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Abstract 

The study examined the determinants of national savings in Nigeria for the period 1981-2015 using multiple 

regression model. National Savings is the dependent variable while the independent variables include gross 

domestic product, inflation rate, interest rate on deposits, budget deficit financing, financial deepening and age 

dependency ratio. The Augmented unit root test showed that all the variables employed are stationary after first 

differencing. The co-integration test revealed the existence of a long run equilibrium relationship among the 

variables. The results of regression analysis reveal that only financial deepening play significant role in 

contributing positively to national savings in Nigeria while the other variables are insignificant in determining 

national savings during the period under consideration. The study recommends among other things that national 

savings will be increased by government policies geared towards reducing budget deficits and increasing its 

revenue. Also, interest rate policy which would take into consideration the rate of inflation, the market conditions 

and the needs of the public in determining the level of interest rates should be pursued.  

Keywords: Multivariate analysis, inflation rate, interest rate, long-run equilibrium, gross domestic product 

1.0 Introduction 

 

According to economic theory, national savings is the aggregate of public savings and private savings of a country. 

Savings is one of the major determinants of economic activity in a country. It provides countries with the much 

needed capital for investment and related economic activities which, in turn, increases economic growth. Higher 

savings can help finance higher levels of investment and boost productivity over the long term. In addition, higher 

national saving would help to reduce persistent trade and current account deficits, increase capital formation and 

production activities that will lead to employment creation and reduce external borrowing of government. Indeed, a 

steady flow of savings is essential for a sustainable economic growth and also for maintaining inter-generational 

equity.  

 

The crucial role of savings in promoting economic growth and development of any country has received a lot of 

attention and cannot be overemphasized. The Harod (1939), Domar (1946)and Solow (1956) models of economic 

growth suggest that the level of savings is a key factor in determining growth rates. The endogenous theory 

pioneered by Romer (1986) and Lucas (1988) predict that the savings rate determines long-run growth as a higher 

saving rate leads to a higher economic growth rate.A country’s economic progress depends largely on its ability to 

mobilize the necessary savings to finance capital formation in order to raise its productive capacity (Ahmad and 

Marwan, 2003). Sajid and Safraz (2008) pointed out that savings need to be considered seriously if the growth is to 

be sustainable. The investment capacity of any country depends largely on the level of savings generated by its 

economy. Igbatayo and Agbada (2012) indicated that higher level of national savings translates to higher level of 

investment and higher output. 

 

More so, national savings have the capacity to reduce a country’s dependency on externalfinancing. Therefore, the 

inability of any country to generate adequate savings leads to foreign borrowing which has adverse effects on the 

balance of payments and increases the burden of servicing these loans in the future. This ultimately leads to 

economic retrogression instead of higher expansion of productive capacity. Malunond (2007) asserts that countries 

that depend on foreign sources to finance investments are highly vulnerable to external shocks. Hence, domestic 

savings will continue to be a priority as a source of investment financing in order to minimize vulnerability to 

international economic fluctuations.  
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Maintaining adequate or optimal level of saving remains a central policy concern in the developing economy. One 

of the basic requirements for understanding a nation’s potential for growth and for planning its development strategy 

is an evaluation of the potential for domestic savings. This can only be captured by studying consumption and 

saving behaviour in the aggregate economy. In the short run, spending dynamics are of central importance for 

business cycle analysis and the management of monetary policy. And in the long run, aggregate saving determines 

the size of the aggregate capital stock, with consequences for wages, interest rates, and the standard of living 

(Carroll, 2006). Consequently, a good understanding of the various influences on savings behaviour is a sine qua 

non of a successful savings mobilization strategy.  

 

The pivotal role of savings in economic growth and development has induced many researchers to continuously 

investigate those factors that influence savings (Gobna and Nurudeen, 2009).An in-depth knowledge of the 

determinants of national savings in Nigeria is necessary for economic planning and policy making. A good 

understanding of the nature of national savings behaviour will aid good policy decisions that will promote savings, 

investment and growth through capital formation (Umoh, 2003). From extant literature, there are several factors that 

can impact on the aggregate savings of a country but varies across countries. Some of these factors include 

demographics, degree of urbanization, fiscal deficits, population, age dependency ratio, real interest rate, inflation 

rate, per capita income, financial system development, gross domestic product etc.  

 

Several empirical studies have been carried out on the determinants of national savings in Nigeria though with 

mixed results. Furthermore, none of these previous studies incorporated the most recent data and hence, not up to 

date. This is coupled with the fact that the data employed by these studies has been been extensively revised.For a 

country like Nigeria, there is an urgent need for a better understanding of what drives national savings, based on a 

detailed and up-to-date empirical analysis. From the foregoing, the main aim of this study is to empirically examine 

the determinants of national savings in a developing country like Nigeria for the period 1981 to 2015. Basically, it is 

difficult to estimate the savings of different economic units due to unavailability of the data in that manner. 

Therefore, the existing total savings statistics by financial institutions in Nigeria are employed in this study. 

2.1   Theoretical Framework 

Basically, there are four widely accepted theories that explain the saving behaviour of economic agents. These 

theories are Absolute Income Hypothesis (AIH), Relative Income Hypothesis (RIH), Permanent Income Hypothesis 

(PIH), and Life -Cycle Hypothesis (LCH). 

2.1.1  Keynesian Theory of Absolute Income Hypothesis  
 

Keynes (1936) in his theory argues that consumption and savings are an increasing function of absolute/disposable 

income. Keynes postulates that consumption is a stable function of current disposable income. He states that when 

income increases, consumption also increasesbut at a decreasing rate implying that part of the income will be saved 

at an increasing rate as the disposable income increases. 

 

2.1.2    Relative Income Hypothesis  
 

Duesenberry (1949) hypothesized that consumption depends on current income relative to some income standard 

that the household sets based on its own past income or on the income of their neighbours. In other words, there is a 

tendency for the household to imitate the consumption standards maintained by other members of its group. Thus, 

households with relatively lower income within the group attempt to consume a larger share of their income to 

“keep up”, thereby saving less while households with high incomes relative to the group will save more and 

consume less. This imitative nature of consumption has been described by Duesenbery as the “demonstration 

effect”. 

2.1.3   Life-Cycle Hypothesis 
 

According to this theory, Modigliani & Brumberg (1955), Ando & Modigliani (1963) observed that people intend to 

even out their consumption in the best possible manner over their entire lifetime, by accumulating when they earn at 

the initial stages of their working lives and dis-saving when they are retired.  This theory equally predicts that 

changes in a country's rate of economic growth will affect its aggregate saving rate by changing the lifetime 

https://en.wikipedia.org/wiki/Franco_Modigliani
https://en.wikipedia.org/wiki/Franco_Modigliani
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resources of younger people relative to older people. In other words, the Life Cycle Hypothesis proposes a hump-

shaped savings pattern whereby the early and later stages of life are associated with dissaving and the middle stage 

is characterized by savings. 

 

2.1.4   Permanent-Income Hypothesis 
 

According to Friedman’s (1957) permanent income hypothesis, consumption depends neither on “absolute”income 

nor “relative” income but on “permanent” income based on expected future income over a long period of time.The 

core of this theory is that individuals are rational and they seek to maximize their lifetime utility subject to the 

constraint that all their lifetime resources must be spent.  Friedman discussed the general problem faced by 

households when their income fluctuates over time, whether due to life-cycle effects, business cycles, or other 

factors. He considered infinite lived households and distinguished between a “normal” level of income that they 

expect over their lives, which he called permanent income, and (positive or negative) deviations from that level, 

which he termed transitory income. This is because an individual economic agent is thought to plan his expenditures 

on both income received during the current period and income expected during his lifetime. In other words, 

consumers plan their expenditure on the grounds of a long-run view of the resources that will accrue to them in their 

lifetime. Friedman’s formal definition of permanent income was the amount a household could consume “without 

reducing its wealth.”  

 

2.2 Literature Review 
 

According to economic theory, national savings or aggregate savings of a nation is the aggregate of public savings 

and private savings. Private savings take place in the personal and corporate sectors of the economy while public 

saving is the sum of budget surpluses (deficits) for federal, state and local governments. The right amount of 

savings, the decision to allocate income to future rather than current consumption is important to a nation’s 

economic growth. Savings play a very important role in promoting a sustainable economic growth and development 

as it provides countries with the much needed capital for investment. Increase in savings leads to increase in capital 

formation and production activities that will lead to employment creation and reduce external borrowing of 

government. Many see a decline in savings rate as a threat to economic growth and future prosperity. Due to the 

crucial role of savings in an economy, there is a vast literature on the macroeconomic determinants of savings both 

in developed and developing countries. However, majority of these studies employed the life cycle hypothesis to 

analyze the principal determinants of savings. Nwachukwu and Egwaikhide (2007) asserted that the life-cycle 

hypothesis is the most important theoretical basis that has spearheaded the academic research on savings behaviour 

over the years.  

 

Using error correction to investigate the determinants of private savings in Nigeria, the estimation results indicate 

that the level of disposable income, external terms of trade, public saving rate, external debt service ratio, and the 

inflation rate has positive and significant influences on domestic saving while real interest rate on bank deposits and 

growth rate of disposable income have a negative impact on the saving rate (Nwachukwu and Egwaikhide, 2007). 

Anyanwu and Oaikhenan (1995) identified objective (quantifiable and verifiable) and subjective (non–quantifiable 

and non–traceable, psychological) determinants of national saving in Nigeria. The objective determinants were the 

level of income, the rate of interest, inflation rate, expectations about inflation rate and availability of savings 

facility such as commercial bank. On the other hand, the subjective determinants of saving documented were the 

instinct for precaution, the desire for bequest, habits and cultural factors. 

 

Okere and Ndugbu (2015) analyzed the impact of macroeconomic variables on domestic savings mobilization in 

Nigeria for the period 1993 to 2012 using ordinary least square and cointegration. The result of the overall statistics 

showed that financial deepening seemed to have a greater impact on savings mobilization in Nigeria while inflation 

and exchange rate has an inverse relationship with domestic saving mobilization. Imoughele and Ismaila (2014) 

empirically examined the determinants of private savings in Nigeria for the period 1981 to 2012 using co-integration 

and error correction mechanism. Their results show that income per capita, inflation rate, term of trade and financial 

deepening are significant determinants of private savings in Nigeria. 

 

Adelakun (2015) examined the relationship between savings, investment and economic growth in Nigeria using 

error correction model for twenty-nine (29) years. The result shows a positive relationship between savings, 

investment and economic growth in Nigeria. Of all the determinants of savings considered in the study, inflation rate 
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contributes negatively to saving, while interest rate positively affects saving. Soyibo and Adekanye (1991) tested the 

determinants of savings in Nigeria. The result of their study indicated that lagged aggregate savings ratio as well as 

current GDP, foreign savings and ex post real interest rate were significant in savings determination in Nigeria. 

Uremadu (2007) investigated the core leading determinants of financial savings in Nigeria using ordinary least 

square (OLS) econometric framework. The results shows positive and significant influence of gross domestic 

product per capita, interest rate spread, broad money supply, and debt service ratio on savings while real interest rate 

and domestic inflation rate have negative influence on the level of savings. In another study, Uremadu (2009) 

examined the impact of dependency ratio on savings mobilisation in Nigeria using a multiple regression approach 

that incorporated an error-correction model. The results of the study suggests that savings ratio is determined by 

spread between lending and savings deposit rates (SLS), domestic inflation rate, real interest rate and foreign private 

investment (FPI). He concluded that demographic factors seem to have played a positive and insignificant role in 

explaining the savings ratio in over two decades studied, interest rates spread leads savings ratio, domestic inflation 

rate has a negative and significant impact on savings ratio, and foreign capital inflows, as measured by FPI 

positively and significantly affect savings ratio in Nigeria.  

 

A study by Adebiyi (2005) provides empirical evidence regarding savings and growth relationship in Nigeria using a 

quarterly data spanning between 1970:1 and 1998:4 using Granger causality tests and impulse response analysis of 

vector autoregressive models to investigate the causal links between saving and growth. The evidence from impulse 

response analysis and Granger causality tests shows that growth, using per capita income has an inverse effect on 

savings. Deaton (1995) have also provided evidence that higher income growth may produce higher saving. 

 

Nwachukwu and Odigie (2009) examined the determinants of private saving in Nigeria for the period 1970 to 2007 

based on life cycle hypothesis using an error correction model. The results of the analysis show that the saving rate 

rises with both the growth rate of disposable income and the real interest rate on bank deposits. The study further 

revealed that public saving seems not to crowd out private saving, suggesting that government policies aimed at 

improving the fiscal balance has the potential of bringing about a substantial increase in the national saving rate. 

More so, the degree of financial depth has a negative but insignificant impact on saving behaviour in Nigeria. 

Agenor and Aizenman (2002) analyzed that the terms of trade have a significantly positive effect on savings for 

developed countries but not in case of developing countries due to depression of exchange rate. The floating 

exchange rates may cause less control on foreign capital flows, the capacity of international capital movement, 

among established nations, has enlarged significantly. 

Edwards (1994) investigates the aggregate saving behaviour for cross countries. The empirical results indicate that 

income, income growth, population growth, terms of trade, interest rate, inflation and asset price growth does 

influence national saving rate. Gilles and Denise (2000) examined the long-run determinants of the personal savings 

rate for Canada during the period 1965 to 1996 and concluded that the main determinants of the trend in savings rate 

are the real interest rate, expected inflation, the ratio of the all-government fiscal balances to nominal GDP, and the 

ratio of household net worth to personal disposable income.  Simon-Oke and Jolaosho (2013) empirically assessed 

the impact of real interest rate on savings mobilization in Nigeria using the Vector- Auto Regression (VAR) for the 

period 1980 to 2008. The study revealed that real interest rate has negatively impacted on the level of savings 

mobilization in Nigeria.  

Paresh and Siyabi (2005) explore the connection between national savings of Oman and some macroeconomic 

determinants using Autoregressive Distributed Lag Model (ARDL) model to estimate the long run effect of 

variables. The results show that current account, urban population rate and money supply significantly influence 

Oman's national savings. Narayan and Seema (2003) used Autoregressive Distributed Lag Model (ARDL) 

cointegration approach to examine the relationship between macroeconomic variables and national savings for Fiji. 

Results support Keynesians saving function that income or output has a positive influence on savings rate.  

 

Manamba (2014) empirically examines the determinants of savings in Tanzania for the 1970-2010 period based on 

life-cycle/permanent income hypothesis. The results of the study reveal that disposable income, real GDP growth, 

population growth and life expectancy have a positive impact on savings in Tanzania while inflation, has a negative 

impact on national savings. Azmat and Jehad (2010) investigates the relationship between savings behaviour and 

age dependency for four Pacific Island countries: Fiji, Papua New Guinea, Tonga and Van. Their results provide 
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strong empirical evidence that age structure is a prime determinant of national savings. The results reveal a 

statistically significant and positive relationship between national savings ratio and the percentage of working 

population groups and a statistically significant negative relationship between national savings and percentage of 

retired population. 

 

Touny (2008) examined the determinants of domestic savings in Egypt for the period 1975-2006 using cointegration 

and error correction methodology. The result of the study provides evidence that the growth of per capita income 

have positive influence on domestic savings, especially on the long-run, budget deficit ratio appears to have a 

negative effect on domestic saving ratio and that higher government savings partially crowd out private savings, the 

development of financial market as proxied by the increase in the M2/GNP ratio, the real interest rate and inflation 

rate shows a positive and significant effect on the level of domestic savings. More so, current account deficit 

recorded a negative and statistically significant effect on both the short run and the long run, which imply that 

external saving may tend to act as a substitute to domestic private saving. Several multivariate cross-country studies 

of saving find that the level of real per capita income positively affects saving rates (Collins 1991; Schmidt-Hebbel, 

Webb, and Corsetti 1992; Edwards 1995; and Schmidt-Hebbel and Servén 2000). 

 

Sidrat et al (2013) explored the determinants of national savings in Pakistan for the period 1973-2011 using co-

integration and ECM technique used mainly to find the long and short run equilibrium among the variables. The 

result of the study concluded that in the short run, GDP, inflation, and fiscal deficit play significant role in 

determining the national savings of Pakistan while inflation has a negative relationship with national savings of the 

country. The coefficient analysis further showed that growth rate and increased government consumption give 

positive impact in increasing national savings.  

Vittorio and Schemidt-Hebbel (1991) estimated consumption function of thirteen developing countries in order to 

examine the impacts of fiscal policy on saving behaviour and recommended that a public policy can play an 

important role in raising savings especially the private savings. Galina (2006) concluded that tight fiscal policy is 

positively related to the higher savings pattern in Pakistan. The result of this work emphasizes the importance of 

cautious fiscal policies for Pakistan. 

Dayal-Ghulati and Thimann (1997) analyzed the determinants of private savings for a sample of economies in 

Southeast Asia and Latin America during the 1975-1995 period. Their results suggest that fiscal policy is the core 

policy instrument that influences saving rates in some Asian countries. The findings also indicate that inflation 

volatility has a negative effect on the private savings rate in Latin America. Generally, the study reveals that 

macroeconomic stability and financial deepening are important determinants of saving behaviour in the two regions.  

 

Government deficit is tantamount to negative government saving, thereby reducing the pool of savings available for 

investment by the private sector (Palley, 1996).Similarly, Ball and Mankiw (1995) have noted that running public 

fiscal deficits reduces national savings which in turn reduces investments and net-exports. Gale and Orszag (2003) 

examined empirically the effects of budget deficits on national savings and future national income, even if 

international capital inflows avert increase in interest rates. Their empirical results imply that an increase in budget 

deficits substantially reduces national savings. That is, a one dollar increase in the deficit reduces national savings by 

between 50 and 80 cents, holding other factors constant. 

Public policy has been the prime way for stimulating national savings. This is grounded on the idea that “an 

improved fiscal balance could reliably and directly contribute to national saving, whereas policies to endorse private 

saving would be uncertain in their effect” (Edey and Gower, 2000). Fiscal policy with sound fiscal policy plays a 

major role in increasing national saving. Idiaye et al (2014) examined the role government policy and agricultural 

output play in national saving in Nigeria, for the period of 1981–2012. Their results show that government’s 

recurrent expenditure, money supply and population all positively affect national saving while debt servicing by the 

government, unemployment rate and importation of goods all showed negative relationships with national saving. 

Ahmad and Marwan (2003) studied the major determinants of gross national saving ratio in Malaysia using the 

Johansen-Juselius (1990) multivariate co-integration approach, and error-correction model in a dynamic framework. 

Their results showed that whereas there is a positive relationship between interest rate, tax increase, exports, 
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economic growth and savings rate; dependency ratio and FDI are negatively related with savings rate in Malaysia. 

The results confirm that a reduction in the dependency ratios increases saving ratios.  

Ayalew (2013) investigated the determinants of domestic saving in Ethiopia using time series annual data spanning 

from 1970-2011 using an ARDL bounds testing approach and error correction model to capture both short run and 

long run relationships. The estimated results revealed that whereas growth rate of income, budget deficit ratio and 

inflation rate are statistically significant determinants of domestic saving both in the short run and long run; deposit 

interest rate, current account deficit ratio and financial depth were found to be statistically insignificant determinants 

in the long run.  

Davis (2013) explored the determinants of private savings in Ghana using the Phillips and Ouliaris (1990) residual-

based tests for co-integration to determine the long run relationship between private savings and its determinants.  

The results show that financial liberalization, per capita income, fiscal deficit and inflation have a positive and 

significant relationship with private savings. The study concluded that there is a powerful determination to save in 

Ghana but the capacity to save is not very strong. Gobna and Nurudeen (2009) employed error correction analysis to 

ascertain the long run determinants of savings in Nigeria during the period 1981 to 2007. The findings showed that 

financial deepening, bank density, real interest rate inflation and real income per capital are the major determinants 

of savings in Nigeria. 

 

Khalil and Mahmood(2013) examined the determinants of national savings in the process of economic growth in 

Pakistan using Autoregressive Distributed Lag Model (ARDL) bound testing approach for co-integration techniques 

to check the robustness for long run relationship and error correction mechanism for short run dynamics for the 

period 1974-2010. The results of the study revealed that there is an inverse relationship between per capita income 

and national saving rate both in the long run and short run. The exchange rate and inflation rate have a negative 

impact on national saving but lagged exchange rate has significantly impact. Also, whereas trade openness is 

positively associated with national savings in Pakistan, money supply is positively linked with national saving due 

to seigniorage effect. More so, the growth of the income level has negative relationship with national savings. They 

adjudged that Keynesian and permanent income hypothesis of income and savings is not valid for Pakistan because 

per capita income and income growth is an inverse function of savings at national level. 

 

Caroll and Weiss (1994) analyzed the relationship between savings and economic growth based on the data of five 

year average rates of economic growth in OECD member states using granger causality tests. They concluded that 

the rate of economic growth was the cause of savings in Granger sense. Similarly, Mohan (2006) equally analyzed 

the relationship between economic growth and savings in four groups of countries with various levels of economic 

development during the period 1960-2001using granger causality tests. The results of the study revealed that in 13 

of the analyzed countries, economic growth was the cause of increased savings in Granger sense. Saltz (1999) 

analyzed the relationship between savings and economic growth using VEC and VAR models in seventeen countries 

all over the world. The results of the study revealed that in nine of the analyzed countries, economic growth was the 

cause of increased domestic savings. An opposite relationship was noticed in two countries while no causal 

relationship was identified in three countries. However, a two way causal relation exists between analyzed variables 

in two countries. 

 

Baharumshah, Thanoon and Rashid (2003) examined the relationship between savings and economic growth in five 

Asian countries (Singapore, South Korea, Malaysia, Thailand and Philippines) for the period 1960-1997 using 

VECM model. They results revealed that the growth rate of savings was not the economic cause of economic growth 

in Granger sense in all analyzed countries except Singapore. Abu (2010) also confirmed Keynes (1936) hypothesis 

that economic growth stimulates increased savings in Nigeria. 

 

A panel-instrumental variable method was explored by Loayza et al (2000) to estimate the impact of income growth 

on saving. Their results show that a 10 percentage point rise in growth rate increases the saving rate by a similar 

amount. Deaton and Paxson (2000) examined the effect of economic growth on savings using household data from 

Taiwan and Thailand. The results of the study reveal that changes in the rate of economic growth may in some 

circumstances have large effects on the aggregate saving rate. They conclude that the size and sign of these effects 

depends on the rate of economic growth and the rate of population growth, and in many cases the effect of growth 

on saving is small. 
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Chete (1999) examined the macroeconomic determinants of private saving in Nigeria for the period 1973 to 1993. 

The results showed that external debt accumulation has a negative impact on saving. Thus, a high external debt ratio 

will lead economic agents to anticipate future tax liabilities for its servicing. This will invariably prompt the transfer 

of capital to foreign countries, thereby reducing domestic saving. He further noted that per capita income, the 

growth rate of terms of trade and domestic inflation positively and significantly influences saving. Orji (2012) 

investigated the determinants of bank savings in Nigeria as well as the impact of bank savings and bank credits on 

Nigeria’s economic growth from 1970 to 2006 using distributed lag-error correction model (DL-ECM) and 

Distributed Model. The empirical results of the study revealed that a positive relationship exist between GDP per 

capita, financial deepening, interest rate spread and the size of private domestic savings whereas a negative 

relationship exists between real interest rate and inflation rate on the size of private domestic savings. The study 

further revealed that there is a positive relationship between the lagged values of total private savings, private sector 

credit, public sector credit, interest rate spread, exchange rates and economic growth.  

 

Touhami et al (2010) analyzed the microeconomic determinants of household savings behaviour in Morocco 

according to geographical household residence. The econometric results reveal that current income strongly affects 

the savings level in the urban area whereas the literacy of the households head is determinant in the rural one. 

However, the results do not confirm the life cycle hypothesis. The study further revealed that household's size has a 

significant negative impact only in the urban case while women heads of household save more than men, except for 

highest income levels. The results clearly show that urban and rural households behave differently with regards to 

savings. 

 

Ozcan et al (2001) investigated the relationship between income and saving for Turkey. Results of the time series 

data mentioned that income is positively related with savings. They also conclude that the real per capita income has 

positive impact on saving. The most significant result of this study is that public savings has a harmful impact on the 

saving rate, hence, public saving will tend to crowd out private savings. A study by Edward (1996)on why savings 

rate in Latin America nations are very low compared to some of the most effective countries in the world. The study 

also established that per capita income growth appeared to be the most key determinant of aggregate savings.  

 

Chipote and Tsegaye (2014) examined the determinants of household savings in South Africa over the period 1990-

2011 particularly on the effects of age dependency ratio, the level of household income, inflation and real interest 

rate. The results of the study reveal that contrary to a theoretical expectation, the level of income and household 

savings are negatively related, implying that South African households do not only save but increasingly rely on 

debt to finance their spending. Alternatively, age dependency ratio, inflation and real interest rate have positive long 

run relationships with household savings rate.  

3.0 Methodology 

To ascertain the determinants of national savings in Nigeria, time series data for the period 1980-2015 were 

collected from the publications of Central Bank of Nigeria, National Bureau of Statistics and World Bank. 

Consequently, an econometric model is formulated and various adequate econometric techniques employed.  The 

dependent variable is national savings while gross domestic product, inflation rate, age dependency ratio, fiscal 

deficit, financial deepening and nominal interest rate on deposits are the independent variables.   

 

Regression analysis based on the classical linear regression model, otherwise known as Ordinary Least Square 

(OLS) technique is employed because of its computational simplicity and wide usage in empirical research. Unit 

root test using Augmented Dickey Fuller (ADF) is used to determine the stationarity of the variables, Johansen co-

integration test is used to test the long run relationship among the variables while error correction mechanism is used 

to capture the short run dynamics among the variables. The hypothesis to be tested in the course of this study is 

stated below; 

H0: There is no significant relationship between budget deficit, gross domestic product, financial deepening, interest 

rate on deposits, inflation rate, age dependency ratio and national savings in Nigeria. 
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3.1 Model Specification 

This study adopted the savings function of different scholars and modified it for the purpose of this study. More so, 

this study not only incorporates some of the variables employed by previous studies in Nigeria but draws attention 

specifically to age dependency ratio as against population. Other studies emphasized on real interest rates while this 

study emphasized on nominal interest rates on deposits. To ascertain the determinants of national savings in Nigeria, 

a linear regression equation showing the relationship between the dependent and independent variables for 34 years 

is specified here. Therefore, the model for this study is explained functionally as follows; 

NSVt = f(BDF, GDP, INF, ROD, FDP, ADR)----------------------------------------------------1 

However, the model is re-written econometrically as follows; 

NSVt = β0+ β1BDFt + β2GDPt + β3INFt + β4RODt+ β5FDPt+ β6ADRt+Ɛt-----------=-----2 

Where:  

NSV = National Savings    

BDF = Budget Deficit Financing 

GDP = Gross Domestic Product    

INF = Inflation Rate 

ROD = Nominal Interest Rate on Deposits  

FDP =Financial Deepening 

ADR = Age dependency ratio    

t  =Time 

β0 = Intercept;     

β1-β6 = Parameters to be estimated in the model 

 

A prior expectation: it is expected that β1, β3, β6 <0; β2, β4, β5>0 

 

3.2 Conceptual Definition of Variables and A priori Expectations 

1) National saving is taken as the sum of savings from both the private and public sector. Basically, estimating 

savings by different economic units is very difficult. Hence, it becomes necessary to adopt an indirect 

method, namely, the institutional approach in which the existing records of financial institutions are used 

(Koichi, 1965). 

 

2) Budget Deficit Financing: Fiscal Balance is defined as overall surplus or deficit of the federal government 

as a percentage of GDP. When government revenues are less than government expenditures, it causes 

deficit in the budget and vice versa. Saving patterns of countries are greatly affected by changes in 

government consumption or the income. Hence, reduction in government savings play a major role in 

reducing national savings. Therefore, it is expected that fiscal deficit have a negative relationship with 

national savings, β1<0 

3) Gross domestic product:It is the total value of final goods and services produced within a country over a 

period of time. Keynes absolute Income hypothesis states that saving is basically a linear function of 

income. This implies that as aggregate income rises, saving will increase but at a decreasing rate.Therefore, 

it is expected that gross domestic product have a positive relationship with national savings, β2>0 

4)  Inflation: It shows a consistent rise in price level. High inflation rates do not encourage higher savings. It is 

reasonable to expect that savings will fall with inflation as people shift their resources into real assets to 

escape the loss of money value. When prices of commodities increase steadily, people have to spend more 

on consumption which decreases the rate of domestic savings. So, it is expected that there is a negative 

relationship between inflation and national savings.  β3<0 
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5)  Interest rate on Savings Deposit: interest rate is the price at which present and future income can be 

exchanged. According to classical economists, saving is the direct function of the rate of interest. 

Consequently, savings tend to rise with an increase in the rate of interest as present consumption is being 

shifted to the future and vice versa. This is known as the substitution effect. Therefore, it is expected that 

there is a positive relationship between interest rate and national savings. β4>0 

6)  Financial Deepening: Financial deepening generally means an increased ratio of money supply (M2) to 

GDP or some price index. It refers to the increased provision of financial services with a wider choice of 

services geared to all levels of society. With financial deepening, savings are increasingly held in financial 

assets rather than in non-financial assets. It is therefore expected that an increase in financial deepening will 

increase national savings. β5>0 

7)  Age dependency ratio: It is the ratio of dependents younger than 15 or older than 64 to the working-age 

population (15-64 years). This indicator gives insight into the amount of people of non-working age 

compared to the number of those of working age. The data is calculated as the proportion of dependents per 

100 working-age population. Following the life cycle model, the retired population is expected to be 

dissaving while young dependents should cause households to have higher consumption levels and thus 

lower saving rates. It is expected that an increase in age dependency ratio will lead to a decrease in national 

savings. β6<0 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://en.wikipedia.org/wiki/Money_supply
https://en.wikipedia.org/wiki/Financial_services
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4.0 Data Presentation 

Table 1:  Data on Relevant Variables  

The age dependency ratio was obtained from United Nations Population Division, compiled by World Bank (2016), 

while the rest of the data was obtained from CBN statistical Bulletin (2015). 

Year GDP INF NSV ROD BDF FDP ADR 

1981 94.33 17.4 6.96 6 -4.14 15.3 88.9886 

1982 101.01 6.9 7.44 7.5 -6.04 15.6 89.97056 

1983 110.06 38.8 8.58 7.5 -3.06 16.1 90.74343 

1984 116.27 22.6 9.45 9.5 -2.29 17.3 91.27818 

1985 134.59 1 9.30 9.5 -2.26 16.6 91.55928 

1986 134.6 13.7 10.35 9.5 -6.13 17.7 92.14803 

1987 193.13 9.7 9.67 14 -3.05 14.3 92.37253 

1988 263.29 61.2 8.83 14.5 -4.62 14.6 92.28301 

1989 382.26 44.7 6.23 16.4 -3.96 12 91.93548 

1990 328.61 3.6 6.27 18.8 -6.73 11.2 91.36967 

1991 545.67 23 6.92 14.29 -6.55 13.8 91.26931 

1992 875.34 48.8 6.30 16.1 -4.52 12.7 90.90123 

1993 1,089.68 61.3 7.80 16.66 -5.98 15.2 90.31008 

1994 1,399.70 76.8 7.93 13.5 -5.02 16.5 89.54833 

1995 2,907.36 51.6 3.73 12.61 0.03 9.9 88.66806 

1996 4,032.30 30.4 3.34 11.69 0.79 8.6 88.4265 

1997 4,189.25 10.9 4.24 4.8 -0.12 9.9 87.99467 

1998 3,989.45 7.9 5.01 5.49 -3.34 12.2 87.43902 

1999 4,679.21 6.8 5.93 5.33 -6.09 13.4 86.83682 

2000 6,713.57 7.1 5.74 5.29 -1.55 13.1 86.24302 

2001 6,895.20 18.9 7.08 5.49 -3.21 18.4 86.38755 

2002 7,795.76 13.1 7.60 4.15 -3.87 19.3 86.42753 

2003 9,913.52 13.9 6.61 4.11 -2.04 19.7 86.39897 

2004 11,411.07 15.4 6.99 4.19 -1.51 18.7 86.32793 

2005 14,610.88 17.9 9.01 3.83 -1.10 18.1 86.23233 

2006 18,564.59 8.4 9.37 3.14 -0.55 20.5 86.7258 

2007 20,657.32 5.4 13.04 3.55 -0.57 24.8 87.06279 

2008 24,296.33 11.5 16.95 2.84 -0.20 33 87.27871 

2009 24,794.24 12.6 23.25 2.68 -3.27 38 87.40767 

2010 54,204.80 13.8 10.90 2.21 -2.04 20.2 87.46484 

2011 63,713.36 10.9 10.37 1.41 -1.82 19.3 87.82376 

2012 72,599.63 12.2 11.24 1.7 -1.34 19.4 88.06623 

2013 81,009.96 8.5 10.81 2.17 -1.42 18.9 88.15806 

2014 90,136.98 8 13.49 3.38 -0.93 19.9 88.04449 

2015 95,177.74 9 12.13 3.58 -1.64 20.1 87.70843 

Source: CBN Statistical Bulletin (2015),World Bank (2016) 
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Table 2: Composition of savings in Nigeria 

Period 

Savings 

and 

Time 

Deposit 

with 

Comm. 

Bank 

National 

Provident 

Fund 

Federal 

Savings 

Bank 

Federal 

Mortgage 

Bank 

Time 

Deposits 

with 

Merchant 

Banks 

Premium 

Bonds, 

Savings 

Cert. & 

Savings 

Stamps 

 

Life 

Insurance 

Funds 

Other 

Deposit 

Institutions 

 

  

1981 5.8 0.38 0.01 0.06 0.33 0 - - 

1982 6.34 0.41 0 0.07 0.69 0 - - 

1983 8.08 0.47 0.01 0.09 0.79 0 - - 

1984 9.39 0.5 0.01 0.11 0.97 0 - - 

1985 10.55 0.54 0.01 0.1 1.32 0 - - 

1986 11.49 0.58 0.01 0.12 1.74 0 - - 

1987 15.09 0.61 0.02 0.13 2.82 0 - - 

1988 18.4 0.65 0.02 0.2 3.98 0 - - 

1989 17.81 0.7 0.04 0.21 3.97 0 1.07 - 

1990 23.14 0.72 - 0.3 4.35 - 1.14 - 

1991 30.36 0.65 - 0.43 5.01 - 1.24 0.05 

1992 43.44 0.72 - 0.73 8.34 - 1.41 0.48 

1993 60.9 0.77 - 0.82 19.3 - 1.57 1.68 

1994 76.13 0.76 - 0.82 11.32 - 19.44 2.51 

1995 93.33 0.73 - 0.44 11.1 - 2.89 - 

1996 115.35 - - - 15.51 - 1.95 1.7 

1997 154.06 - - - 19.76 - 3.83 0 

1998 161.93 1.37 - 0.44 30.3 - 4.62 1.41 

1999 241.6 1.37 - - 24.71 - 4.34 5.65 

2000 343.17 1.37 - - 26.61 - 8.37 5.66 

2001 451.96 1.37 - 22.3 - - 8.49 3.93 

2002 556.01 1.37 - 22.3 - - 8.49 3.93 

2003 655.74 - - - - - - - 

2004 797.52 - - - - - - - 

2005 1,316.96 - - - - - - - 

2006 1,739.64 - - - - - - - 

2007 2,693.55 - - - - - - - 

2008 4,118.17 - - - - - - - 

2009 5,763.51 - - - - - - - 

2010 5,954.26 - - - - - - - 

2011 6,531.91 - - - - - - - 

2012 8,062.10 - - - - - - 0.8 

2013 8,606.61  -   -   -  36.05  -   -  13.47 

2014 
11,936.9

0 
 -   -   -  71.31  -   -   -  

2015   
11,363.4

9 
 -   -   -  54.91  -   -   -  

Source: CBN Statistical Bulletin (2015), 

The table above shows the components of saving in Nigeria including savings and time deposits with deposit money 

banks, the national provident fund, federal savings bank, federal mortgage bank, life insurance funds and other 

deposit institutions. Saving and time deposits in banks is by far the single most important component of saving in 

Nigeria and has witnessed a continuous growth over the years. Beginning with a sum of ₦337 million in 1970, it 
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rose to ₦5.2 billion in 1980. By 1990, the figure had climbed to ₦23.1 billion, rising further to ₦343.2 billion in 

2000. As at 2005, the figure stood at ₦1.3 trillion. Its contribution to total saving has however been mixed. In 1970, 

savings in banks consisted of 98.8 percent of total saving, with this figure reducing gradually to 89.5 percent in 

1980, and further declining to 78 percent in 1990. From then the percentage of savings in banks in total saving has 

witnessed an upward trend, rising to 89.1 percent in 2000. From 2003-2011, this percentage has been 100 percent 

showing it as the only component of saving. However, from 2012-2015, the percentage was over 99 percent. 

4.1 Data Analysis 

4.1.1  Unit Root Test 

There is a general consensus that many macroeconomic variables are non-stationary in character i.e. their mean and 

variance depend on time. Regression on one non-stationary series can generate a problem of spurious regression. 

Thus, a statistical inference is made with the conclusion that a relationship exists even when there is none. 

Therefore, in order to avoid the problem of spurious regression results which may emanate from estimation of non-

stationary macroeconomic time series, Augmented Dickey Fuller (Dickey and Fuller 1979 and 1981). 

 

Table 3: Summary of ADF Unit Root Tests 

Variables 

 

ADF Test 

Statistics 

Mackinnon Critical Value Order of 

Integration 

Remarks 

@1% @5% @10% 

NSV -6.253883 -3.646342 -2.954021 -2.615817     I(1) Stationary 

ROD -3.717710 -3.646342 -2.954021 -2.615817     I(1) Stationary 

BDF -7.122118 -3.646342 -2.954021 -2.615817     I(1) Stationary 

INF -5.500343 -3.653730 -2.957110 -2.617434     I(1) Stationary 

FDP -4.836019 -3.646342 -2.954021 -2.615817     I(1) Stationary 

ADR -6.333573 -3.689194 -2.971853 -2.625121     I(1) Stationary 

GDP -3.823542 -3.646342 -2.954021 -2.615817     I(1) Stationary 

Source: Author’s computation using E-views 

 

The a priori when using the Augmented Dickey-Fuller (ADF) test is that a variable is stationary when the value of 

the Augmented Dickey-Fuller (ADF) test statistic is greater than its critical values at 5%. From the result of the unit 

root test in the table above, all of the variables (NSV, ROD, BDF, FDP, ADR, GDP and INF) are stationary after 

their respective first differences i.e. I(1). Consequently, we proceed to examine the existence of long-run equilibrium 

relationship among the variables using Johansen co-integration test.  

4.1.2 Co-integration Test 

Many time series are non-stationary but ‘move together’ over time - that is, there exist some influences on the series, 

which imply that the two series are bound by some relationship in the long run. The idea behind co integration is 

that a linear combination of two or more non-stationary series may be stationary (Engle and Granger, 1987). If such 

a stationary linear combination exists, the non-stationary time series are said to be co-integrated implying that a 

long-run equilibrium relationship exists among the variables. It is possible that co-integrating variables may deviate 

from their relationship in the short run, but their association would return in the long run. The purpose of the co-

integration test is to determine whether a group of non-stationary series are co-integrated or not. If there were no co-

integration, there would be no long-run relationship binding the series together, so that the series could wander apart 

without bound. Therefore, Johansen Co-integration test is employed to ascertain the existence of a long run 

relationship among the variables. To test for the presence of co-integration, the Johansen (1991) test is employed.  
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Table 4: Johansen Co-integration Test for National Savings (NSV) Equation 

Hypothesized 

No. of CE(s) 

Eigenvalue Trace Statistic @ 5 Percent 

Critical Value 

Prob. 

None *  0.906636  198.6047  125.6154  0.0000 

At most 1 *  0.690487  120.3533  95.75366  0.0004 

At most 2 *  0.677981  81.65234  69.81889  0.0042 

At most 3   0.425557  44.25856  47.85613  0.1047 

At most 4  0.325891  25.96489  29.79707  0.1298 

At most 5  0.213468  12.95091  15.49471  0.1166 

At most 6*  0.141295  5.026902  3.841466  0.0249 

* denotes rejection of the hypothesis at 5% significance level 

Trace Test indicates 3 cointegrating equation(s) at 5%  significance level 

 **MacKinnon-Haug-Michelis (1999) p-values 

Source: Author’s compilation from Eviews output 

From the result of the Johansen co-integration test in the table above, there are at least three co-integrating 

equations. Therefore, the null hypothesis of zero co-integrating equation(s) is rejected. The existence of co 

integrating equations confirms co-movement among the variables and consequently long run relationship exists 

among the variables. Consequently, we can conclude that there exist a long run relationship between national 

savings (NSV) and its determinants in Nigeria.  

4.1.3 Regression Analysis Using Ordinary Least Squares (OLS) 

 

Table 5 

Dependent Variable: D(NSV)   

Method: Least Squares   

Date: 09/04/16   Time: 10:34   

Sample (adjusted): 1982 2015   

Included observations: 34 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.010387 0.198602 0.052301 0.9587 

D(ADR) 0.075672 0.382473 0.197848 0.8447 

D(BDF) -0.012102 0.082564 -0.146580 0.8846 

D(FDP) 0.617791 0.059428 10.39554 0.0000 

D(GDP) 2.51E-05 4.17E-05 0.601127 0.5530 

D(INF) -0.007280 0.009265 -0.785753 0.4391 

D(ROD) 0.078926 0.084448 0.934616 0.3586 

ECM(-1) -0.964698 0.205004 -4.705744 0.0001 

R-squared 0.924503     Mean dependent var 0.152091 

Adjusted R-squared 0.904177     S.D. dependent var 2.871426 

S.E. of regression 0.888860     Akaike info criterion 2.804571 

Sum squared resid 20.54189     Schwarz criterion 3.163715 

Log likelihood -39.67771     Hannan-Quinn criter. 2.927049 

F-statistic 45.48332     Durbin-Watson stat 1.967205 

Prob (F-statistic) 0.000000    

   Source: Eviews results 

 

From the result above, budget deficit financing (BDF) and inflation rate (INF) showed a negative and statistically 

insignificant relationship with national savings. Age dependency ratio (ADR), Gross Domestic Product (GDP), and 

Interest rate on deposits (ROD) showed positive and statistically insignificant relationship with national savings. 
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This implies that budget deficit financing is not a significant determinant of national savings in Nigeria. However, in 

conformity with a priori, financial deepening (FDP) showed a positive and statistically significant relationship with 

national savings. Its coefficient of 0.617791 implies that one percent increase in financial deepening increases 

national savings by about 61 percent. This reveals that financial deepening is the major determinant of national 

savings in Nigeria under the period under review.   

The adjusted R
2
 which is 0.904177implies that about 90 percent of the total variation in National savings is 

explained by the independent variables (ADR, BDF, GDP, ROD, INF, FDP) while the remaining 10 percent is 

unaccounted for by the model but captured by the error term. This indicates that the model is a very good fit. This is 

further confirmed by the p-value of f-statistics which is 0.000000. The coefficient of the error-correction term is 

both statistically significant and negative as expected. The coefficient of ECM which is -0.964698 implies that that 

the speed of adjustment back to equilibrium is 96%. Thus, it will take about one year for any disequilibrium to be 

corrected. The Durbin Watson stat value of 1.96 which is close to 2 shows the absence of serial correlation which 

makes the estimate unbiased, consistent and reliable for policy formulation. 

4.1.4 Diagnostic Tests 

 

Table 6 Serial Correlation Test 

 

Breusch-Godfrey Serial Correlation LM Test: 

F-statistic 0.046320     Prob. F(2,24) 0.9548 

Obs*R-squared 0.130736     Prob. Chi-Square(2) 0.9367 

Source: Eviews output 

The null hypothesis (H0) states that there is no serial correlation in the model while the alternative hypothesis (HA) 

states that there is serial correlation in the model. From the Breusch-Godfrey Serial correlation Test, the 

corresponding probability value of the observed R-squared which is 93.7% is insignificant at 5% level of 

significance. Therefore, we accept the null hypothesis that there is no serial correlation in the model. 

 

Table 7 Normality Test 

0

2

4

6

8

10

-2.0 -1.5 -1.0 -0.5 0.0 0.5 1.0 1.5 2.0

Series: Residuals
Sample 1982 2015
Observations 34

Mean       7.51e-17
Median  -0.055241
Maximum  2.043549
Minimum -1.986207
Std. Dev.   0.788975
Skewness   0.254637
Kurtosis   3.580891

Jarque-Bera  0.845459
Probability  0.655256

 
Source: Eviews output 

The null hypothesis that the error term is normally distributed is accepted at 5% level of significance since the 

probability value is insignificant. This implies that the model is normally distributed. 
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4.2 Discussion of Findings 

The main purpose of this study is to examine the determinants of national savings in Nigeria for the period 1981-

2015 using multiple regression analysis. The ADF unit root test confirmed that all the variables are non-stationary 

series at level but became stationary after first differencing. The Johansen cointegration test revealed the existence 

of a long run relationship among the variables.  

 

The empirical results of this study revealed that budget deficit financing (BDF) is inversely related with national 

savings although not a significant determinant of national savings in Nigeria. In other words, deficit fiscal policy in 

Nigeria does not influence savings significantly. However, the relationship between BDF and NSV is negative as 

expected. This finding is in contrast with Ricardian equivalence theory which states that when the government 

finances some extra spending through deficits rather than taxes, taxpayers will anticipate that they will have to pay 

higher taxes in future. As a result, rather than increase their current consumption, will increase their savings to pay 

the future tax increase. 

It is reasonable to expect financial savings to fall with inflation as people shift their resources into real assets to 

escape the loss of money value. However, the empirical results of this study has shown that inflation rate (INF) is 

inversely related with national savings and not a significant determinant of national savings in Nigeria. Hence, 

inflation does not encourage or discourage savings in Nigeria. However, the relationship between INF and NSV is 

negative as expected. 

Similarly, the coefficient of gross domestic product (GDP)is positively related with national savings but 

insignificant. This reveals that changes in the rate of economic growth do not have any effect on the aggregate 

saving during the period under review. This result implies that the potential for economic growth to increase the 

growth rate of national savings in Nigeria is minimal. This is inconsistent with the study by Abu (2010). Hence, the 

hypothesis by Keynes (1936) that economic growth stimulates increased savings is not confirmed in Nigeria. 

However, the relationship between GDP and NSV is positive as expected. More so, this result contrasts with the 

lifecycle theory of saving and consumption which predicts that changes in a country's rate of economic growth will 

affect its aggregate saving rate by changing the lifetime resources of younger people relative to older people 

Furthermore, interest rate on deposits (ROD)played a positive and insignificant role in explaining the national 

savings rate in Nigeria during the period under consideration.Hence, contrary to theory, interest rate on deposits is 

not a significant determinant of national savings in Nigeria. The commercial banks pay too little interest on deposits 

relative to inflation rate. However, there are other factors which are behavioural in nature that affects the growth of 

savings like convenience, security of deposits, ease of withdrawals via cheques and ATM relative nearness to place 

of business etc. 

This study further revealed that financial deepening (FDP) play a major role in determining the growth rate of 

national savings in Nigeria. It is through the financial system that an optimal structure of savings can be obtained. 

This confirms the fact that the existence of a good banking system and other developed financial institutions of 

money and capital market can induce people to save more. This result is consistent with the finding by Imoughele 

and Ismaila (2014), Okere and Ndugbu (2015) that financial deepening is a significant determinant of savings in 

Nigeria.  

Age dependency ratio (ADR) exhibited a positive and insignificant relationship with national savings contrary to a 

priori. An increase in the number of dependants in the population is supposed to cause a significant reduction of the 

savings of the age group (15-64) which is the group that earns the larger portion of house hold income but the 

reverse is the case in Nigeria. Changes in age dependency ratio did not exert influence on the accumulation of 

savings. This is in contrast with the lifecycle hypothesis whereby the early and later stages of life are associated with 

dissaving and only the middle stage is characterized by savings. This result is consistent with the study by Uremadu 

(2009) that demographic factors (dependency ratio) played a positive and insignificant role in explaining the savings 

ratio in over two decades. However, this could be attributed to precautionary saving due to future income variations 

(Weiss, 1993) and other risks like health risk, business risk, unavoidable expenditures(Carroll and Kimball, 2001). 

Hence, saving was considered a significant hedge against the income fluctuations. It was found out that the elderly 

do not dis-save as quickly as has been said in the model because they are cautious about unpredictable expenses 
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causing them to save more. Similarly, they may save more to enable them leave bequests to their children. Hence, 

additional saving is encouraged whereas dis-saving is discouraged. 

5.1 Conclusion and Policy Implications 

 

This study considers possible determinants of national savings in Nigeria. The possibilities include budget deficit 

financing (BDF), inflation rate (INF), age dependency ratio (ADR), Gross Domestic Product (GDP), Interest rate on 

deposits (ROD) and financial deepening (FDP). Out of all these variables employed, financial deepening (FDP) 

seems to be the most important determinant of national savings in Nigeria. This implies that national savings can be 

generated with the existence of efficient and well-functioning financial intermediaries. Therefore, to further increase 

the level of savings in the country, there is an urgent need to tap the enormous reservoir of rural savings unharnessed 

due to inaccessibility to financial institutions. The existence of financial intermediaries in the rural areas will no 

doubt contribute to raising the savings ratio by providing a convenient form of savings. 

In a situation where private savings is clearly not sufficient enough to match the needs of development, public 

savings also automatically assumes importance. Public sector savings constitute a convenient source of finance for 

public investment and also serve to increase savings. There seems to be a direct linkage between the rate of public 

savings and the level of national savings. Increase in government spending without a corresponding increase in 

government revenue increases fiscal deficits and adversely affects the ability of government to save. Between 1981 

and 2015, the Nigerian government experienced high and persistent deficits in the budget with the exception of 1995 

and 1996 fiscal years when it showed a surplus of  ₦0.03 billion and ₦0.79 billion respectively. Expenditure has 

risen sharply for a number of reasons (inflation, exchange rate devaluation, increase in costs of imports, rising cost 

of servicing the foreign debt etc.) whereas revenue has increased more slowly than expenditure. Given the non-

buoyancy of our tax revenue which contributes in widening the deficits, the public sector does not have the capacity 

to save and generate resources for development. Therefore, if fiscal prudence is not taken seriously, this trend of 

negative government savings will continue and may even increase in the future. 

Interest rate  have been examined rather more exhaustively than other determinants for their effect on savings, 

because the interest rate is a price and one would expect the holding of money to be related to its price. However, 

the result of this study is least convincing. As interest rate coefficient is positive but not significant at conventional 

levels. Savings have not been significantly influenced by interest rates in Nigeria. This could be attributed to the fact 

that interest rate policy has not been of much assistance as it offers little incentive to save.Moreover, most people in 

Nigeria save for specific objectives and are therefore not concerned with interest rates.  

Savings magnitude determines the extent of foreign resources required. As such, increasing the rate of domestic 

savings is considered to be a key objective of economic policy and should be pursued by all economic agents- public 

and private sectors, households and financial institutions. Its intensified pursuit could lead to progressive end of 

recession; and it is a more durable and self-sustaining strategy than long term dependence on foreign capital. 

 

5.2 Recommendations 

1. The interest rate policy of liberalization has not contributed positively to national savings in Nigeria, therefore, 

government authorities should pursue a discretionary but dynamic and flexible interest rate policy which would 

take into consideration the rate of inflation, the market conditions and the needs of the public in determining the 

level of interest rates. In other words, interest rates must be right and attractive to attract depositors and 

encourage long term savings. 

2. Increase in public sector savings serves the role of raising national savings. It enables the countries to step up 

capital formation beyond the limits set by autonomous and induced savings performed by the private sector.  

Therefore, tight fiscal policy (budget deficit reduction and revenue increase) is necessary if national savings must 

be increased. 

3. The government should establish proper financial and economic policies that can assist in improving financial 

deepening in the country. 
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