, households often use traditional
methods to invest their money, such as private
loans, buying gold or foreign currency and
keeping them at home. These types of savings
are not encouraged in a modern society: While
private loans are not protected by laws and
that can lead to fraud – in effect this has hap-
pened often in the past. Buying gold or for-
eign currency is a safe channel of saving but it
does not contribute the resource to production
activities, and hence does not help economic
growth.

Based on these arguments, studying saving
behavior of households in rural areas has prac-
tical meaning and policy implications. On the
one hand, it helps to produce a better forecast
of household savings, which can be served as
an input for making decisions in the micro
finance network to absorb the resource. On the
other hand, knowing how people save will also
help policy makers find out how to improve
the operation of the microfinance network so
that it can be more attractive to households.

This article is organized as follows: Section
2 presents a literature review on related stud-
ies. Section 3 is the empirical part, which pro-
vides two econometric models: the panel data
analysis models to study the determinants of
household savings, and the multinomial logit
model to examine which factors affecting the
choice of saving method. The final section
draws some conclusions and makes some pol-
icy recommendations.
2. Theoretical foundation and empirical

studies about household saving and meth-
ods of saving
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Empirical studies about household saving
mainly based on two theories: permanent
income hypothesis by Friedman (1957), and
life cycle hypothesis by Modigliani and
Brumberg (1954).

The permanent income hypothesis predicts
that a person only changes his consumption
pattern when a long-term change in his future
income is expected, otherwise he just smooths
consumption over time based on his lifetime
income. According to this hypothesis, studies
about saving and spending behavior can pre-
dict people’s expectations about their future
economic situation.

The life cycle hypothesis (Modigliani and
Brumberg, 1954) states that individual saving
patterns will change depending on the living
stage of that individual. In general, a typical
person experiences three stages in his life:
young age stage, laboring age stage, and retire-
ment age stage, and he is a net consumer in the
first and the last stage, and a net saver in the
middle stage.

These theories are the foundation of studies
about saving behavior at the macro level as
well as the household level. For instance,
Doshi (1994) used data from 129 nations to
conduct research about factors that affect sav-
ing ratio. The author used an econometric
model with the saving ratio as the dependent
variable, and a set of independent variables
including: percentage of children under 14
years old, elders over 65 years old, average life
expectancy, and other control variables such as
average GNP or GNP growth. They found that
apart from other covariates, age-structure vari-
ables are closely related to saving ratio, which
is consistent with the life cycle hypothesis.

The same results are also found in other stud-
ies, such as by Jeffrey (2011), or Kim (2010)
about household saving in the US.

In the case of developing countries that have
rapid change in demographics and income,
demographics are also considered as an impor-
tant factor influencing saving ratio. Modigliani
and Cao (2004), for example, have conducted
a research on saving ratio in China during the
period 1954-2000 and found that in addition to
income, the ratio of laborers over children
plays a significant role in saving behavior as
well as explains the high saving ratio since
China renovated its economy.

The above studies examine individual sav-
ing behavior at the macro level, in which
demographic elements can be measured direct-
ly and reasonably as the proportion of people
at each age in the economy. However, because
of measuring at the macro level, the studies
cannot examine the role of individual charac-
teristics such as education, gender or personal
income. As such, studies at the individual level
or household level are called for. Along with
this line is included a study by Abhijit
Banerjee et al. (2010), in which the authors
examine the household saving behavior in
China using the 2008 data. In this study, the
authors take a household as the unit, and use
an econometric model to measure the effect of
explanatory variables including demographic
variables such as the household head’s age,
gender, education, and household age structure
variables such as number of children, gender
of the oldest child, or age of the youngest
child. The result is also consistent with the
findings at the macro level.

In Vietnam, there are some studies about
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household saving. One was done by Neuman
et al. (2010). In this work, the authors use the
data from a survey on access to Vietnamese
households’ resources collected in 12
provinces, in the years 2006, 2008 and 2010.
The focus of this work is on the role of social
organizations such as the farmers’ union and
women’s union in household saving. The
authors classify households into two groups:
one that chooses the formal way of saving and
the other that chooses the informal way of sav-
ing. In this model, they also include the vari-
able “age”, however, this variable takes only
the form of power of order one. Hence it cap-
tures only the monotonic effect of age on sav-
ing behavior. This is not consistent with the
life cycle hypothesis, in which the age effect is
nonlinear: people save nothing at an early age,
then save more at working age and save less at
old age. Furthermore, although the data from
this survey includes useful information, it does
not include data on expenditure and the
authors have to estimate it indirectly. Thus, the
measure of saving in this work may not be pre-
cise.

Our study differs from the study of Newman
in two points: first, we focus more on the role
of the households’ age structure, which repre-
sents for the life cycle hypothesis, hence the
result may be more precise, and second,
instead of using two ways of saving, we
emphasize four ways of saving: loans, buying
gold or foreign currency, banking deposit, and
investments. This way of classification will
provide a more comprehensive picture of the
saving behavior of households. Furthermore,
we use the data from VHLSS, which is nation-
wide. Therefore, we hope that this article will

contribute new insights to the literature of the
study on Vietnam household saving.
3. Household savings and method of sav-

ing – models and estimations.
In this section we will examine household

saving from two aspects: the method of saving,
and the volume of savings. We construct one
model for each aspect: a multinomial logit
model to investigate the issue of how a house-
hold chooses the way to save; and a panel data
analysis model to examine the determinants of
household savings.

Data used in this section come from the
Vietnam Household Living Standard Survey
(VHLSS) 2008 and 2006. The reason we do
not use VHLSS 2010 is that the survey in year
2010 does not provide information that can be
merged with data from previous surveys.

3.1. Descriptive analysis of household sav-
ings

In general, the method of saving in Vietnam
may be divided into 4 types: Private loans,
Buying gold or foreign currency, Bank deposit,
and Investment.

The four types of savings differ from one
another in many aspects including the level of
risk, the expected rate of return, liquidity and
the matter of convenience. Hence, households
make decision on how to save their money
depending on their purpose for saving, their
attitude toward risk and other household spe-
cific characteristics. The Table 1 shows some
descriptive statistics of the four types of sav-
ings in the sample:

Table 1 shows that savings of an average
household increased remarkably from year
2006 to year 2008: it nearly doubled in each
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type of saving. Looking at the data on income
we realize that the increase in savings is near-
ly the same as the increase in income. It may
imply that people expected a dim perspective
in the economic situation in the future, and
hence they saved nearly all the extra money
that they earned in year 2008.

Table 1 also reveals that private loans and

buying gold – foreign currency were the most
preferred channels of saving in both year 2006
and 2008: the number of households that chose
the former was as much as double the number
of households that chose the latter. However,
year 2008 observed a shift from informal sav-
ing to formal saving in terms of volume of sav-
ings as well as the number of households.

Table 1: Descriptive statistic of 4 types of savings, in 2006 and 2008
(Unit: thousand Vietnam dong)

Table 2: Method of saving and age of household head in 2008, (Unit: %)

Source: Author’s calculation bases on VHLSS
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Saving method may also depend on the atti-
tude toward risk, which in turn may be closely
related to age. Young people are considered to
be more risk tolerant compare to the old
(Morin and Suarez, 1983). As a household is
taken as the unit of observation, we take the
household head’s age as the measure of age
when making decisions on the method of sav-
ing of a household. This is a reasonable
assumption as in the rural area the household
head is often the decision maker for the house-
hold in big issues.

There are some remarkable findings accord-
ing to Table 2. First, the proportion of invest-
ment in group 1 and group 2 are 19.43% and
20.02% respectively, which are higher than
group 3 and group 4 (16.64% and 13.33%). It
is concluded that younger households prefer to
invest their money rather than older house-
holds. In contrast, the proportion of house-
holds choosing bank deposits in the older
groups is higher than in the younger groups.
Private loans and buying gold-foreign curren-
cy are preferred in all 4 types of saving. It
implies that the formal channels of saving
money, such as deposits and investment, are
not used commonly in rural areas in Vietnam.

Gender may affect the way of saving, as
females and males are different in attitude
towards risk in which females are found to be

less risk tolerant than males (Booth and Nolen,
2009). The association between the gender of
household head and types of saving is reported
in Table 3.

The Chi-square test is applied to test the
relationship between household’s gender and
types of saving. With probability p = 0.06, the
results show that there is a connection between
gender and types of saving. The data in Table
3 suggests that investing money is more pre-
ferred by male households than female house-
holds, while female households prefer saving
more than male households.

Saving methods could also be influenced by
the amount of household savings. Households
with a small amount of money, such as 3-5
million VND, often has less incentive to
deposit or invest, so they may choose to buy
gold or foreign currency. The table 4 shows the
distribution of saving methods that are based
on the household’s amount of money, in which
the amount of savings is divided into 4 quin-
tiles (namely q1, q2, q3, and q4), in which
quintile 1 indicates 25% smallest amount and
quintile 4 25% largest amount of savings.

Table 4 shows that private loans and buying
gold or foreign currency are far more preferred
by all quintile groups. This is illustrated by the
high proportion of private loans and buying
gold or foreign currency compared to the other

Table 3: Method of saving and households’ gender, 2008, (Unit: %)
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two types. There also exists differences
between quintiles in choosing types of saving
in which the poorer households tend to prefer
private loans more than the richer households,
and do not like buying gold – foreign currency
as much as the richer households do.

With that statistical evidence, we now
process to an econometric model to quantita-
tively evaluate the impact of each factor on
household’s choice.

3.2. Quantitative analysis of household
savings

Because the independent variable is the
qualitative data with 4 different values, we use
the multinomial logit model to examine the
impact of factors that affect the saving’s meth-
ods of households.

The general form of multinomial logit
model:

Assume that a dependent variable y can fall
into J groups, and the probability for y to fall
into group i can be written as:

Where:
i : the index of observations
X: vector of explanatory variables.

βj: vector of coefficients in equation j
In the multinomial logit model, the object of

interest is the relative risk rate (rrr), which is
calculated by the following formula:

The relative risk rate shows the probability
of choosing group m compared with the prob-
ability of choosing group n at given values of
the explanatory variables X (normally at the
average values of the X).

In this model, the following variables are
used:

Age: Age of a household head, a categorical
variable, taking values from 1 to 4 for a person
from 20-35, 35-50, 50-65 and 65+ year of age,
respectively. This variable is included to take
into account the fact that young people may be
more risk tolerant than old people.

Table 4: Types of saving and amount of savings (by quintile) (2008)
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Education: Education of a household head,
a categorical variable, taking value from 1 to 3
for a person with primary school education,
high school education, and higher than high
school education, respectively. This variable is
a proxy for cognitive ability. People with bet-
ter education may have better knowledge
about how to use their money.

Female: Gender of a household head, taking
value of 1 for female and 0 otherwise. This is
also to take into account that females may be
different from males in attitude toward risk tol-
erance.

Formal: Security status of a household
head, taking a value of 1 if the person has
social security, 0 if otherwise. An unsecured
person may be more risk averse than a secured
person, so they may have a different prefer-
ence over the choice of saving.

HH savings: household savings, equal to
household disposable income minus consump-
tion, measured in thousands of VND.

Hhsize: The size of housedholds, which is
calculated by the number of household’s mem-
bers.

The estimated results are given in the Table
5.

Table 5 consists of three panels, presenting
the estimated results for option “private loan”,
“buying gold-foreign currency”, and “invest-
ment” respectively. These results are to com-
pare with the base option - “bank deposit”-
which is left out. We consider “bank deposit”
as the safest option and make it the base option
to compare with other options2. The first col-
umn titled “rrr” indicates the marginal impact
of each factor to the relative risk rate. The next

column presents the t-ratio of βj , the reason
for this data to be presented in this column is
this: the coefficient in column “rrr” always
take positive values, hence it does not tell us
the direction of impact so we need to look at
the numbers in column “t”.

From Table 5, we can draw some remarks as
follows:

Age1: The coefficients on variable age1 are
negative and significant in all three panels. It
means that there exist differences in choosing
types of saving among households with a dif-
ferent household head’s age. More concrete,
panel 1 tells us that compared with group
age_1, the rrr of choosing “private loans”
over “bank deposit” by group age_2 is lower
by 0.38 (calculated by the average value of
other variables in the model). Similarly, the rrr
by group age_3 and group age_4 are lower
than group age_1 by 0.30 and 0.34, respective-
ly. The same tendency can be seen in panel 2
and panel 3 which show the impact of age
groups on the rrr of choosing “by gold–foreign
currency” and “investment” over “bank
deposit”. Overall, it can be said that house-
holds with a young household head are more
likely to choose “bank deposit” over other
types of saving than the households with an
older household head. At first glance, this
result may indicate that young people are more
risk averse, but it may reflect the fact that
young people prefer a formal way of saving
and choose to put money into the bank.

Gender: Table 5 shows that the coefficient
on variable “female” is negative and statisti-
cally significant with the option “buying gold-
foreign currency”, and insignificant with the
other two options. It implies that females tend
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Table5:Theestimatedresults foroption“private loan”,“buyinggold-foreigncurrency”,and“investment”
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to choose “bank deposit” over “buying gold-
foreign currency” more likely than males.

Education: the coefficients on variable
“edu” show the same tendency for the whole
three panels: it is significantly negative with
edu_1 and insignificant with edu_2. It implies
that people with an education of level 0 and
people with an education of level 2 have the
same preference toward saving types, while
people with an education of level 1 tend to pre-
fer “bank deposit” to the other three types.

Social Security: the result shows that the
insurance status of the household head is asso-
ciated with the choice of saving. The coeffi-
cient on the variable “formal” is negative and
significant in the first and the second panel,
and insignificant in the third panel. It implies
that households headed by an insured person
are more likely to prefer “bank deposit” over
“private loan” or “buying gold- foreign cur-
rency”.

The coefficient on “hhsavings” is insignifi-
cant in all three panels, and that on “hhsize” is
positive and significant in the last two panels.
It may imply that the way a household choos-
es to invest does not depend on the total
amount of their savings, but savings per head.

To evaluate the impact of factors on the
households’ saving, we use the following
model:

Consumptionit = β1 = β2Ageit + β3pt1it +
β4pt2it + β5pt3it + β6incomeit + β7income2it +
β8Eduit + β9Inflationit + β10hhsizeit + ci + uit

The use of consumption as the dependent
variable instead of savings is just for conven-
ience of explanation.

Where i and t are the index of household

and time, other variables are defined as fol-
lows:

Consumption: (unit: thousand VND/ year)
household consumption

Age: Age group of a household head, a
dummy variable which takes a value of 1 for
the age from 20 to 35, a value of 2 with the age
from 35 to 50, a value of 3 with the age from
50-65, and a value of 4 when the age is greater
than 65.

Other variables of age groups:
Pt1: number of dependents in a household

under five years old.
Pt2: number of dependents in a household

aged from 5 to 15
Pt3: number of dependents in a household

aged above 65
Working age: number of people aged from

16 to 65, which is the base group, so is
dropped from the model.

Hhsize: size of households, which is calcu-
lated by the number of household’s members.

hhincome: household disposable income,
unit: thousand VND

hhincome2 = hhincome2: this variable is
included in the model to control the nonlinear-
ity between income and saving. According to
the saving theory, the saving rate generally is
U-shaped, in which very rich households or
very poor households often have a low saving
rate, while the middle households may have a
higher savings rate.

Edu: Education of a household head, a
dummy variable taking the value of 1 for peo-
ple who have a primary degree or lower, value
of 2 for people who have a high school degree,
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and value of 3 for people who have a degree
higher than high school.

Inflation: The inflation rate in 2008, it was
very high at around 20%, this may affect
household saving.

There are other variables which are includ-
ed into the model, such as gender or security
status of household head. However, these vari-
ables are not statistically significant and are
dropped out.

We estimate three models for three cases:
households with a male head, households with
a female head, and the full data set. The
Hausman test indicates that the fixed effect
model is more appropriate, which is expected

as it is more likely that there exist some house-
hold specific characteristics that may affect
household consumption but are unobserved
such as the habit of consumption or risk aver-
sion attitude. The result is presented in Table 6.

The estimated results of fixed effects model
are shown in Table 7.

From Table 7 it can be seen that:

Age: The coefficients on the variable “age”
are statistically insignificant in the three mod-
els with the exception of age_4 in the model
with a female head. It may imply that con-
sumption depends mostly on the need of the
whole household and not the gender of the
head. This is consistent with the normal prac-

Table 6: Hausman test for fixed effect model versus random effect model
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tice in the Vietnamese rural area in which a
female adult may take care of the daily con-
sumption for the whole family, and this person
may be or may be not the household head.
Among households that have a female head,
who is likely to take care of the household con-
sumption, it can be seen that the household
head’s age may have an effect on consumption
and hence saving: a household with an older
head consumes less and saves more, condition-
al on other variables in the model.

Dependency ratio:
The coefficient of variable Ptkit (k=1,2,3)

indicates the change in household consump-
tion if the household has one more person in
age group k and one person less of working
age. The coefficients on Pt1it, Pt2it and Pt3it

are all statistically significant in the three mod-
els, with some exceptions. It means that the
age-structure of a household has an effect on
household savings.

One interesting point that can be made is
that the priority of consumption changes in
households with female heads and that with
male heads: while female heads put more pri-
ority on the elderly (coefficient on pt3 is posi-
tive), the male heads put more priority on
working people (coefficients on pt1, pt2 and
pt3 are all negative).

Income: The coefficient of a variable
income is significant in the last two models
and is significant in the first model. This could
be the consequence of multicollinearity
between income and income2 (the correlation

Table 7: Households consumption and its determinants
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coefficient between two variables is 0.8). The
coefficient on Income2 is positive and signifi-
cant in all three models, meaning that the mar-
ginal propensity of consumption is not
decreasing but increasing. It is consistent with
the fact that the standard of living in rural areas
is still low, and people in general are still in
need of consuming much more.

Education: The results show that for house-
holds with a female head, a higher education
leads to more consumption and hence less sav-
ings, ceteris paribus. For households with a
male head, the relationship is not significant.
4. Conclusions and recommendations
This paper studies the saving behavior of

rural households in Vietnam from two aspects:
how much and by which method they save.

We find that people in rural areas still far
prefer informal ways of saving, include private
loans and storing of gold – foreign currency
over formal ways such as bank deposit or

investment. As these informal ways of saving
are not encouraged, a better micro finance sys-
tem is indeed called for.

The results also show that the way people
save is not random but closely associated with
different characteristics of the household head
and age structure of the household. So policy
makers should take this into account when
forming policies related to the micro finance
network in order to encourage people to use
the formal way of saving.

The empirical part of this paper on determi-
nants of saving, shows that household saving
depends on its age-structure, apart from other
social-economic factors. And the impact of
young dependents may be different from that
of old dependents. The paper gives a signifi-
cant policy implications to make forecasts
about household savings in the future which is
an important factor to plan the policies for sus-
tainable growth, especially when the age-
structure in Vietnam is changing quite fast.
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