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ABSTRACT 

 In developing countries where agriculture holds a key position savings have been 

accepted as one of the crucial factors affecting the process of economic development. But by 

a large there is an impression that marginal propensity to consume is high among the 

households of Shimla district and their capacity and desire to save is low. The impression 

has, however, not been scientifically tested and substantiated due to lack of reliable data on 

income, expenditure, consumption and saving behavior of households of Shimla District. It is 

because of this reason that the study has been undertaken. Two separate multiple linear 

regression models were fitted for saving and investment. The paper found that levels of 

income, educational status, occupation, have positive influence on saving, the number of 

dependents exerts a negative influence on saving. The paper further explains that age 

composition and assets do not have a significant effect on saving. The factors that drive 

household investment are occupation, expenditure, assets and saving. The paper concludes 

that government, private sector or other financial institutions must make policies that work 

towards improving saving and investments in the district. 
 

KEYWORDS: Savings, Investments, Household Income, Dependents, Assets.  
 
INTRODUCTION 
 The developing countries like India need funds for economic development and 

growth. The three variables that measure the growth of an economy are Income, Savings and 

investment. While investment is the single most factors for the development of an economy, 

it is savings which provides the basis for investment. Savings appears to be crucial variable 

indicating the capacity or willingness of an economic unit to forego current consumption by 

channeling a part of the resources to capital formation. Investment in its broadest sense, 

means the sacrifice of certain present value for (possible uncertain) future value. A distinction 

is often made between investment and savings. Savings is defined as foregone consumption; 

investment increases national output in the future.  

 

 



JOURNAL OF INTERNATIONAL ACADEMIC RESEARCH FOR MULTIDISCIPLINARY 
Impact Factor 1.393, ISSN: 2320-5083, Volume 1, Issue 10, November 2013 

 

664 
www.jiarm.com 

Need, Scope and Objective of the study 

 Money saved is of no use if it is not invested in some productive assets or capital 

goods. After investment in productive areas, it enhances the national product or per capita 

income and raises the standards of living of the households.  

Saving and investment are necessary engines for capital formation hence economic 

growth. It is said that saving constitutes the basis for capital formation and capital formation 

constitutes a critical determinant of economic growth. Thus, to formulate or design 

appropriate theories or policies to boost saving and investment in the economy, it is important 

for one to better understand and appreciate the saving an investment characteristics of 

households. This study therefore is required to answer the questions such as in what form the 

households save and why? What factors influence saving and investment behavior in rural 

households? What financial avenues are available for household to save? Thus, the present 

study is an attempt to throw light on the saving and investment behavior of the households of 

Shogi in Shimla District. 

Materials and Methods 

Sources of Data 

Primary data was collected from suburbs of Shimla. Interviews and discussions were 

vigorously pursued with sampled households. This helped in gathering responses on savings 

and investments. Questionnaires were designed and used so as to facilitate the collection of 

data from households and key informants. The total sample size of 120 households was 

selected for the study. In order to eliminate any biasness in the choice of respondents 

stratified random sampling technique was used. The reference period for the survey was 

January-February, 2012. After data collection, code sheet was prepared with the help of 

filled schedules. All the relevant information was coded carefully and transferred to the 

tabulation sheets with the help of SPSS 11.5. The software was also used to fit in two 

regression models for saving and investment. 

 

Model adopted 

A linear saving and investment function is adapted from Rogg (2000) and Kibet et al. (2009). 

The study aims at testing the association between variables under study, assuming that they 

are linear. Separate regression models were fitted respectively for the determinants of saving 

and investment behaviour. 
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The linear multiple regression models for saving is of the form: 

Sav= α +   β 1 Age + β 2 Educ + β 3 Occup + B 4 Deps + β 5 income + B 6 Assets + μ 

Where, 

Sav= saving; Age= Age of the respondent; Educ= Educational Status of respondents; Occup= 

Occupation of respondent; Deps = Number of Dependents; Income= Income level of 

Respondents; Assets= Value of assets of respondents; μ = error term 

 

The linear multiple regression models for investment is of the form: 

Invest= α +   β 1 Age + β 2 Educ + β 3 Occup + B 4  Deps + β 5 Income + β 6 Exp  +  β  7 Assets 

+ β  8 Sav + μ 

Where, 

Invest =Investment; Age= Age of the respondent; Educ= Educational Status of respondents; 

Occup= Occupation of respondent; Deps = Number of Dependents; Income= Income level of 

Respondents; Exp= Expenditure; Assets= Value of assets of respondents; Sav= Savings; μ = 

error term 

 

Socio-Economic Profile of the Households 

 The socio-economic profile of the households constitutes a significant component in 

understanding the social structure of the district and by large of the society. The variables that 

relate to structural position are; age, education, occupation, income, expenditure, savings and 

investments. The age analysis helps in classifying the households to indicate existing 

population structure of the area. It is assumed that aged households give a mature insight into 

various changing dimensions of the society. Education affects employment chances and 

values of the households towards society. Occupation reflects the change from primary to 

new and traditional ones. The ever changing scenario with regard to income, expenditure, 

saving reflects changes in standard of living of the households and quality of life. The socio-

economic profile of the households reveals that the majority of the respondents were females 

as they constitute 68 percent of the total households covered under the study. This is due the 

reason that at the time of filling up of the questionnaires at the day time the male members 

were not present at home so the maximum respondents are females.  Education profile of 

households is 10+2 (43 percent) followed by matriculates and then below matric and graduate 

& post graduate respectively. Majority of households are from joint families. Income wise 

distribution reveals that 20 percent of the households have income in the range between Rs 
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11000 to Rs 13000 per month. Further the cross tabulation of education and income reveals 

that there is high positive correlation between the two. As the households who are better 

qualified is earning far more than those who are less qualified. Expenditure wise distribution 

of the households reveals that majority of the households (16 percent) spends between Rs 

3000 to Rs 5000 monthly. It is interesting to note that saving analysis reveals the same as 

expenditure. Nearly the household save and spend the same in a month. 

 

Results and Discussions 

During the personal interaction with the households it came into light that savings and 

investments are undertaken for handling emergencies such as funerals, accidents sickness 

etc., buying machines and assets for daily use, meeting children expenses for school etc., 

making provisions for retirement and availing luxury. 

Forms of Saving and Investment 

Out of the total sample (120) most of the respondents save in the range of Rs 500-1000.  A 

slightly lower 32 % sampled households practice investment in diverse ways. There 

respondents which accounts to 11.7 percent of the total who do not undertake any form of 

investment. 

 Table 1 Distribution of Households by Level of Financial Saving 

Saving 
Group 

Frequency Percentage (%) Cumulative Percent 

Nil 14 11.7 11.7 
1-500 4 3.3 15.0 
500-1000 56 46.7 61.7 
1000-1500 36 30.0 91.7 
1500-2000 2 1.7 93.3 
2000-2500 6 5.0 98.3 
Above 2500 2 1.7 100.0 
Total                                     120  

 Source: Primary Probe 

In the present study, the saving is mainly held in different nationalized banks, Post Office 

Deposits and LIC schemes in the area under study. Two major forms of savings were 

identified during the study are financial and non-financial. Financial include the savings 

made in banks and post office deposits etc and non-financial includes the investments in 

farmland, livestock, crops, poultry and other consumer durable. For the policy makers 

only the financial investments are of relevance as it helps them in taking various decisions 

on improving savings by rural households.  
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Determinants of Savings and Investment Behaviour 

A) Savings 

Households’ saving behaviour is largely influenced by several variables like the 

perceptions of those who save, their ability, willingness, objectives or motivations for 

saving and the opportunity to save. This deliberate decision on the part of the household 

to save in order to meet future needs depends on a number of factors. The factors 

normally considered as the determinants of saving include all the factors that affect the 

ability to save and the opportunity to save. 

The study examined the influence of different factors on financial saving and 

identified certain variables such as age of the head of the household, number of 

dependents, income level of household head and occupation of the head of the household. 

Table 2: Regression Estimates of the Saving Model 

Variable Co-efficient Sig T-value 
Age 0.026 0.788 0.270 
Education 0.158 0.001 1.656 
Occupation 0.002 0.983 0.210 
No. of Dependents -0.266 0.004 -2.959 
Income 0.021 0.000 0.016 
Source: Primary Probe    R2=0.097  F=2.438 

From the table 2, it can be seen that variables with significant influence on saving 

behavior, in that order are; income and educational status. The result of these variables 

supports the hypothesis that they have a direct and positive impact on saving behavior. 

The isolated factors, number of dependents, turned out to be a significant variable with 

negative sign. R-square of 0.097 was obtained which implies that 97 percent of the 

change in saving is attributed to the combined variations in the explanatory variables. The 

overall significance of a model is measured by using F-test. It has a value of 2.438 which 

is significant at 5 percent level. This means that the overall model has a good fit. 

 

Number of Dependents and Savings 

Dependency ratio is defined as the ratio of number of dependents over the total number of 

household members. From table 2, the coefficient of number of dependents is -0.266 

which implies that one more dependent will result in 0.266 rupees reduction in household 

saving. This will have a negative effect on the saving of the households. High dependency 

ratios or so many dependents indicate more consumption expenditures and hence lesser 

saving.  
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Table 3: Number of Dependents, Average Income and Saving 

No. of 
Dependents 

F Average 
Income(pm) 

Average 
Saving(pm) 

Saving Income Ratio 

0 6 4.33(12000) 3.67(200) 0.000 
1 32 3.63(7800) 2.25(646.67) 1.094 
2 42 3.81(9416.67) 2.43(735.42) 1.168 
3 16 3.75(8250.00) 2.50(475.00) 1.845 
4 16 3.38(7250) 1.50(168.75) 1.500 

5 and more 8 3.00(5250) 1.75(675) 6.750 
Source: Primary Probe 

 In the study, 5 percent of the households who have no dependents had the highest 

average saving income ratio of 0.833. About 27% households having one dependent each 

have an average income of Rs 7800 and an average saving of Rs 647 with a saving income 

ratio of 1.094 .Saving income ratio of households having 2 dependents is higher at 1.168 than 

those households with only one dependent. There are 13.33 percent of households with 3 and 

4 dependents each. These households save 18 to 15 percent of their income. As the number of 

dependents increases to 5 and more, the average level of income increased to Rs 5250. 

Education of the Head of the Household and Saving 

 From table 4, educational status is significant at 5 percent level with a coefficient of 

0.158. This means one more year of schooling will increase savings by 0.158 paise. The 

explanation is that higher one’s educational level the better his/her understanding and 

appreciation of the benefits of saving and hence higher saving. 

Table 4: Educational status of Respondents, Average Income and Saving 

Level of 
Education 

F Average 
Income(pm) 

Average 
Saving(pm) 

Saving Income Ratio 

Below Matric 16 8000 262.50 0.064 
Matric 42 8523.81 711.90 1.024 
10+2 52 8807.69 563.46 0.872 
Graduate 6 3333.33 1066.67 1.567 
PG 4 9000.00 250.00 0.723 
Source: Primary Probe 

The survey data point to the fact that the level of income is directly influenced by the level of 

education. The saving income ratio has also been influenced to some extent by the level of 

education. About 13.3 percent of households headed by people with least qualifications have 

a lowest saving income ratio of 0.064.  About 35 percent of households headed by people 

with matric as their qualifications have an average income of Rs8523 and a saving income 

ratio of 1.024. About 44 percent people are graduates.  Majority of the households 

interviewed among this category got the highest average saving of Rs 1066.67 and in turn 

saved the highest amount of 32 percent of their income. The last category of  respondents 
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who hold PG degree are very few in number so can’t give true picture but still holds second 

highest savings of 3 percent. 

Table 5: Occupation of the Head of the Household and Saving 

Occupation F Average 
Income(pm) 

Average 
Saving(pm) 

Saving Income Ratio 

Barber 8 10000 600 0.500 
Farmer 68 8029.41 572.06 1.418 
Tailors 22 9909.09 827.27 1.115 
Teachers 6 10000 233.33 1.446 
Others 16 6000 468.75 1.250 

Source: Primary Probe 

Occupation of the Head of the Household and Saving 

The occupation of the household’s head is yet another factor significantly affecting the saving 

differentials between households. Table 5 presents a clearer picture of the above discussions. 

In table 5 barbers have an average income lower than that of tailors who have a higher 

income ratio of 1.115. Farmers have an average income of Rs 8029.41 with a corresponding 

Rs 572.06 average saving and 1.418 saving income ratio. Teachers recorded a saving income 

ratio of Rs 1.446 higher than that of farmers and tailors. This may be attributed to the fact that 

they earn better income and are more expulsed to the importance of saving.Occupation 

groups such as traders, Postmen, carpenters, contractors, and pensioners saved only 8 percent 

of their average income over the period in reference. 

A coefficient of 0.002 on occupation in table 2 indicates the significant role occupation plays 

in determining the amount of saving by a household head. It is clear that occupational status 

has a bearing on one’s income level and by extension, the amount of saving at a particular 

moment in time. 

Table 6: Average Income and Saving of Different Income Group 

Income group F Average 
Income(pm) 

Average 
Saving(pm) 

Saving Income Ratio 

0-3000 16 3000 625.00 0.094 
3000-4000 8 4000 462.50 0.313 
4000-5000 16 5000 643.75 0.962 
5000-7000 8 7000 1250.00 0.652 
7000-8000 16 8000 425.00 0.375 
8000-10000 16 10000 475.00 0.929 
10000-11000 8 11000 775.00 1.200 
11000-12000 24 12000 491.67 0.756 
12000-15000  8 15000 550.00 1.417 
Source: Primary Probe 
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Income and Saving 

 The ability of a household to save depends greatly on the income of the head of the 

household. By this, income is considered as one of the most important explanatory variables 

of the saving of the household. An increase in income has been found to raise a household’s 

ability to acquire surplus funds. 

Clearly from table 6, income has decisive role to play in determining the saving behaviors of 

households. About 10 percent of people with incomes ranging from Rs 12000-15000 

recorded the highest saving income ratio of 0.417. in that order, 5 percent of households with 

income in the bracket of Rs 10000-11000 and who recorded the second highest average 

income of Rs 775 and has the second highest saving income ratio of 1.200. Households with 

income ranging from Rs 0-3000 recorded the lowest saving income ratio of 0.094. The 

income variable has positive coefficient of 0.001 which is significant at 1% level. It also 

means that holding the other explanatory variables constant, 1 Rupees more of income means 

0.001 rupees more of predicted saving. In short there is strong and positive correlation 

between income and saving. 

Investment 

 Households often consider investment as the movement of saving from current status 

of postponed spending to letting it work to earn money. Others also see investment as the 

acquisition of income-generating assets. No matter how people define investment  it is largely 

influenced by several variables including the perceptions of investors, their ability, 

willingness, motivations for investment and the opportunity to investment. A deliberate 

choice of households to invest depends on a number of interrelated factors. These factors are 

usually regarded as the determinants of investment behavior and include among other assets, 

income level, age, and educational status, and occupation, number of dependents, expenditure 

and saving of household head. 

 

Regression Estimates of Investment Model 

The study examined the influence of different factors on investment and identified certain 

variables like level of income, number of dependents, educational status, occupation, 

expenditure, age, assets and saving which have a considerable influence on investment.  
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Table 7: Regression Output of Investment Model 

Variable Co-efficient Sig T-value 
Age -0.001 0.992 0.010 
Education 0.092 0.319 1.000 
Occupation 0.156 0.089 1.715 
No. of Dependents -0.215 0.019 -0.386 
Income 0.217 0.007 2.419 
Expenditure -0.190 0.206 -0.837 
Assets 0.062 0.000 -0.680 
Savings 0.161 0.012 1.777 

Source: Primary Probe     R2= 0.180           F= 3.047 

R-square of 0.180 was obtained which implies that 18 percent of the change in investment is 

attributed to the combined variations in the explanatory variables. The overall significance of 

a model is measured by using F-test which is significant at 1% level. This means that the 

overall fitness of the model is good. From table 7, level of income is significant at 5 percent 

level with a positive coefficient of 0.217. This suggests that one rupee increase in income will 

increase investment by 0.217 rupees. This reinforces the impact of the income factor in the 

wealth accumulation processes of households. The coefficient of expenditure is -0.190 which 

significant at 5 percent level. Table 7 depicts that 0.062 is the co-efficient of assets. At 5 

percent level, assets are significant. This means that one rupee more increase in assets will 

lead to 0.062 rupees increase in investment. This is understandable in the sense that income 

generating assets will yield more income for reinvestment. Saving in this case is an 

independent variable of investment with a co-efficient of 0.161. Saving is significant at 5 

percent level. Investment will rise by 0.161 rupees if saving increases by one rupee. This 

refutes Say’s theory that, what is saved is automatically invested. 

Table 8: Financial Saving Avenues 

Avenues F % Average Saving 
Cooperative Bank 38 31.7 215.79 
Punjab National Bank 52 43.3 478.85 
State Bank of  India 14 11.7 764.29 
Post Office Deposits 6 5.0 1066.67 
Life Insurance Deposits 10 8.3 2060.00 

  Source: Primary Probe 

Table 8 outlines the different saving avenues which include Cooperative Bank, Punjab 

National Bank, State Bank of India, Post Office Deposits and Life Insurance Deposits. A 

significant number of people representing 43.3 percent saved at Punjab National Bank, 

followed by Cooperative Bank(31.7), State Bank of India( 11.7), while 5 and 8.3 percent 

saved with Post Office and Life Insurance schemes respectively. 
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Conclusion and Recommendations 

 There is the propensity to save and invest in spite of low income. There are factors 

having positive and negative influence on saving and investment behaviour of households in 

Shogi. Whereas the levels of Income, educational status, occupation, have positive influence 

on saving, the number of dependents exerts a negative influence on saving. The paper found 

that age composition and assets do not have significant effect on saving. The banks must 

organize intensive public education programmes for the people on the need to save because 

many heads of the households surveyed were not appreciating the essence of saving. 

Government should also boost saving through different programmes and schemes and NGOs 

should be encouraged to participate actively in the provisions of education most especially 

training in entrepreneurship skills and financial management. 
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