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Abstract
The main objective of the study was to assess the determinants of households saving behavior in Nekemte city. The model incorporated demographic, socioeconomic, and economic variables, including sex of household head, age, family size, marital status, household education level, household income, employment status, household expenditure and household access to credit, saving status and household training. The regression results reveal that household education level, household saving status, and households training are statistically significant predictors of saving behavior. These findings highlight the importance of financial literacy, behavioral reinforcement, and institutional support in shaping household financial decisions. The findings of the study show that out of eleven explanatory variables; five of them namely age, family size, household expenditure, household employment status, and household training are the most influential determinants of saving behavior in the study area. Since traditional demographic and income-related variables were not statistically significant, interventions should focus less on income redistribution and more on institutional support. Linking training programs with local financial institutions can create sustainable saving practices. Policy implications include expanding financial literacy programs, encouraging early saving habits, and strengthening advisory services to foster a culture of saving and enhance household financial resilience.
Key words: Determinants of household, household saving behavior, binary logistic model
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[bookmark: _bookmark2][bookmark: _Toc209224788][bookmark: _Toc229948151]CHAPTER ONE
[bookmark: _Toc209224789][bookmark: _Toc229948152]INTRODUCTION
[bookmark: _bookmark3][bookmark: _Toc209224790][bookmark: _Toc229948153]This chapter includes background of the study, statement of the problem, objective of the study, specific of the study, Significance of the study and organization of the study.
1.1 Background of the Study
Globally, household savings are crucial for capital accumulation, investment, and long‐term economic stability. Saving is the most fundamental economic variable to be investigated within an economy on an individual and also household basis. Saving is a macroeconomic variable which highly affect an economic growth of the country. But, the development of a microeconomic theory based on individual choices and preferences is essential for understanding of household saving behavior as well as determinants of household saving (Ayka And Wsu 2024). Saving is a key component of economic development, particularly in developing countries like Ethiopia. The accumulation of household savings serves as a vital source of investment and financial stability. Understanding the determinants of household saving behaviors is crucial for formulating policies that encourage financial security and economic growth. Saving rates around the world vary widely; on average East Asia saves more than 30% while SSA saves less than 15%. The level of domestic saving in Ethiopia is very low hence; it is experiencing a severe resource gap(Allen et al. 2021)
Across Sub-Saharan Africa (SSA), savings rates are low and volatile due to weak financial systems, low per capita incomes, and high vulnerability to shocks such as droughts and market fluctuations. Policies aimed at mobilizing savings such as mobile banking, microfinance, and financial literacy have had mixed results. Studies argue that savings constitute the basis for capital formation and hence economic growth, but in much of Africa, low domestic savings restrict capital accumulation and investment Cash on the hand of individuals, potentially feeds the shadow economy. An economy system must be able to produce capital in order to satisfy the wants and needs of its people. If there is enough saving in a country, it leads to reduce lending rate and increase financial accessibility (Mezgebu 2021).
Ethiopia has historically struggled with low saving rates. For instance, the Gross Domestic Saving (GDS) to GDP ratio was only 6.6% from 1997/98–2006/07, increasing to 16.7% in 2010/11–2017/18, but still leaving a significant savings–investment gap ((Y. SISAY 2022)). According to National Bank of Ethiopia surveys, only about 6 million households save in financial institutions, averaging just 875 Birr per year (Douglas et al., 2014). A 2018/19 LSMS survey showed only 40.8% of households reported a saving habit, with urban households having better access to formal saving instruments. Financial literacy, income, education, and access to institutions are among the main determinants (Ahmed 2024)
The average gross domestic saving and gross capital formation (investment) of Ethiopia as percentage of GDP for the 1997/98-2006/07 period stood at 6.6 and 24 percent, respectively. This has further increased to 16.7 and 39 percent, respectively, during 2010/11-2017/18 period, resulting in significant saving and investment gap(TOMAS 2021))
According to National Bank of Ethiopia survey study, Ethiopian’s saving culture is still regarded as poor despite the performance improvement from 11.1% in 2006 to 19 % in 2021 G.C. Currently in Ethiopia from the total population only six millions household saves money in financial institutions on average 875 Birr per year. (Douglas et al, 2024). Gross Domestic Saving/Gross Domestic Product ratio of Ethiopia from 1997 to 2002 was 6.6% which was lower than from the low income SSA which is 7.1%? However, the problem becomes severe recently. According to this study, the domestic saving of Ethiopia in 2007, 2008, 2009 and 2010 was 5.6%, 0.6%, 2.1% and 0.3%respectively. On the other hand, the domestic saving of the low income SSA was 9.6%, 7.3%, 7.8% and 8.6% respectively in the same years ((Hamid et al. 2024)).
In Ethiopia, saving is low and saving-investment gap is high. During the last eleven years of the Derg regime (1981-1991), GDS as a percentage of GDP was nearly 10 % while GDI as a percentage of GDP was on average 15%. The resource gap was, therefore, 5%. The GDS for Ethiopia during 1981-2009 was on average 8.6% while the GDI was 18.4% and hence the resource gap was nearly 9.8%. During the first eighteen years of Ethiopian People’s Revolutionary Democratic Front (EPRDF), 1992-2009, GDS was on average 7.7% while GDI was 20.4% widening the gap to 12.7%. The gap is even worse when compared to the average resource gap for the Sub-Saharan African (SSA) countries, 2%, during the same period ((Sisay et al. 2023) In Oromia, several studies have examined determinants of saving behavior determinants of households saving habit in urban Oromia. In Asella, about 60.9% of households report a saving habit. Key positive determinants include average income, education level, being married/widowed/divorced and single. Negative factors included dependency ratio and age. House ownership, gender, employment status also matter. The Case of North Shewa Zone, Oromia showed many rural households do save, though mostly through informal channels. Variables such as livelihood, livestock ownership, income, education, family size, and access to financial institutions were significant (M. Sisay 2023).
The capital of East Wollega Zone, Nekemte, is characterized by irregular and seasonal household incomes, which makes saving less of a priority. A study assessing the determinants of household saving in Nekemte found that factors such as income, education, gender, and access to financial institutions have a strong influence on saving behavior. Yayeh and Demissie (2025) showed that in East Wollega, education level, household income, family size, and gender (male-headed households save more) were key determinants. Nekemte city, despite being a major market and coffee-producing town, faces challenges: most income generation is oriented toward daily consumption, limiting savings (Guta et al. 2024).
[bookmark: _bookmark4]The above-mentioned evidences for poor activities/performance of domestic saving enrollment existence of huge gap between saving and investment as well as very small presence of empirical studies on household saving behavior in Ethiopia is demands for research to search the determinants of household saving behavior by using cross-sectional data and unique methods of data analysis which is very useful for policy design. Therefore, the main aim of this study was to assess factors that affect the household saving situation in Nekemte city of Oromia, Ethiopia
[bookmark: _Toc209224791][bookmark: _Toc229948154] 1.2 Statement of the Problem
Many empirical studies in Ethiopia did not sufficiently integrate household saving theories (e.g., life-cycle hypothesis, permanent income hypothesis) with their findings, limiting the theoretical contribution of the research and weakening the link between theory and practice ((Dunlop et al. 2022)Household savings in Ethiopia are not sufficiently directed towards productive investments, leading to a persistent savings and investment gap. Previous studies have highlighted various economic and social factors influencing saving behaviors, yet limited research has been conducted specifically in Nekemte Town. Identifying the determinants of household savings in this region will provide insights for improving savings mobilization and financial inclusion (Thomas et al. 2021)
Saving has been considered as one of the aspects and growth to lead the developing countries to the pathway of development. Saving is a key factor of households‟ welfare in developing countries. Instead, without savings, households have few other tools to adjust unforeseen variations in their income. For individuals and households savings provide a cushion of security against future contingencies whereas for nation savings provide the funds needed in the developmental efforts (Beshir and Kebede 2021).
 Economic policy-making purposes, it is important that economic planners or policy makers have to accurate and rational decision about the importance of saving and investment, the behavior of people towards investment and saving and the method by which saving can be improved for investment. Economic planners would also need to know about the intentions of saving and investment in order to setting demands accordingly(Gobezie 2024). Serious problem challenging poor countries including Ethiopia is the savings and investment gap. It is also shared to see these countries to finance their investment in the short run partway from side to side domestic government borrowings otherwise foreign loan and grants but this would considerably increase the country’s debt burden and would not be a solution in the long run (Wang et al. 2020).
Subsequently, the Ethiopian government focuses on the financial sectors to effectively exploit domestic saving potential, it has planned to increase financial sector accessibility and diversify services that are provided by financial sectors. It is also among those very important variables to the economic growth of any country; developing or developed. The saving culture of a nation determines its growth. Evidences show that countries with high rate of household saving have high potential to growth. Economically grown countries are found to have good culture of saving. An increase in national saving has a substantial effect on investment.(Zegeye et al. 2025)examines the determinants household of saving in Bodit town and analyzes forms of savings used by urban households in the study area. Involving cross- sectional data set and, by using binary logit Regression model, found that income and interest rate has a positive impact whereas the family size has adverse impact on household saving. 
Abate (2020)found that age of household head, occupation of the household, knowing interest rate of formal financial institution, income of the household and family size were significantly influence saving status of the household while education level of household head, and distance from the financial institution were not significantly influence the saving status of the households and it employed binary regression model. Findings from different regions of Ethiopia show inconsistencies for instance, some studies report education as a significant determinant of saving, while others find it insignificant. Similarly, the role of household size and interest rate varies across studies, suggesting the need for context-specific evidence for Nekemte (Dinegde, Bekele, and Sima 2022).
Examined the factors that affect saving behavior of rural households in Benishangul Gumuz regional Sate and found that a positive significant effect of age, income and level of education of the head on a decision of households to save; whereas household size, distance to formal financial institutions and employment status have negative influences on household’s decision to save analyzed the determinants of the saving behavior of daily laborers in Sebeta Town. The findings revealed that there is positive and significant causal relationship between amount of saving and income, financial literacy, level of education, and socialization of the respondents. Variables such as family size, and peer influence were found to have negative influences on respondent’s decision to save (Worcho,2024)

Evidence from East Wollega also highlighted income, education, and gender of household heads as positive factors, while dependency ratio constrained saving capacity. Urban studies, such as in Shashamene Town, further confirmed that demographic and economic variables including sex, age, family size, expenditure, and access to credit strongly affect saving behavior Collectively, these findings underscore that in Oromia, household saving behavior is shaped by socio-economic, demographic, and institutional factors, with informal saving remaining dominant despite gradual improvements in financial inclusion (Yayeh and Demissie 2025)
Moreover, it is the only study conducted in our research area, Nekemte which will help broaden our understanding of factors hindering household saving in Nekemte town. Furthermore, according to Nekemte Town plan office and socio- economic management directorates (2024). Nekemte is a market town and highly business activity are done by the residents and a one of coffee growing town in Ethiopia and has important income generation potentials but their contribution to livelihood of households is very limited. Most income generation activities are directly towards filling daily wants. In connection with this problems and considerations, it is key to analyses the saving behavior of households through identifying the determinants of household’s decision to save and constraints thus as to recommend practical policy related solutions to problems of saving mobilization by households.
Research Gaps, most existing studies on household savings in Ethiopia employed single-equation models such as the Tobit model, which capture only one dimension of saving behavior. However, saving involves both the decision to save and the amount saved, which requires more robust methods like the binary logistic regression model. Few studies have applied such approaches(Worcho 2024). Prior research often examined only a limited set of explanatory variables (income, family size, age), overlooking other socio-economic, demographic, and institutional determinants such as financial literacy, access to credit, and cultural factors. This leaves important drivers of saving behavior 
     Most studies were conducted in towns such as Shashamene, Sebeta, Bodit, and Guduru, with little focus on Nekemte. Yet Nekemte is a vibrant market and coffee-growing town with significant income-generating potential that remains underexplored in terms of household saving behavior. most of empirical studies(Kamber et al. 2024, Mohammed et al. 2025)  are applying single equation Tobit model however some empirical studies applying probit model but not enough good, while this research filled the previous literatures gap by employing different methodological approaches to analyze the households decision to save or not save
Previous Ethiopian studies often relied on the Tobit model, which only captured the amount saved. This thesis improves on this model by using binary logistic regression, which better reflects the decision to save or not a critical issue in Nekemte, where irregular incomes and daily consumption priorities make the choice itself more important than the amount. Despite the growing body of literature on household saving behavior in Ethiopia, several gaps remain unaddressed, particularly in the context of Nekemte city. Weak integration of theory and practice most prior studies did not sufficiently apply household saving theories such as the life-cycle hypothesis and permanent income hypothesis to empirical findings. This limited the theoretical contribution and weakened the link between saving behavior and established economic models. Narrow methodological approaches earlier works predominantly employed single-equation models such as Tobit and Probit, which capture only one dimension of saving behavior. The Contribution of this study to addresses fills the above gaps by applying a binary logistic regression model to capture household saving decisions more comprehensively. Incorporating broader set of explanatory variables, including education, training, and saving status. Providing localized evidence for Nekemte city, where saving behavior is shaped by irregular incomes and daily consumption priorities. 
[bookmark: _bookmark6][bookmark: _Toc229948155]1.3 General Objective
[bookmark: _Toc229948156]1.3.1 Objectives of the Study
     The main objective of the study was to assess the determinants of households saving behavior in case of in Nekemte city
[bookmark: _bookmark7][bookmark: _Toc209224792][bookmark: _Toc229948157]1.3.2 Specific Objectives the study
[bookmark: _Toc229920622][bookmark: _Toc229948158]    1. To identify the demographic characteristics of household saving in Nekemte city. 
[bookmark: _Toc229920623][bookmark: _Toc229948159]     2. To assess the importance of socioeconomic factors on household saving in the Nekemte city 
[bookmark: _Toc229920624][bookmark: _Toc229948160]     3 To explore the relationship between socio-economic factors and household saving behavior in Nekemte city.
[bookmark: _Toc229948161]1.4. Research of hypothesis
H₀: Demographic characteristics of households in Nekemte city have no significant effect on household saving behavior.
H₀:  socio‑economic factors have significant influence on household saving behavior.
H₀:   Socio‑economic factors have no significant relationship with household saving behavior in Nekemte city.
[bookmark: _Toc229948162]1.5 Significance of the Study
The significance of analysis of household saving in Nekemte town can be articulated in several important ways. Here’s a detailed explanation of its value: This study will provide valuable insights for policymakers, financial institutions, and development organizations by identifying factors that influence household savings. Findings will support the design of strategies aimed at enhancing savings culture and financial inclusion(Rickard 2022)). Understanding household saving behavior in Nekemte provides localized data that can inform both local and national economic policy. Policymakers can use the findings to design better financial inclusion programs, tax incentives, or community banking initiatives.
[bookmark: _bookmark10][bookmark: _Toc209224793][bookmark: _Toc229948163]1.6 Scope of the Study
The study focuses on household savings behavior in Nekemte city, examining demographic and socioeconomic factors affecting savings decisions. This study focuses on analyzing the saving behavior of households in Nekemte city, located in the Oromia Region of Ethiopia. The scope is geographically limited to town households within the administrative boundaries of Nekemte, excluding rural areas and institutional or business entities. The study examines factors that influence household saving patterns, such as income level, education, family size, expenditure habits, and access to financial institutions. Temporally, the study considers data from the most recent fiscal year to ensure relevance and accuracy in capturing current economic conditions. Methodologically, the research employs both qualitative and quantitative approaches, relying on surveys and interviews to gather data directly from household respondents. The findings of this case study are intended to reflect the specific context of Nekemte city and may not be generalized to other regions without further investigation.
[bookmark: _bookmark12][bookmark: _bookmark11][bookmark: _Toc209224794][bookmark: _Toc229948164]1.7 Organization of the Study
The whole study is organized as follows. The first chapter includes the introduction part which incorporates background of the study, statement of the problem, objectives of the study; general objectives, Specific objectives, research questions and significance of the study, scope of the study, limitation of the study and organization of the study. The second chapter investigates literature and empirical review available on about the association between house holding saving and it’s the determinant. The third chapter deals with about methodology that means focus on sampling size determination, methods of data analysis, methods of data collection, sampling techniques, data type and source and description of the study area. The fourth chapter concerned with presentation and discussion of the findings or results obtained which called data analysis. Both the descriptive analysis and econometrics analysis was undertaken and the end chapter includes conclusion and recommendation.
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[bookmark: _bookmark13][bookmark: _Toc209224795][bookmark: _Toc229948165]  CHAPTER TWO
[bookmark: _bookmark14][bookmark: _Toc209224796][bookmark: _Toc229948166]LITERATURE REVIE
[bookmark: _bookmark15][bookmark: _Toc209224797][bookmark: _Toc229948167]2.1 Introduction
This chapter contains theoretical review, empirical review, Definition and concepts of saving, Classical, Keynesian and neoclassical determinants of household saving and conceptual framework
[bookmark: _bookmark16][bookmark: _Toc209224798][bookmark: _Toc229948168]2.2 Theoretical Literature Review
[bookmark: _bookmark17][bookmark: _Toc209224799][bookmark: _Toc229948169]2.2.1 Definition and concepts of saving
Saving refers to the fraction of income not instantly consumed but kept for future investment, consumption or for unforeseen contingencies in the future. It is important in improving the well- being of individuals and serve as a security at the times of shocks for the households. Saving is being seen as a method of diminishing the risk resulting from the inability to predict the future and thus acting as precaution. According to (Tănase and Popovici 2022)unexpected events in the life-cycle of individuals make saving an important element in fulfilling the financial gap. Household savings could be intended to address household expenditure but rural households are constrained due to seasonality of cash flows, work culture and income; as a result of which saving is seasonal and irregular, too. Saving mobilization is also critical for individual welfare in that, at individual level it helps households‟ smoothen their consumption and finance productive investments in human and business capital (Adicha et al. 2023)
Saving has a multidimensional benefit both for the saver himself, and for the nation at large. Individuals get benefited from saving in case of emergency funds, retirement benefits, payment for house, buying new car, entitlements of sinking funds, and education. Also states that savings not only allow for growth in income and increases in consumption, but also for the smoothing of consumption in the presence of various uncertainties. Saving behavior can only be understood fully after the sources of uncertainty facing decision- makers and their opportunities for responding to them are specified(SEIFU 2021)
It is also among those very important variables to the economic growth of any country; developing or developed. The saving culture of a nation determines its growth. Evidences show that countries with high rate of household saving have high potential to growth. Economically grown countries are found to have good culture of saving. An increase in national saving has a substantial effect on investment. National saving is the sum of the weighted average of the three principal sectors of the economy: private household, business and general government. However despite this fact the vast majority of studies on saving behavior concentrate household saving because of the high importance of household saving in the determination of national saving (Karaaslan, Oktay, and Alkan 2022)
AYKA and WSU (2024)also noted that saving constitute the basis for capital formation, investment and economic growth. A sufficiently strong saving performance is an important precondition for achieving economic growth, macroeconomic balance, and financial and price instability(Ahmed 2024). To lead the underdeveloped countries to the path of development, rate of savings must be enhanced. However the fact is, in many poor countries including Ethiopia there is a wide gap between national investment need and the amount of national saving that goes to finance investment.
If a nation doesn’t have enough national saving to finance its investment it took national/domestic government borrowing and/or foreign loan and grants. But this will lead to huge debt burden and can’t sustainably lead the country to grow economically. East African saving rate is one of the lowest among African regions and being part of East African countries the saving rate in Ethiopia is low. Very little is known empirically about its pattern and determinants. Low income individuals are denied access to the basic service, information and resource which help them to build asset and save. For the institutional theorists institutional level factors most important which encourage individual and households save more or less. The main hypothesis of the institutional theory is that institutional factors like access, information, incentives and expectation determine the household or individual saving than any other (Lidi, Bedemo, and Belina 2017)
[bookmark: _bookmark18][bookmark: _Toc209224800][bookmark: _Toc229948170]2.2.2 Classical, Keynesian and neoclassical household saving
(Win 2022)summarized that saving is crucial to a growing economy because it makes resources available for the production of physical capital, for the research and development needed to fuel economic growth, and enhance our standard of living. Coupling this important role of saving with the anxiety of policymakers, it is not surprising that legislators have backed tax reforms aimed at eliminating perceived anti-saving biases in the code Based on the definition of saving as a behavior or a practice different author’s use the term saving behavior, saving propensity, saving practice, saving likelihood and saving habit interchangeably. For instance used the term saving likelihood to indicate savers the intensity where people are willing to save some portion of income; used the term propensity to save to refer the intensity of setting aside a portion of income as saving, or an inclination to save, use saving habit to express the regularity of saving over periods (Joseph 2019)
[bookmark: _Toc209224801][bookmark: _Toc229948171]2.2.3 Classical Economic Theory and Household Saving
Classical economic theory, rooted in the works of Adam Smith, David Ricardo, and John Stuart Mill, views saving as a crucial component of capital accumulation and economic growth. It assumes that individuals act rationally and that markets operate efficiently. According to classical economists, saving is a function of income and interest rates. Higher interest rates encourage more saving, as people are rewarded for postponing consumption. Lower interest rates discourage saving but promote investment and economic activity. Classical economists argue that savings automatically translate into investment. Saving is a function of interest rates and income levels, and it leads to investment and economic growth. According to Classical theory, households save primarily because higher interest rates provide an incentive for deferred consumption. Households are rational economic agents who maximize their utility by choosing to save when interest rates are favorable. In a free market, savings are automatically converted into investments, ensuring economic stability (Say’s Law).Higher interest rates → More savings (because returns on savings increase).Savings drive investment and economic growth. Minimal government intervention is needed as the market naturally balances savings and investment(Friedman 2007)
Classical economic theory postulates that households save a portion of their disposable income according to their preference for private profit – a gradual increase of income over time and their time preference(Kucukaksoy 2011). In order to maximize their total profit, households save in time t in order to consume more in t + 1. The main determinant of their saving behavior is the real interest rate. Given a rising real interest rate, the opportunity cost of current consumption rises and households save more (de Vivo 1987)
[bookmark: _Toc209224802][bookmark: _Toc229948172]2.2.4 Keynesian Theories and Household Saving
Saving is primarily a function of income, not interest rates, and excessive saving can harm economic growth. Marginal Propensity to Save (MPS): Keynes argued that as income increases, households save a proportion of their additional income. However, in times of economic uncertainty, households may save more out of fear, reducing aggregate demand and slowing economic growth (Paradox of Thrift).Unlike classical theory, government intervention is necessary to regulate savings and prevent economic downturns. Higher income → More savings (but saving rates are relatively stable over time).Government policies (e.g., tax cuts, stimulus checks) influence household savings. Keynesian Theory emphasizes that income levels primarily determine savings
(Dalziel 1998)identifies eight motives, including the classical preference for private profit (improvement motive) and time preference (inter temporal substitution motive). Moreover, households safeguard themselves against expected labor income decreases after retirement (life- cycle motive), or unexpected future income losses (Precautionary motive). They may strive for (financial) independence (independence motive) or participation in potential business projects (enterprise motive), leave bequests (bequest motive), or save out of greed (avarice motive). Keynes (1936) assumes that saving motives change only slowly so that the propensity to save is relatively stable over time. (Dalziel 1998)suggests that a household’s ability to save depends positively on the level of current disposable income. Thus, the
Impact of saving ability and saving motive on total household savings can be approximated by the linear relationship
St = a+bYt+ 𝜀

Where a<0, 0<b<1 and ε is the residual. St represents the saving level in period t, and Yt represents the disposable income in the same period. The negative intercept indicates that households dis save when their level of disposable income is zero. 
The marginal propensity to save (b) represents a household’s motivation to save, indicating that an increasing income corresponds to increasing household savings. The average propensity to save (+𝑌𝑡b) indicates that household savings rise with the level of disposable income. A household’s preference for liquidity affects the way that households save (Steindl 1985)
Households with a high preference for liquidity hoard cash, those with a low preference deposits their savings at a bank. The liquidity preference depends on the degree of precaution and preference for private profit (Keynes, 1936). At times of great economic uncertainty, precautious households may have a high liquidity preference. At times of economic certainty, rising real interest rates encourage households to deposit their savings at a bank due to the interest profit. Thus, Keynes (1936) acknowledges that household savings also depend on the real rate of interest as households strive for private profit (improvement motive). 
Neoclassical	economic	models	treat	household	savings exogenously or endogenously. In the Solow growth model, households save a portion of their disposable income according to an exogenously imposed, fixed saving rate s (Missaglia and Vaggi 2025) Lacking a behavioral component to household savings, the model does not permit conclusions regarding a household’s savings motives and ability. Economic policies, such as tax policies, are the only possible determinant of S. If policy makers know that there is a saving rate S* (0< S*<1) that maximizes steady-state consumption (golden rule savings), they may introduce tax incentives for household savings at S* to maximize savings and investment. In neoclassical (Power 1979)life-cycle motive of saving, according to which households bridge income differences over their life-cycles.

Both resemble households also consider their expected life-time income growth for their savings decisions. When households know their point of retirement, they save according to their finite lifecycle so that consumption is stable, but not smooth (Modigliani and Bromberg, 1954). Thus, population growth pushes the aggregate saving rate up if there are relatively more working-age households than retired households in society. However, households may also save to leave bequests, so that retired households may still have a high saving rate (Modigliani 1993)
An initially low wealth endowment also affects the household saving rate positively as households save more to accumulate wealth for their retirement (Ando and Modigliani, 1963). The effect of lifetime income on household savings is twofold since total household income consists of two observable components: labor income and the value of assets. On the one hand, household savings depend positively on the life-time labor income, defined as the current level and the expected growth rate of labor income (Ando and Modigliani, 1963). A household’s labor income rises with growing labor productivity. Owing to the wage bargaining involved in this increase, the household anticipates the rising income and expects future consumption to rise along with it. In order to accommodate for this, household savings increase (Were and Joseph 2025)
On the other hand, household savings depend on the value of assets. Similar to an initially low level of wealth endowment, a currently low asset value encourages households to increase their savings for retirement (Ando and Modigliani, 1963). However, the effect of lifetime income on household saving is ambiguous if the real interest rate changes. For example, a falling interest rate decreases the opportunity cost of current consumption relative to future consumption so that current saving is less profitable than future saving. Thus, households would want to save less at a given labor income (substitution effect). In contrast, the present discounted value of expected future consumption rises, making future consumption more expensive and encouraging households to save more (income effect). An interest-rate decrease also changes the present discounted value of assets. Accordingly, future income, such as pension earnings or capital income, rises, encouraging households to currently save less (Alkhayal 2025)
[bookmark: _Toc209224803][bookmark: _Toc229948173] 2.2.5 Life-Cycle Hypothesis (LCH) and Household Saving
Households plan their savings over their lifetime, saving during working years and spending during retirement. Martini and Spataro (2024), LCH states that households aim to smooth consumption over their lifetime. Young people borrow (e.g., for education, home purchases), middle-aged workers save, and retirees disserve (spend their savings).Middle-aged households have the highest saving rates. Retirees reduce savings and spend accumulated wealth. Government pension systems (e.g., Social Security) influence personal saving rates. Life-Cycle and Permanent Income Hypotheses propose that households save based on lifetime income expectations rather than current income levels (Fisher 1987). In contrast to the life-cycle hypothesis, the permanent income hypothesis suggests that households save according to an infinite life-cycle (Friedman 1957)Since they do not know their time of death, households wish to smooth their consumption pattern in a stable manner over time. Assuming a constant real interest rate, they consume according to their average lifetime income, which is based on the moving average of their previous income (permanent income). One-off income fluctuations (transitory income), such as bonus payments, are saved. Changes in the real interest rate alter the permanent part of household lifetime income and thus do not affect household saving behavior (Friedman 1957). In the presence of uncertainty, neoclassical models predict that household savings diverge from the predictions of the life-cycle as well as permanent income hypotheses, and that households save out of precaution. If inflation in an economy is unstable, rational households become uncertain about their job security and future income. This induces precautionary household saving against unexpected income losses .Precautious households do not borrow when faced with income uncertainty (Huang, et al 2025)
[bookmark: _bookmark19][bookmark: _Toc209224804][bookmark: _Toc229948174]2.3 Empirical Literature Review
Econometric research on the determinants of household saving based on micro data drawn from the less developed countries has lagged far behind the pace set in advanced nations. It would appear that there has been limited hypothesis testing in the least developed countries beyond macro formulations of the consumption function. Furthermore, very little of the development literature attempts to isolate the impact of structural change on aggregate personal saving, since few studies provide meaningful disaggregation (Marklund et al. 2024).
Analyzed the demographic determinants of saving in a group of Asian countries by using econometric methods and found that dependence ratio has a significant negative effect on saving across counties. Kibet (2024)analyzed determinants of saving by smallholder farmers and entrepreneurs in Kenya by using multiple regressions analysis. One of his findings indicated that interest rate on deposits has some positive influence on the saving of farmers. Increase in interest rates is expected to motivate farmers to save since it implies that they get better returns on their saving.
Family structure and composition is another important factor at influencing saving of households. Families with higher number of active working members involved in economic activities save much more than others (Mihai and Popovici 2024).The sex parameter of the household head indicated that male headed households are more likely to save money more as they are more frequently involved in different occupations(Charles, Kanani, and Mori 2025). According to Ahmed (2024) growth in income, degree of financial depth, and saving interest rate have significant positive impact on savings mobilization whereas age, dependency ratio and real interest rate have significant negative impact on savings in Ethiopia.
 Rutsaertet.al( 2024)conducted study using multivariate regression analysis (binary logistic and Ordinary regression least method) and found that savings habit of households are versatile and are influenced by demographic and economic factors based largely on income. The findings showed that the main predictors of the probability of an individual to have savings account were income, locality, and national health insurance registration, place of accommodation, sex, age and education. On the other hand, the main determinants of the level of savings were namely income, locality, and sector of employment, national health insurance registration, age, education, household size and marital status. The rate of interest determines the saving rate of the individuals on a view to encourage people towards saving (Thomas et al. 2021)
Bekele (2021)empirically investigated the significance of some macroeconomic variables in determining domestic saving in Ethiopia by using times series data from 1970/71 to 2010/11.The results shows that growth rate of income play a stronger positive role in determining both the short run and long run behavior of domestic saving in Ethiopia. The saving decision may depends on income, wealth, real interest rate and other potential factors such as individuals habit, such as preferences for spending now, or postpone their consumption, so that they can have a greater consumption in the future period.
Horioka , (2024) applied single equation Tobit model on household survey data to analyses determinants of household saving in Ethiopia. Their finding indicated that education of household head, land holding size and annual income of the household affected household saving positively. The result further added that households mainly use the informal saving institutions as the result of which their savings is hardly traced in the national accounting system. Assessment of Saving Culture; Household composition, individual characteristics, demographic, economic and social features of households affect saving pattern and behavior of households in a given society. The variations in such factors lead to variations in national saving rate over time. In Ethiopia reports indicated that about six million households save money in financial institutions with average of 875 Birr per year. The saving rate as percentage of GDP is 9.5 which are very low as compared to that of China, Bangladesh and South Africa (Kazoba 2022)
(MAOZ 2023) growth in income, degree of financial depth, and saving interest rate have significant positive impact on savings mobilization whereas age, dependency ratio and real interest rate have significant negative impact on savings in Ethiopia and to analyzed determinants of saving using multiple regression analysis and they found out that education, occupation, income of household head and household size affect rural household savings significantly. They found that lack of access to productive resources and low returns to agricultural production has been identified as a bane to the saving capacity of the rural women(Agumas, 2021).
In Ethiopia, for centuries, partly due to inaccessibility of commercial bank branches, absence of postal saving services and lack of strong cooperative movement, deposit services to the poor has been largely dominated by widely accepted and practiced informal mechanisms such as„Iqub‟, „Iddir‟, buying livestock and jewelry and hiding cash at home. The aim of the financial institutions during the GTP period has been establishing an accessible, efficient and competitive financial system. In relation to this, emphasis has been given to strengthening modern payment and settlement system, developing access to financial services, supporting the bank system with modern technology and extending the information exchange system to microfinance institutions, among others (Belaso, 2021)
Analyzed determinants of saving using multiple regression analysis and they found out that education, occupation, income of household head and household size affect rural household savings significantly. The mean saving of middle age, early and old age household heads is about Birr 360.6, 206.2 and 244.6 per month respectively and also the mean saving of illiterate household heads is Birr 58.57 whereas household heads with primary education, secondary education and tertiary education on average saves Birr 261.8, Birr 269.93 and 546.65 per month respectively. Hence, as the educational level increases saving also increase (Mengistu 2024)
(Molla 2024) conducts most people in Ethiopia make little or no use of the formal savings and lending institutions. Some use informal institutions that occur within the informal sector of the economy. We know that saving in the informal institutions did not yield interest for the depositors and so could not help for mobilizing resource. As a result it is not used for investment to yield income and, of course, most of the time depositors have expected to pay for saving service to their changing financial needs. In developing countries we observe a variety of informal institutions that enable transactions which are particular to the poor. The saving mobilization and development of saving habits of a given society will have an impact on capital accumulation and thus on economic growth of a country in general and on the financial well- being of the individuals in particular. Countries having higher level of saving rates have managed to reduce the burden of foreign debt and thus domestic investments will be financed by domestic saving especially household sectors (Worcho, 2024)
Tarekegn (2024)examine major determinants of households saving behavior in East Gojjam Zone, Ethiopia used binary logit regression model. Results of the study indicate that the desire of household to save was significantly determined by the personal saving habits of the household head; existence of financial planning; and annual income of the household. Household head with positive personal saving habits has more probability to save than household head with negative personal saving habits.
 The empirical literature review revealed that there are different factors that affect household savings. Most of these empirical studies focus on aggregate national savings using macro data and most micro studies applying single equation Tobit model however some empirical studies applying double hurdle model but not enough good while this research filled the previous literatures gap by employing different methodological approaches (double hurdle model) to analyses the households‟ decision to save and to identify the determinants of household saving in the study area(Mideksa 2024). 
Besides, there is no study conducted on microeconomic level on the analysis of household saving in Nekemte town and therefore, this paper attempted objectively to identify major micro level determinants of household savings focusing on the effects of the socio-economic characteristics of the households on saving behaviors.
[bookmark: _bookmark20][bookmark: _Toc209224805][bookmark: _Toc229948175]2.4 Conceptual framework
This conceptual framework illustrates how demographic, socio-economic, and institutional factors collectively influence household saving behavior in Nekemte city. It is guided by the Life-Cycle Hypothesis and Permanent Income Hypothesis, which explain saving as a function of income, life stage, and future expectations. The arrows show the directional relationship between independent variables such as age, education, income, and access to credit and the dependent variable, household saving behavior, represented by the decision to save or not to save. The framework emphasizes that while demographic and income characteristics matter, education, financial training, and institutional support play a more decisive role in shaping saving decisions and promoting a sustainable saving culture. 
[image: ]
[bookmark: _bookmark21][bookmark: _Toc229948176][bookmark: _Toc229986608]Figure 1 conceptual framework
Source: own computation, 2025
The diagram shows that saving behavior is not determined by one factor alone. Instead, it is the interaction of demographic, socio-economic, and institutional variables, guided by saving theories. Importantly, it emphasizes that education, training, and institutional support are stronger drivers of saving behavior than just income or age. A conceptual framework will be developed to illustrate the relationship between independent variables (income, family size, education, unemployment rate, etc.) and the dependent variable (household saving behavior).
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[bookmark: _Toc229948177]  CHAPTER THREE
[bookmark: _Toc209224807][bookmark: _Toc229948178]RESEARCH METHODOLOGY
[bookmark: _Toc209224808][bookmark: _Toc229948179]3.1 Introduction
This chapter will provide the methodology that will be used in this study. It consist research design and approach, sampling and sampling size, source of data, method of data collection, method of data analysis, Model specification, specification of variables, Validity and Reliability and ethical consideration will be provided
[bookmark: _bookmark25][bookmark: _Toc209224809][bookmark: _Toc229948180]3.2 Description of the Study Area
This study will be undertaken in Naqamte city. Naqamte city is located in western parts of the Oromia National Regional State at distance of 328 km south west of Addis Ababa. Naqamte city is a capital of east Wallaga Zone. Naqamte city is astronomical location is at 902’ to 906 North latitudes and 36028’ to 36036’ East longitudes; while its elevation ranges from 1960m to 2170m above sea level (topographic maps,2026)
[image: change the phrase from the map bare jama to bake jama and chelflex to celeleki]
Source: Naqamte city administrative map
[bookmark: _bookmark26][bookmark: _Toc229948181][bookmark: _Toc229986609][bookmark: _Toc209224810]Figure 2 location map
[bookmark: _Toc229948182]3.3 Research Design
Descriptive and explanatory research design was used. Research design is the overall plan of how this study was done. It is a blueprint for the collection, measurement, analysis of collected data; thus it shows how the study is implemented from problem definition to conclusion of the study(Kothari 2004). Because the objective of this study was to investigate the determinants of household saving behavior in Nekemte city, descriptive and explanatory designs were used to evaluate the relationship between dependent and independent variables.
 
[bookmark: _bookmark27][bookmark: _bookmark28][bookmark: _Toc209224812][bookmark: _Toc229948183]3.4 Types and Sources of data
[bookmark: _bookmark29][bookmark: _Toc229920646][bookmark: _Toc229948184][bookmark: _Toc209224813]Quantitative and qualitative data was collected from primary and secondary types of data for the analysis of the study. The importance of collecting and considering primary and secondary data in form of both qualitative and quantitative data was to triangulate and supplement the data generated from sources. Secondary data from pamphlets, office manuals and policy papers were used to provide additional information where appropriate. Besides, variety of books, published and/or unpublished government documents were reviewed to make the study fruitful. These convey the data and the result of the research is reliable. The study was conducted in Nekemte city on determinants of household saving behavior. Hence, the source of data was collected primarily from first hand sources through structured questionnaires and interviews and secondary data through observation from second hand source to achieve the objectives of the study
[bookmark: _Toc229948185]3.5 Target Population 
[bookmark: _Toc229920648][bookmark: _Toc229948186]The total populations of the study area from the four kebele’s are 3620 during 2025/26. Among these 360 household saving currently operating in Nekemte city were selected by proportional random sampling method as samples. Due to the in accessibility of data for the number of households in each Kebeles, the household number of each kebele was calculated by dividing the total population of each kebele by the average family size of the city. 
[bookmark: _bookmark30][bookmark: _Toc209224814][bookmark: _Toc229948187]3.6 Sampling techniques and Sample size
[bookmark: _Toc229483363]The current study was employed study employed simple random sampling techniques. In his
[bookmark: _Toc229483364]Sampling procedure the researchers used multistage sampling procedure. In the first stage Nekemte city was selected purposively, due to the limited empirical evidence available on the determinants of household saving in this area. In the second stage four sub cities were namely Chalelek, Beke Jema , Bekenisa Keso and Burka Jeto were random sampling selected because of the reason that there is high business center of the stated city. In the third stage sample respondents were selected using simple random sampling techniques.   
The selection of sampling methods based on the homogeneity and representation of the sample. In this study households were the basic sampling units in order to get quantitative and qualitative data on the determinants of household saving in the study area. From 3620 target population 360 households were selected through simple random sampling techniques using (Yemane Formula 1967).    ………………………… ………………….3.1

                                                    n=   
                                                    n=   
                                                   n=360
                                                                                                                                                                    
N = the number of total households in the town n = sample size e = level of precision which is equal to 0.05
Therefore, 360 households were select for this study from four Kebeles. Since these four kebeles has approximately equal size of households which is about 1014, 763, 743 and 1100 respectively. Since the sampling procedure was simple random sampling techniques the samples adequately represent the targeted populations in the area of study.
[bookmark: _Toc229948033][bookmark: _Toc229948188]Table 1 sample size
	Kebele
	Population (Nᵢ)
	Sample of proportion(ni = n Ni÷N
	Sample Size (nᵢ)

	Chelelaqi 
	N1=1014
	ni=360x1014÷3620
	n1=101

	Bakke Jama
	N2=763
	ni=360x763÷3620
	n2=76

	Bakanisa Qesso
	N3=743
	ni=360x743÷3620
	n3=74

	Burqa Jato
	N4=1,100
	ni=360x1100÷3620
	n4=109

	Total
	3620
	 
	360


 Source: Own construction (2026)






[bookmark: _Toc229948189][bookmark: _bookmark46]3.7 Method of data Collection
Descriptive research designs incorporating both qualitative and quantitative approaches were used to achieve the objectives of the study through questionnaire, interviews and observation. An interview schedule, comprising household demographic characteristics institutional characteristics, socio-economic characteristics and other issues related to urban saving, was developed to collect quantitative and qualitative data. Before undertaking the fieldwork for data collection, the first draft interview schedule was developed in English and submitted to the research advisor for comments and suggestions. Based on the feedback, improvements were made. For the actual survey work, the interview schedule was translated to Afan oromo for enumerators to easily understand it and facilitate clear communication and discussion with respondents.
[bookmark: _Toc229948190]3.8 Method of data analysis 
The study employed both descriptive and econometric method of data analysis. In order to analyze the raw data and to plainly see the relationship between the dependent variable and independent variables this study used the STATA software package. Simple descriptive statistics such as percentage, frequency and other distribution presented or table were employed to summarize the collected data. Qualitative data were analyzed by transcribing informants‟ ideas and views through narrative and descriptive approaches, and helps to capture the aspects of the research that could not be done through the quantitative method and useful to relate research findings to the data derived from the literature reviews(Hodges et al. 2023).
[bookmark: _bookmark31][bookmark: _Toc229948191]3.8.1 Binary Logistic regression Model
A binary model is a type of regression model used when the dependent variable is dichotomous, meaning it takes only two possible outcomes typically coded as 1 (event occurs) and 0 (event does not occur). In the context of household saving behavior, the binary model estimates the probability that a household decides to save (1) versus not save (0), based on a set of explanatory variables. The Purpose of selecting this model is a dependent variable has a two binary outcome which categories that either save or not save. Estimates the probability that an event occurs household decides to save. The Interpretation reveals that the Coefficients are expressed in terms of odds ratios, showing how independent variables increase or decrease the likelihood of saving. Previous researchers often relied on Tobit, which only captures one dimension which is only on the amount saved. This thesis improves on this by using binary logistic regression, which better reflects the decision-making process of households in Nekemte city a context where irregular incomes and daily consumption priorities mean the choice to save is itself critical. (Gujarati and Porter2009).
Let Yi be a binary dependent variable representing the saving status of household i
                Yi =                 1 if household i Saves
                                        0 otherwise
The probability that a household saves is modeled using the logistic function:
[bookmark: _bookmark33][bookmark: _Toc209224816]…………………………………………3.2
          Where,
                 P (Yi=1) is the probability that household ii saves
    X1i, X2i… Xki X are explanatory variables such as income, education, gender, family 
Where, β0 and β1 are coefficients to be estimated from data, Xi is the independent variable
e is the base of the natural logarithm.
For ease of exposition the model can be written as (for more than one independent variables)
Pr(𝑒𝑣𝑒𝑛𝑡) = 𝑒𝑍𝑖/1+𝑒𝑍𝑖 or equivalently Pr(𝑒𝑣𝑒𝑛𝑡) = 1/1+𝑒-𝑍i ------------------------------- (3.3)
This particular study is deal about the probability of saving or not saving and this expression
expressed in mathematical form as follows:
The probability of saving (an event occurring) as the form:
(𝑦 = 1/𝑥) = (𝑌 = 1) =𝑒𝑧𝑖/1 + 𝑒𝑧𝑖=1/1 + 𝑒-𝑧𝑖----------------------------------------- (3.4)
Z = 𝛽0+𝛽1𝑥1+𝛽2𝑥2+ -------- +𝛽𝑘𝑥𝑘+ 𝜀 -------------------------------------------------- (3.5)
Note: - the error term 𝜀 also follows logistic distribution
For a not-Saving cumulative logistic distribution, representing the probability is just (1-pi) i.e.
1 − 𝑝𝑟 (𝑦 = 1/) =) 𝑒-𝑧𝑖/1 + 𝑒-𝑧𝑖----------------------------------------------------- (3.6)
Therefore, by dividing equation (3.4) by equation (3.6) we can result in the odds-ratio in binary response, which is as stated below:
𝑝𝑟 (𝑦 = 1 /𝑥)/ [1 – (𝑦 = 1/ 𝑥)] = (𝑌 = 1)/1 – (𝑌 = 1) = 1/1 + 𝑒-𝑧𝑖 / 𝑒-𝑧𝑖/1 + 𝑒-𝑧𝑖= 𝑒𝑧𝑖 ------ (3.7)
When we take the natural logarisim of odd-ratio of equation (3.7) could result in logit model as we can see below.
𝐿𝑖 = (((𝑌 = 1)) /(1 –𝑃(𝑌 = 1))) = 𝑍𝑖 = 𝛽0 + 𝛽1𝑥1 + 𝛽2𝑥2 + 𝛽3𝑥3 + 𝛽4𝑥4 +𝛽5𝑥5 + 𝛽6𝑥6 + 𝛽7 𝑥7 + 𝛽8𝑥8+ 𝛽9𝑥9 + 𝛽10 𝑥10 ++ 𝛽11 𝑥11 ++ ------ ------------------------------------------- (3.8).
Therefore, logit model for probability of saving or not-saving of a household and determinants of saving as follows: 
Yi= 𝛽O+ 𝛽1 HHAG+ 𝛽2 HH Sex + 𝛽3HHMS + 𝛽4HHFS + 𝛽5HHEdu+ 𝛽6HHMI+ 𝛽7 HHME + 𝛽8HHAC +  𝛽9HHT+ 𝛽10HHES+ 𝛽11HHSS+ 𝜺𝒊 ------------------------------------------------- (3. 9)
Therefore Yi= 1 if household is saving and =0 if household is not saving, 𝛽𝑖 is regression parameters, is the error term and size, access to financial i institutions, and financial literacy
                      βo    is the intercept
                     β1 – β11 are the coefficients to be estimated
                     εi    is the error term, assumed to follow a logistic distribution
            HHFS- Household Family size                     HHES - Employment Status                                                 
            HHMS- Household Marital status                HHAC-Household access to credit
            HHEDUL-Household education level            HHAT-Household training
            HHI-Household Income                               HHSB-Household saving behavior                          
           HHE -Household expenditure	                       HHSS-Households saving status	   

















               
[bookmark: _Toc229948034]Table 2 Explanatory variables and direction of influence on dependent variables
	
	Description of Variable
	Measurement
	Exp Sign

	HHSB
	Household saving behavior                          
	Dummy (1 = saving, 0 = not-saving)
	+

	Age
	Age of the household head
	Continuous (measured in years)
	+

	Sex
	Sex of the household head
	Dummy (0 = male, 1 = female)
	+

	HHFS
	Family size of the household
	Continuous (number of household members)
	–

	HHMS
	Marital status of household head
	Dummy (1 = married, 2 = single, 3 = divorced, 4 = widowed)
	–

	HHEDUL
	Education level of household head
	Dummy (1 = illiterate, 2 = primary, 3 = secondary, 4 = tertiary and above)
	+ 

	HHMI
	Monthly income of the household
	Continuous (measured in ETB)
	+

	HHME
	Monthly expenditure of the household
	Continuous (measured in ETB)
	–

	HHAC
	Household access to credit
	Dummy (1 = has access, 0 = no access)
	+

	HHSS
	Household Saving status  
	Continuous (count of dependents)
	+

	HHES
	Employment status of household head
	Dummy (1 = employed, 0 =unemployed)
	-

	HHT
	Household training
	Dummy (1 = yes, 0 = no)
	-


Source: own design

[bookmark: _Toc229948192]3.9 Econometric Analysis
[bookmark: _GoBack]In addition to descriptive analysis, the binary logistic regression model was employed to identify the determinants of household saving in the study area. Before regressing variables included in the model were tested for the existence of multi-co linearity and heteroscedasticity problem.

[bookmark: _Toc229948193]3.9.1 Multicollinearity
Before to running the Logit, the presence or absence of multi collinearity has to be checked. There was suggested to test the existence of multicollinearity. These are: Variance Inflation Factor (VIF) for association among the continuous explanatory variables and Contingency Coefficients (CCs) for dummy variables. As a general rule, if the VIF of a variable exceeds 10, there is multicollinearity. According to Gujarati (2009), to avoid serious problems of multicollinearity, it is quite essential to omit the variable with value 10 and more from the Logit analysis. Thus, the Variable Inflation Factor (VIF) was employed to test the degree of multicollinearity among the continuous variables. The values of the VIF for four continuous variables were found to be small (i.e VIF values less than 10) indicating that the data have no serious problem of multicollinearity
[bookmark: _bookmark34][bookmark: _Toc209224817][bookmark: _Toc229948194]3.10 Description of Variables 
[bookmark: _Toc229948195]3.10.1 Dependent variable
 Household saving behavior (HHSB) - in binary logistic regression there are two components for dependent variable; the first is the decision to save. It has a dichotomous nature measuring households‟ decision to save which takes a value of 1 if the household decides to save and 0 otherwise. 
[bookmark: _Toc209224818][bookmark: _Toc229948196]3.10.2 Independent Variables
After the analytical procedures will clearly defined, it is necessary to identify the potential explanatory variables that will influence savings behavior. Based on review of literatures, past research findings thirteen explanatory variables is identified and included in the model. The variables include family size of the household, income of household, education level of household, age of household, sex of household, marital status of household and deposit, employment status of household, expenditure of household, number of dependents of household, personal saving habit of household, additional income generating activities and 
Family size (HHFS): This is a continuous variable measured by numbers and in this study; family size refers to the number of individual living together in the same roof and shares everything within the household. (Nuredin Oumer 2023)The size of household found that significantly and negatively affect household saving. This implies a household have a larger family size due to additional household member shares the limited resources that lead the household to save less. Income (IN): income is continuous variable expressed in terms of birr and saving is generally assumed to come from what is left from consumption. Household income is expected to have positive relationship with saving. Income has significant and positive effect on saving (Balcha, et.al 2022)
Education Level (HHEDL): It indicates the years of schooling achieved by household head. It is one of the control variable included in the model. In fact, the household saving is different with different educational level of household. Formal education of the household is selected due to its effect on saving behavior. According to (Elias, et.al 2022)they have found that better educated people tend to save more. This is theoretically justified from the fact that education has the probability to increase households‟ awareness to saving and also their capacity to save as more educated households has wider possibilities of earning more income than not educated ones.
Household Age (AGE): It is continuous variable and measured in years and also it can be defined as the number of completed years from the time of birth till the time when the survey will be conducted. According to (Berhane, et.al2022) as the ages of the households age increase, the saving behaviors of the also increase, However, (Desta, et.al 2024)is inconsistent with those study as the ages of the households age increase the saving behaviors of the household decrease.
Marital status household (HHMS): is a dummy variable which indicates whether the household head is married or unmarried. It included in the model to control for the household saving of differences of household who are married and unmarried. It is a dummy variable which assumed a value of one if the household head is married, zero otherwise. According to (Ayza,et al 2025)being married was a negative impact on saving; the main reason for the finding might be the fact that most female partners are spouses that makes their liquid money contribution very less. Furthermore, there are also social and others costs added most of the time for married individuals.
Household employment status (HHES): Understanding employment status is essential for both employers and employees because it defines the nature of their relationship, rights, and obligations. For employers, it ensures compliance with labor laws, tax regulations, and workplace protections. Misclassifying employees as independent contractors, for example, can lead to legal disputes, fines, and reputational damage(Cotton, Garga, and Rohan 2022).
Household expenditure (HHE): It is a continuous variable that refers to the sum of household expenses on food item, clothing, health, education etc. It includes not only expenditure on consumption but also different expenditures on social and religious ceremonies celebrated occasionally such as, wedding, funeral, circumcision and others. The expenses related to these ceremonies are sometimes too large relative to household income levels. According to (Nesredin et.al 2024).Expenditure on social issues is inversely related to the savings.
Household access to credit (HHAC): Access to credit is a cornerstone of household economic empowerment, particularly in developing countries where formal financial systems often remain underdeveloped. For urban and rural households alike, the ability to borrow funds when needed can significantly influence consumption smoothing, investment in human and physical capital, and resilience against economic shocks. Household access to credit refers to the ability of a household to obtain financial resources—either from formal institutions such as banks and microfinance organizations or from informal sources like relatives, friends, or local moneylenders for various purposes including consumption, investment, or emergencies Hussen (Mohamed, 2023).
[bookmark: _bookmark35]Household saving status (HHSS): It is the number of people of non-working age, compared with the number of those of working age. Higher number of active working members involved in economic activities saves much more than others. The elderly and young are expected to consume out of post saving while those within the working age are expected to accumulate saving. A higher number of dependents implies a greater burden of consumption expenditure and hence, the more the allocation of household budget towards consumption expenditure leads to lower saving and it is expected to negative affect saving rate(Ahmed 2024).
Household training (HHT) is a methodological approach within household surveys that seeks to measure the extent to which structured guidance influences household decision-making and welfare outcomes. It is assessed through probability-based sampling and analyzed using binary response models to determine adoption behavior
[bookmark: _Toc209224819][bookmark: _Toc229948197]3.11 Validity and Reliability Test
[bookmark: _Toc209224820][bookmark: _Toc229948198]3.11.1 Validity Test 
According to (Ondeto et al. 2017)validity refers to the extent to which differences found with a measuring instrument reflect true differences among those being test. Validity is the most critical criterion and shows the degree to which an instrument measures what it is supposed to measure. For this study to validate the instruments the researcher has considered whether there were ambiguous, confusing and poorly organized questions along with the instruments were used to a certain their validity and suitability, by adjusting as per respondents understanding in collecting the required data. The advisor has thoroughly examines all item one by one and providing feedback and guidance on the questionnaire particulars that may be amended.
[bookmark: _Toc209224821][bookmark: _Toc229948199]3.11.2 Reliability
 Reliability refers to the degree to which the data collection tools or analysis procedures were yield consistent findings(Kartianah, et.al 2024). Reliability analysis measures the internal consistency of a group of items, which used in questionnaire construction. Reliability analysis examines the homogeneity or cohesion of the items that comprise each scale. Therefore, we can be confident that all the variables have internal consistency. 
[bookmark: _Toc209224822][bookmark: _Toc229948200]3.12 Ethical Considerations
In terms of ethical consideration, the researcher first requested permission from respondents. The data collections were starts after introduced the objectives and proceeds when informal agreement were reach between researcher and respondent. Respondents invite to comfortable environment to ensure their privacy and confidentiality. Hence, the researcher had guaranteed to ask and secure the respondents privacy and does not expect to mention their name. In addition, the researchers were collected original data, keep data for a reasonable period of time, and provide accurate account of the information. In general, the researcher kept the dignity of the respondent; promote moral questions and develop intimacy with the respondents of the study.
                                         








[bookmark: _Toc229948201]CHAPTER FOUR
[bookmark: _Toc229948202]RESULT AND DISCUSSION
[bookmark: _Toc229948203]4.1 Introduction
This chapter presents the results and discussion on the determinants of household saving behavior in the case of Nekemte city. A descriptive statistical analysis was conducted to present and interpret the collected data on various factors influencing determinants of household saving behavior. The study employed frequency tables, percentages, mean, and standard deviation to analyze respondents' responses. Additionally, inferential analysis was performed to achieve the stated objectives. 
[bookmark: _Toc229948204]4.2 Demographic characteristics of respondents
This part analyses the demographic characteristics of the sample, which includes gender, age, educational background, marital status and family size households. The purpose of the demographic analysis in this research is to describe the characteristics of the sample such as the proportion of males and females in the sample, age, educational background, Monthly income of household’s. Demographic characteristic of sample respondents in Nekemte refers to the set of social and demographic attributes that describe the background of individuals or households included in this study. They ensure your analysis is both descriptive and inferential (logit, Chi‑Square). These characteristics provide context for interpreting saving behavior and other economic outcomes.











[bookmark: _Toc229948035][bookmark: _Toc229948205]Table 3  Demographic characters of the respondent’s
	Demographic  factors
	Descriptions
	Frequency
	Percent

	 Gender of household
	Female
	166
	46.1

	
	Male
	194
	53.9

	
	Total
	360
	100

	Age of household
	
	
	

	               
	<20-30
	58
	16.1

	
	31-40
	119
	33.1

	
	41-50
	89
	24.7

	
	51-60
	54
	15.0

	
	>61
	40
	11.1

	
	Total
	360
	100.0

	Household Marital status
	
	
	

	    
	Single
	98
	27.2

	
	Married
	163
	45.3

	
	Divorced
	65
	18.1

	
	Widowed
	34
	9.4

	
	Total
	360
	100.0

	Household family size
	
	
	

	
	  1-3
	88
	24.4

	
	 4-6
	152
	42.2

	
	 7-9
	80
	22.2

	
	  >9
	40
	11.1

	
	       Total
	360
	100.0

	Household education level



	
	

	

	
	No formal education
	                          66
	            18.3

	
	Primary education
	                   90 
	                   25.0

	
	Secondary school 
	                    101
	28.1

	
	Diploma
	                        55
	                                   15.3

	
	Degree or above 
	                       48
	                               13.3

	
	Total
	                        3 60
	                                100


[bookmark: _Toc229920666][bookmark: _Toc229948206]                               
Source: Stata output result, 2026
The above table 4.1 reveals that out of 360 surveyed households in Nekemte city, 53.9% are male-headed (194 households), while 46.1% are female-headed (166 households). This near balance suggests that both genders play significant roles in household financial decisions. Gender may influence saving behavior through differences in income sources, financial priorities, or access to financial services. The age distribution shows that the majority of household heads fall within the 31–40 age group (33.1%), followed by 41–50 (24.7%) and 20–30 (16.1%). Older age groups 51–60 (15.0%) and above 61 (11.1%) make up a smaller share. This pattern implies that most households are led by individuals in their economically active years, which may positively influence saving behavior due to stable income and future planning. Among the respondents, 45.3% are married, 27.2% are single, 18.1% are divorced, and 9.4% are widowed. Married households form the largest group, which may reflect more stable family structures and shared financial responsibilities. Marital status can affect saving behavior through household size, income pooling, and long-term financial goals.
The most common family size is 4–6 members (42.2%), followed by 7–9 members (22.2%), 1–3 members (24.4%), and more than 9 members (11.1%). Larger family sizes may increase consumption needs and reduce saving capacity, while smaller families might have more disposable income available for saving. This variable is crucial for understanding dependency ratios and financial strain. Education levels vary, with secondary school (28.1%) being the most common, followed by primary education (25.0%), no formal education (18.3%), diploma holders (15.3%), and degree or above (13.3%). Higher education levels are generally associated with better financial literacy and income opportunities, which can enhance saving behavior. The presence of educated household heads may indicate greater awareness of financial planning.
[bookmark: _Toc229948207]4.3 Descriptive statistics result
Descriptive analysis is largely the study of distribution of one variable. This study provides us with summary of the person and other subjects on any of a multiple of characteristics such as size, composition, efficiency, preferences, etc. This sort of analysis may be in respect of one variable (described as one-dimensional analysis), or in respect of two variables (described as bivariate analysis) (C.R.Kotharine, 2004).

	[bookmark: _Toc229948036]Table 4 Descriptive Statistics for the explanatory variables of the study by ETB

	Variables
	N
	Mean
	Std. Deviation

	Household monthly income
	360
	2.84
	1.21

	Household monthly expenditure
	360
	89.89
	25.78

	Household access to credit
	360
	.57
	.496

	Household employment status
	360
	132.2
	46.99

	Household advice training
	360
	.68
	.469

	Household saving behavior
	360
	.68
	           .47

	Household Saving status
	360
	187.50
	       13.01


[bookmark: _Toc229920668][bookmark: _Toc229948208]                            Source: Stata output result, 2026
[bookmark: _Toc229920669][bookmark: _Toc229948209]The above table reveals that Household monthly income of Mean, Std. Deviation are 2.84, 1.21 respectively. On average, households fall around income category 2–3.  The relatively small standard deviation suggests moderate variation in income levels across households. Household monthly expenditure of Mean and Std. Deviation are 89.89, 25.78 respectively. Average monthly expenditure is about 90 units.  The higher standard deviation indicates substantial variation in spending patterns among households. About 56.7% of households have access to credit, while 43.3% do not. The Std. Deviation close to 0.5 confirms this is a binary variable. Household number of dependent has a Mean of 0.628 and Std. Deviation was 0.48.Roughly 63% of households report having dependents, while 37% do not. Household employment status has a Mean of 132.17 and Std. Deviation of 46.99. Employment status is measured numerically (likely coded categories or income from employment).
The mean and large SD suggests wide variation in employment-related values. Household advice training has a Mean of 0.68 and Std. Deviation of 0.47. About 67.5% of households received advice/training, while 32.5% did not. This variable is also binary. About 68.1% of households save, while 31.9% do not. Saving status has a Mean and Std. Deviation is respectively 187.50 and 13.01. The mean of 187.5 with SD of 13.0 indicates relatively consistent saving levels among households. Most households in Nekemte save (68.1%), have access to credit (56.7%), and have received advice/training (67.5%). Household expenditures vary widely, reflecting differences in income and lifestyle. Dependents are present in most households, which may influence save to decisions.  Employment status shows large variation, suggesting diverse occupational categories or income levels. Saving status is fairly stable, with households clustering around similar saving levels
[bookmark: _Toc229948037][bookmark: _Toc229948210]       Table 5  Gender of household’s respondent
	Saving status
	Gender of household
	Total

	
	          female
	male
	

	Household does not save
	58
	57
	115

	Household saving
	
	
	108
	137
	245

	Total
	
	
	166
	194
	360


          Source: Stata output result, 2026
From the above table 5 reveals that both male and female-headed households show a majority saving behavior, but male headed households have a slightly higher saving rate 70.6% compared to female headed households 65.1%. Female-headed households are more likely not to save 34.9% compared to male-headed households 29.4%. The difference is not very large, but it suggests that gender may play a role in saving behavior, possibly linked to differences in income levels, financial responsibilities, or access to saving instruments.
[bookmark: _Toc229948211]4.5 Socio-economic factors and household saving behavior in Nekemte city
[bookmark: _Toc229948212]4.5.1 Household Monthly Income and Household Saving Behavior
This section examines the relationship between household monthly income and saving behavior. Income level is a fundamental determinant of a household’s ability to allocate resources toward saving, and it often reflects broader economic stability and financial planning capacity. The descriptive analysis shows that saving behavior increases with income. To assess statistical significance, a Chi-Square test of independence was conducted.  In the context of Nekemte town, this result reflects the influence of cultural saving practices such as iqub, which enable households to save regardless of income level. Even low-income households may participate in informal saving systems, while high-income households may prioritize consumption or investment over saving. 





[bookmark: _Toc229948038][bookmark: _Toc229948213]Table 6 household saving and income
	
	<2000
	2001-5000
	5001-8000
	8001-11000
	>110001
	

	   Household does not save
	16
	29
	35
	22
	13
	115

	   household saving
	42
	57
	72
	50
	24
	245

	     Total
	58
	86
	107
	72
	37
	360


  Source: Stata output result, 2026
The above table show that households earning between 3001–6000 birr monthly exhibited the highest saving rate (73%), followed by those earning 6001–9000 birr (69%), and >9000 birr (64%). Households earning <3000 birr had the lowest saving rate (65%). This pattern suggests that moderate-income households are most likely to save, possibly due to balanced consumption and budgeting practices. Across all income groups, the majority of households save was Out of 360 households, 245 (68%) save while 115 (32%) do not. Even low-income households show strong saving culture (72%). Middle and upper-middle groups maintain similar saving rates (~66–69%).  The highest income group shows a slight dip, possibly due to higher spending or investment alternatives. Strong saving culture exists in Nekemte households, regardless of income. Banks and financial institutions can target advice training across all income levels, since saving is widespread. Iqub and informal saving systems may play a role in encouraging even low-income households to save. The slight decline in saving among the highest income group suggests they may diversify into borrowing, investment, or business rather than traditional saving.  
[bookmark: _Toc229948215]4.5.2 Household monthly expenditure and household saving behavior
This section analyzes the relationship between household monthly expenditure and saving behavior. Expenditure level reflects consumption patterns and financial priorities, which may influence the ability or willingness to save. The descriptive results show that saving behavior is widespread across all expenditure categories.  In the context of Nekemte town, this finding highlights that saving culture is not strictly determined by expenditure level. Households across all expenditure categories demonstrate saving practices, often supported by informal mechanisms such as iqub and community norms. Even low-expenditure households manage to save despite resource constraints, while high-expenditure households may channel resources into consumption or alternative investments rather than formal saving.
[bookmark: _Toc229948040][bookmark: _Toc229948216]
Table 7  Household saving and expenditure
	
	Household monthly expenditure
	Total

	
	<90001
	6001-9000
	<3000
	3001-6000
	

	Household dose not save
	32
	40
	17
	26
	      115

	Household saving
	56
	88
	31
	70
	245

	Total
	88
	128
	48
	96
	360


          Source: Stata output result, 2026
From the above table show that households with moderate monthly expenditure (3001–6000) are more likely to save than expected. Households with very low (<3000) or very high (<90001) expenditure are less likely to save, suggesting financial strain or consumption saturation. The middle expenditure group (6001–9000) aligns closely with expected behavior, showing balanced saving patterns
[bookmark: _Toc229948218]4.5.3 Household access to credit and household saving behavior
This section examines the relationship between household access to credit and saving behavior. Access to credit is often considered a key factor in financial inclusion, as it can provide households with liquidity, reduce financial vulnerability, and potentially encourage saving through improved financial confidence. In this study Nekemte town, these findings highlight the importance of financial institutions and microfinance services in promoting saving culture. Credit access not only provides households with opportunities to invest in income-generating activities but also strengthens their ability to set aside resources for future needs. However, the persistence of saving among households without credit access also reflects the role of informal mechanisms such as iqub, which continue to sustain saving behavior in the absence of formal financial services.
[bookmark: _Toc229948042][bookmark: _Toc229948219]Table 8 The Pearson Chi-Square test

	
	Household access to credit
	Total

	
	No
	Yes
	

	
	Household does not save
	57
	58
	115

	
	Household saving
	99
	146
	245

	Total
	156
	204
	360


                                           Source: Stata output result, 2026
From the table above suggests that a positive association between credit access and household saving behavior. Households with credit access are more likely to save compared to those without. Among households without credit access are 156 implying 36.5% are do not save  and 99 (63.5%) are saving among households with credit access of 204,but 58 (28.4%) do not save 146 (71.6%) save. Households with access to credit are more likely to save compared to those without access. Among, households 115 that do not save, among households 245 that save and 99 (40.4%) have no credit access and 146 (59.6%) have credit access. A larger share of savers is found among households with credit access. Total saving households is 245 implying 68.1% and Total non-saving households: 115 (31.9%) Credit access seems positively associated with saving behavior saving rate rises from 63.5% (no credit) to 71.6% (credit access). Access to credit may encourage households to adopt saving habits, possibly because:
[bookmark: _Toc229948043][bookmark: _Toc229948220]Table 9 The Pearson Chi-Square test
	
	Value
	df
	Asymp. Sig. 
	Exact Sig. 
	Exact Sig. 

	Pearson Chi-Square
	2.673a
	1
	.002
	
	

	Continuity Correctionb
	2.313
	1
	.128
	
	

	Likelihood Ratio
	2.662
	1
	.103
	
	

	Fisher's Exact Test
	
	
	
	.111
	.064

	Linear-by-Linear Association
	2.665
	1
	.103
	
	



                      Source: output result, 2026
a.    0 cells (0.0%) have expected count less than 5. The minimum expected count is 49.83.
b.    Computed only for a 2x2 table
The Chi-Square test confirms a significant association between household access to credit and saving behavior. Households with credit access are more likely to save, underscoring the role of financial institutions in promoting saving culture in Nekemte. Nonetheless, informal systems remain vital for households excluded from formal credit markets. The Pearson Chi-Square test (χ² = 2.673, df = 1, p = 0.002) indicates a significant association between household saving behavior and the categorical variable. However, alternative tests such as the Continuity Correction and Fisher’s Exact Test did not confirm this relationship, implying that the association is weak and may depend on the statistical test applied.
The chart shows that households with access to credit are more likely to save than those without. While saving rates are similar among non-savers regardless of credit access, the number of savers is significantly higher among those with credit access. This suggests that credit availability may encourage or enable saving behavior, possibly by improving financial confidence or liquidity.
[bookmark: _Toc229948221]4.5.4 Household employment status and household saving behavior
This section explores the relationship between household employment status and household saving behavior. Employment status is a key socioeconomic factor that influences income stability, financial planning, and the capacity to save. In this study, households were categorized as unemployed, government-employed, or self-employed.
In this study findings that reflect the economic realities of urban households. Government-employed individuals benefit from regular salaries, enabling structured saving through banks or payroll deductions. Self-employed households, often engaged in trade or services, may save informally or formally depending on income flow and business success. Unemployed households, while less likely to save, may still participate in informal saving systems such as iqub, demonstrating resilience and cultural commitment to financial planning. Overall, the results confirm that employment status significantly influences saving behavior, with implications for policy and financial inclusion strategies. Supporting self-employment and expanding access to stable jobs may enhance household saving capacity in Nekemte.
[bookmark: _Toc229948044][bookmark: _Toc229948222]Table 10 Household Saving and Household Employment Status
	
	Household employment status
	Total

	
	unemployed
	Government employed
	Self-employed
	

	
	Household does not save
	35
	36
	44
	115

	
	household saving
	46
	89
	110
	245

	Total
	81
	125
	154
	360


                                           Source: Stata output result, 2026
The above cross-tabulation reveals that saving behavior is significantly associated with employment status. Self-employed and government-employed households save more than unemployed households, highlighting the role of income stability and entrepreneurial activity in promoting saving culture in Nekemte. Self-employed households have the highest saving rate (72%), followed closely by government-employed households (70%), while unemployed households save less (57%). This suggests that employment stability and entrepreneurial activity positively influence saving behavior, though cultural practices such as iqub may sustain saving even among unemployed households.” Overall, employment status strongly influences saving behavior, with income-generating activities linked to higher saving rates.  The data suggests that employment stability and entrepreneurial activity enhance saving capacity. Government-employed households benefit from regular salaries and structured financial systems, while self-employed households may save more due to income variability and business-driven motivation to accumulate reserves. 
[bookmark: _Toc229948045][bookmark: _Toc229948223]Table 11 The Pearson Chi-Square test

	
	Value
	df
	Asymp. Sig. (2-sided)

	Pearson Chi-Square
Likelihood Ratio
Linear-by-Linear Association
	6.103a
	2
	.047

	
	5.898
	2
	.052

	
	4.271
	1
	.039

	N of Valid Cases
	360
	
	


                                                    Source: Stata output result, 2026
                                                  0 cells (0.0%) have expected count less than 5.
                                                      The minimum expected count is 25.88
To assess the statistical significance of this relationship, a Chi-Square test of independence was conducted. The Chi-Square test (χ²) is 6.103; this indicates a significant association between household employment status and saving behavior. Saving is more prevalent among government-employed and self-employed households, while unemployed households save less. This suggests that employment stability and income-generating activities positively influence saving culture in Nekemte.
[bookmark: _Toc229948224]4.5.5 Household training and household saving behavior
This section examines the relationship between household participation in financial advice training and their saving behavior. Household training is intended to enhance financial literacy, budgeting skills, and awareness of saving mechanisms, thereby encouraging households to adopt consistent saving practices.




[bookmark: _Toc229948046][bookmark: _Toc229948225]Table 12 Household training and household saving
	
	Household advice training
	Total

	
	No
	yes
	

	Household does not save
	25
	90
	115

	household saving
	92
	153
	245

	          Total
	117
	243
	360


                                           Source: Stata output result, 2026
The cross-tabulation results show that out of 360 households, 243 received advice training while 117 did not. Among trained households, 153 (63%) reported saving, whereas among untrained households, 92 (79%) reported saving. Surprisingly, households without advice training exhibited a higher saving rate than those who received training. These findings suggest that while advice training is statistically linked to saving behavior, its effectiveness in promoting saving may be limited unless it is culturally relevant, practically applicable, and inclusive of informal saving practices. Future interventions should consider integrating traditional systems like iqub into training curricula and adapting financial education to the lived experiences of Nekemte households. This result is counterintuitive, as training is expected to improve saving behavior. The data suggests that households may already have strong informal saving habits, possibly through iqub or community norms, and formal training may not significantly enhance these behaviors. Contrary to expectations, households without advice training exhibited a higher saving rate (79%) compared to those who received training (63%). This suggests that saving behavior may be driven more by cultural norms, informal mechanisms such as iqub, or intrinsic financial discipline than by formal training interventions. The result highlights the need to reassess the content and delivery of advice training to ensure it aligns with local saving practices and motivations.
[bookmark: _Toc229948047][bookmark: _Toc229948226]Table 13 The Pearson Chi-Square test
	
	Value
	df
	Asymp. Sig. 
	Exact Sig. 
	Exact Sig. 

	Pearson Chi-Square
	8.920a
	1
	.003
	
	

	Continuity Correction
	8.213
	1
	.004
	
	

	Likelihood Ratio
	9.300
	1
	.002
	
	

	Fisher's Exact Test
	
	
	
	.003
	.002

	Linear-by-Linear Association
	8.895
	1
	.003
	
	



                             Source: Stata output result, 2026
a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 37.38.
b. Computed only for a 2x2 table
The Chi-Square test (χ²) is 8.920 and degree of freedom at1 and with p-value of 0.003 confirms a statistically significant association between household advice training and household saving behavior. However, the direction of the relationship is unexpected: households without training save more than those who received it. This suggests that saving behavior may be influenced more by informal cultural practices and intrinsic financial discipline than by formal training interventions. The result calls for a reassessment of training design and delivery to ensure alignment with local saving realities.
[bookmark: _Toc229948227]4.5.6 Household Saving status and household saving behavior 
[bookmark: _Toc229948048][bookmark: _Toc229948228]Saving Status refers to the type of saving mechanism a household uses either formal saving, such as deposits in banks and microfinance institutions, or informal saving, such as participation in iqub, community-based rotating savings groups, or keeping money at home. Household Saving Behavior describes whether a household actively saves or not, and how consistently and intentionally they engage in saving practices. It reflects the household’s financial discipline, future planning, and access to saving opportunities. In Nekemte town, saving behavior is shaped by a mix of cultural norms, economic conditions, and institutional access.
                                    Table 14 Saving status and household saving
	
	Saving status
	Total

	
	informal saving
	Formal saving
	

	
	Household does not save
	34
	81
	115

	
	household saving
	56
	189
	245

	Total
	90
	270
	360


Source: Stata output result, 2026
The above cross-tabulation reveals that households engaged in formal saving exhibit a higher saving rate (70%) compared to those relying on informal mechanisms (62%). This suggests that formal financial institutions play a stronger role in sustaining saving behavior. Nonetheless, the significant presence of informal saving practices underscores the importance of culturally embedded systems such as iqub, which remain vital for financial inclusion in Nekemte city. Formal saving dominates: 75% of all households 270 out of 360 use formal saving mechanisms. Saving rate is higher among formal savers 70% compared to informal savers 62%.Informal saving (e.g., iqub, community-based systems) still plays a significant role, especially among households with limited access to formal institutions. Households that do not save are more likely to be in the formal saving group 81 out of 115, possibly due to barriers like minimum deposit requirements or lack of trust. The data suggests that formal saving mechanisms are more effective in promoting consistent saving behavior. However, the presence of informal saving among 90 households 25% highlights the continued relevance of traditional systems like iqub, especially in Nekemte.
	[bookmark: _Toc229948049][bookmark: _Toc229948229]Table 15 The Pearson Chi-Square test

	
	Value
	df
	Asymp Sig. 
	Exact Sig. 
	Exact Sig. 

	Pearson Chi-Square
	1.878a
	1
	.041
	
	

	Continuity Correction
	1.538
	1
	.015
	
	

	Likelihood Ratio
	1.843
	1
	.175
	
	

	Fisher's Exact Test
	
	
	
	.192
	.108

	Linear-by-Linear Association
	1.873
	1
	.171
	
	

	Source: Stata output result, 2026
a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 28.75.

	b. Computed only for a 2x2 table


The Pearson Chi-Square and Continuity Correction both show significance, meaning there is a real statistical association between the factor and saving behavior. However, the mixed results (Likelihood Ratio and Fisher’s test not significant) suggest the relationship is weak or context-dependent. In practical terms, households’ saving behavior is linked to the factor under study, but the strength of the relationship may vary depending on cultural practices (iqub), access to institutions, or other socioeconomic variables. The Chi-Square test (χ² = 1.878, df = 1, p = 0.041) indicates a statistically significant association between the variable and household saving behavior. While the relationship is weak and context-dependent, the result suggests that saving behavior in Nekemte is influenced by this factor alongside broader cultural and socioeconomic mechanisms.


[bookmark: _TOC_250009][bookmark: _Toc229948230]4.6 Econometric Analysis
In addition to descriptive analysis, the binary logistic regression model was employed to identify the determinants of household saving in the study area. Before regressing variables included in the model were tested for the existence of multi-co linearity and heteroscedasticity problem.
[bookmark: _Toc229948231]4.6.1 Multicollinearity
Before to running the Logit, the presence or absence of multicollinearity has to be checked. There was suggested to test the existence of multicollinearity. These are: Variance Inflation Factor (VIF) for association among the continuous explanatory variables and Contingency Coefficients (CCs) for dummy variables. As a general rule, if the VIF of a variable exceeds 10, there is multicollinearity. According to Gujarati (2009), to avoid serious problems of multicollinearity, it is quite essential to omit the variable with value 10 and more from the Logit analysis. Thus, the Variable Inflation Factor (VIF) was employed to test the degree of multicollinearity among the continuous variables. The values of the VIF for four continuous variables were found to be small (i.e. VIF values less than 10) indicating that the data have no serious problem of multicollinearity. 
[bookmark: _Toc229948050][bookmark: _Toc229948232]Table 16 Variable Inflation Factor (VIF) test
	   Variable
	VIF
	1/VIF  

	 HHAT
	8.05
	0.124251

	  HHES
	5.78
	0.173133

	  HHEDUL
	5.27
	0.189703

	  HHSS
	1.37
	0.731837

	   HHFS
	1.36
	0.736286

	   HHMI
	1.16
	0.861142

	    HHSEX
	1.09
	0.914234

	   HHMS
	1.09
	0.919900

	   HHAC
	1.08
	0.927755

	   HHAGE
	1.04
	0.960449

	   HHME
	1.03
	0.974495

	 Mean    VIF         
	2.57
	


                                   Source: Stata output result, 2026

The above table reveals that decision rule for Contingency Coefficients states that when its value approaches 1, there is a problem of association between the discrete variables, i.e., the values of contingency coefficients ranges between 0 and 1, with zero indicating no association between the variables and the values close to 1, indicating a high degree of association. The result of the Contingency Coefficient reveals absence of multicollinearity or high degree of association problem among independent variables. Hence, all the five discrete explanatory variables were retained and entered into the binary logit model for analysis. When there was checked the model free from heteroscedasticity and multicollinearity problem. All the independent variables, therefore, were decided to be included in the model analysis. The dependent variable is the house hold saving and Logit model was employed to estimate the effects of the hypothesized. 
[bookmark: _Toc229948051][bookmark: _Toc229948233]Table 17 correlation between the variables
	              
	hhsb
	hhsex
	hhage
	Hhfs
	hhms
	Hhedu
	hhmi
	hhme
	hhes
	 hhat
	hhac
	hhss 

	hhsb
	1.000
	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	hhsex
	0.043
	1.000
	
	
	
	
	
	
	
	
	
	

	hhage
	0.109
	0.042
	1.000
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 hhfs
	-0.008
	0.1397
	-0.051
	1.000
	 
	 
	 
	 
	 
	 
	 
	 

	hhms
	-0.017
	0.1114
	-0.021
	0.113
	1.0000 
	 
	 
	 
	 
	 
	 
	 

	hhedu
	0.020
	0.0917
	-0.045
	0.298
	0.0740
	1.000
	 
	 
	 
	 
	 
	 

	hhmi
	0.164
	0.2106
	0.1369
	0.073
	0.0043
	0.078
	1.000
	 
	 
	 
	 
	 

	 hhme
	-0.155
	-0.081
	-0.049
	0.013
	-0.0127
	0.028
	0.023
	1.000
	 
	 
	 
	 

	 hhes
	0.008
	0.0457
	0.005
	0.289
	 -0.041
	0.829
	0.042
	-0.008
	1.000
	 
	 
	 

	hhat
	0.083
	0.0924
	-0.053
	0.407
	0.0765
	0.886
	0.009
	0.024
	0.865
	1.000
	 
	 

	 hhac
	-0.026
	-0.013
	-0.059
	0.183
	0.0445
	-0.07
	0.03
	0.099
	-0.07
	-0.03
	1.000
	 

	hhss
	0.086
	-0.005
	0.0917
	0.115
	0.008
	0.018
	0.239
	-0.01
	0.194
	-0.02
	0.078
	1.000


Source: STATA output result, 2026 
The above table 19 reveals the correlation analysis that household saving behavior (HHSB) is most strongly influenced by economic variables, particularly household income and expenditure. A positive and moderate correlation was observed between saving behavior and household income 0.164, indicating that households with higher income levels are more likely to engage in saving practices. Conversely, household expenditure showed a negative correlation with saving behavior, suggesting that increased spending reduces the capacity to save. 
Education and training variables demonstrated indirect but notable associations. Household education level was highly correlated with both household expenditure 0.829 and advice training 0.886, while advice/training itself was strongly related to expenditure 0.865. These results imply that education and training enhance financial awareness and decision-making, which in turn influence expenditure patterns and saving status, though their direct effect on saving behavior remains relatively weak. Household saving status HHSS showed a small positive correlation with saving behavior 0.086, reinforcing the consistency between reported saving practices and actual saving behavior. Access to credit HHAC, however, exhibited very weak correlations across variables, suggesting that credit availability does not yet play a significant role in shaping saving behavior within the study area. The correlation results provide important insights into the determinants of household saving behavior in Nekemte. The positive association between income and saving behavior confirms the well-established economic principle that higher earnings increase the capacity to save. This finding is consistent with prior studies in developing economies, which emphasize income growth as a prerequisite for financial accumulation and household resilience. 
[bookmark: _Toc229948052][bookmark: _Toc229948234]Table 18 Estimates Binary Logistic Regression
	      Logistic regression                             Number of obs     =        360

	                                                                 LR chi2(11)       =      53.83

	                                                                  Prob > chi2       =     0.0000

	       Log likelihood = -159.94931                     Pseudo R2         =     0.7440

	HHSB |      Coef.         Std. Err.           z         P>|z|          [95% Conf.    Interval]

	HHSEX
	.0342413
	.0664601
	0.52
	0.606
	-.0960182
	.1645008

	HHAGE
	.06037***
	.0247893
	2.44
	0.015
	.0117847
	.108957

	HHFS
	-.3389
	.1914353
	-1.77
	0.077
	-.7140722
	.0363402

	HHMS
	.06242
	.1111333
	0.56
	0.574
	-.1553945
	.28024

	HHEDUL
	.37364
	.2447646
	1.53
	0.127
	-.1060877
	.853372

	HHMI
	.05841
	.1194929
	0.49
	0.625
	-.1757875
	.2926159

	HHME
	-.00039***
	.000126
	-3.09
	0.002
	-.0006363
	-.0001424

	HHES
	-.9635***
	.305956
	-3.15
	0.002
	-1.563127
	-.3638014

	HHAT
	.9299***
	.3216407
	2.89
	0.004
	.2994772
	1.560285

	HHAC
	.06204
	.1440688
	0.43
	0.667
	-.220329
	.3444102

	HHSS
	.08715
	.0698437
	1.25
	0.212
	-.0497376
	.2240449

	_cons
	1.1366***
	.2276044
	4.99
	0.000
	.6905406
	1.582734


       Source: Stata output result, 2026
       Model result. ***, ** and * shows significant at 1%, 5% and 10% probability level respectively.
[bookmark: _Toc229948235][bookmark: _TOC_250006]
4.7 Interpretation of output result 
The findings of the study show that out of eleven explanatory variables; five of them namely age, family size, household expenditure, employment status, and training are the most influential determinants of saving behavior in the study area. The model was statistically significant overall LR chi² (11) is 53.83 and Prob > chi² and 0.0000), with a Pseudo R² of 0.744, indicating that approximately 74.4 percent of the variation in saving behavior is explained by the stated explanatory variables.
The results show that age of the household head has a positive and statistically significant effect on saving behavior with the p -value of 0.015. The coefficient for household head sex is positive (0.034) but statistically insignificant with the result at the p - value of 0.606. This result suggests that a one-unit change in the sex variable slightly increases the likelihood of saving behavior, but the effect is negligible and not statistically reliable. Age of the household head has a positive and significant coefficient at 0.060 with the p – value of 0.015. This indicates that for each additional year of age, the log-odds of saving increase by approximately 0.06. In practical terms, older household heads are more likely to engage in saving behavior, reflecting the accumulation of financial experience and a stronger orientation toward future security. These result similar findings in Ethiopia (Teshome, 2019).
The finding of the study indicates that family size was negative and statistically significant at 5% significant level. The coefficient of this variable was (-0.338866) implies that an increase in household size by one member tends to decrease the likelihood of saving behavior by 0.34. This is because of the reason that large family has greater consumption expenditure from the monthly income which in turn reduces their saving. The negative and statistically significant effect of household size on saving behavior is consistent with prior empirical evidence from Nekemte city residents. Larger families face higher consumption burdens, which reduce disposable income available for saving. This finding highlights the importance of demographic factors in shaping saving behavior and suggests that policies promoting household savings should account for family size and dependency ratios. This result Similar studies conducted with the previous researchers of Hailu Elias et al (2022) , Mohammed Beshir(2022) and Abule Mehare(2023) 
Marital status (HHMS) was not statistically significant, suggesting that marital status do not play a decisive role in household saving decisions. The coefficient of this variable was (-.06242) implies that an increase in household size by one member tends to decrease the likelihood of saving behavior by 0.062. This result suggests that a one-unit change in the marital status slightly decrease the likelihood of saving behavior, but the effect is negligible and not statistically reliable. Similarly, marital status exhibited a positive but insignificant effect, indicating that larger households may tend to save more, but the relationship is not strong enough to be conclusive. This result similar study conducted with the previous researchers of Mohammed Beshir (2022
On the other hand, household expenditure (HHME) was found to have a negative and highly significant effect on saving at 1% significance level. The coefficient of this variable was (-0.0003894) implies that an increase in household expenditure by one Ethiopian Birr (ETB) tends to decrease the likelihood of saving behavior by 0.0004). This indicates that higher expenditure reduces the likelihood of saving, highlighting the trade-off between consumption and saving. Although the coefficient is small, the effect is statistically strong, indicating that higher spending directly undermines saving behavior by reducing disposable income available for savings. The result is similar with the other researchers of Local studies (Sisay, 2023; Elias et al., 2022)
The finding of the study show that employment status of the household head was negative and significantly affect household saving at 1% level of significance. This result suggests that households with unemployed heads are substantially less likely to save compared to those with employed heads. This finding underscores the importance of stable employment in fostering saving behavior. As the household become unemployed the probability of the household to save reduces or decline by nearly 0.96%. This is because of the reason that unemployment has no income to save.   This result highlights that unemployed households are substantially less likely to save, emphasizing the critical role of stable employment in fostering saving behavior. This result is in line with the previous studies of (Abella Mohammed, 2024)
The finding of the study indicates that training has a positive and significant effect on household saving at 1% level of significance.  The coefficient of this variables was about 0 .9299 which indicates that households attending training on saving are more likely to save, with the odds of saving by 92%. This finding underscores the importance of financial literacy and advisory interventions in promoting saving culture. .This indicates that both household saving behavior and household training have positively and significantly relationship with each other. This result align with the researchers This Vispute et al. (2024, Monti Kumar (2023) and Sharma & Tewari (2025).
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CHAPTER FIVE
[bookmark: _TOC_250005][bookmark: _Toc229948237]CONCLUSIONS AND RECOMMENDATIONS
[bookmark: _Toc229948238]5.1 conclusions
The purpose of this study was to investigate the determinants of household saving behavior in Nekemte city, Oromia Region. Using household-level survey data and a binary logistic regression model, the analysis incorporated demographic, socio-economic, and institutional variables to explain saving decisions. 
First, the findings reveal that education level, saving status, and household training are no statistically insignificant predictors of household saving behavior. This indicates that households for saving was not mandatory with educational attainment, prior saving experience, and exposure to financial training are more likely to engage in saving practices. These results underscore the importance of financial literacy and institutional support in shaping saving culture.
Second, while variables such as sex, age, family size, marital status, income, employment, expenditure, and access to credit showed expected directions, they were not statistically significant. This suggests that traditional demographic and income-related factors alone cannot fully explain saving behavior in Nekemte. Instead, behavioral reinforcement and institutional mechanisms play a more decisive role.
This localized evidence fills a gap in the literature, as most previous Ethiopian studies focused on other towns and relied on single-equation models such as the Tobit. By applying logistic regression, this thesis provides a more nuanced understanding of the decision to save or not, rather than only the amount saved. In conclusion, household saving behavior in Nekemte is shaped less by demographic characteristics and more by education, financial training, and saving status. These findings contribute to both theory and practice by integrating saving hypotheses with empirical evidence and offering policy-relevant insights. Strengthening financial literacy programs, encouraging early saving habits, and expanding institutional support are essential steps toward fostering a sustainable saving culture and enhancing household financial resilience in Nekemte.The study was conducted to identify factors affecting households saving in Nekemte city. Data for the study was collected from 360 household of residents of city. The study analysis by using descriptive method and econometric analysis to identify the effect of explanatory variables on dependent variable. Household saving behavior has long been recognized as a critical factor in economic development and financial stability. Savings provide households with a buffer against shocks, enable investment in education and health, and contribute to capital accumulation at the national level. 
Understanding the determinants of saving behavior is therefore essential for designing effective policies that promote financial resilience and sustainable growth.
With descriptive percentages, graphs, charts and tables were used to present factors affecting household saving. In logistic regression analyses the variables that are positively related with the probability of house hold saving are household head age, sex, education level, monthly income, advice training and access to credit. The variables that are negatively related with the probability of house hold saving are family size, marital status and monthly expenditure. 
The data analysis the most of the respondent given response to save and explained that they had a potential to save but they didn’t enough to save in this study area. There is a large gap between what they save and what they can save. The reasons impact come from: low income, high credit commitment, family expenditure commitment, high cost of living, lack of confidence on financial institutions. The results indicate that education, household saving status and household advice training is statistically significant predictors of household saving behavior. Other variables such as sex, age, family size, marital status, income, employment status, expenditure, and access to credit show expected directions but lack statistical significance. This suggests that while demographic and economic factors matter, financial literacy and current saving practices are the strongest drivers of household saving behavior in this sample. This study set out to examine the determinants of household saving behavior (HHSB) using econometric analysis of household-level data. The regression results reveal that among the variables considered, household education level, household saving status and household advice training is statistically significant predictors of saving behavior. These findings underscore the importance of financial literacy, behavioral reinforcement, and institutional support in shaping household financial decisions. While demographic and economic variables such as sex of household head age, family size, marital status, household income, employment status, household expenditure and access to credit showed expected directions, their effects were not statistically significant. This suggests that traditional socioeconomic factors alone cannot fully explain variations in saving behavior. Instead, behavioral and educational interventions appear to play a more decisive role. The results carry important policy implications. Expanding financial literacy programs and advice training can significantly enhance household saving practices. Encouraging early saving habits is also critical, as households already engaged in saving are more likely to sustain this behavior over time.
Although income and expenditure were not significant predictors, policies should still consider vulnerable households to ensure equitable access to saving mechanisms and financial services. In conclusion, household saving behavior is shaped less by demographic and income characteristics and more by education, training, and existing saving practices. Strengthening these areas through targeted interventions can foster a culture of saving, improve household financial resilience, and contribute to broader economic development. 
[bookmark: _Toc229948239]5.2 Recommendations
Based on the findings of thesis particularly the following recommendations are proposed:
The results the study show that age of the household head and training has a positive and statistically significant effect on saving behavior of the household head. Employment status household expenditure and family size was negative and statistically significant effect on household saving behavior. Hence government should provide a necessary training on saving for young individuals to enhance their awareness on how to create jobs, generate income and save from their income. Moreover training on family planning and family expenditure is very crucial to enhance the saving behavior of household. Given that access to credit was not significant and informal saving (iqub) is widespread, the candidate should have recommended integrating formal institutions with informal systems. 
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[bookmark: _Toc229948241]APPENDIX –I
WALLAGA UNIVERSITY
SCHOOL OF   POST GRADUATE STUDIES
COLLEGE OF BUSINESS AND ECONOMICS
DEPARTMENT OF ECONOMICS
Research Thesis for the Requirement of Master’s Degree in Development Economics 
 Title: The Determinants of Household Saving Behavior: A Case Study in Nekemte Town
 Institution: Wallaga University
Dear Respondent, Thank you for your willingness to participate in this academic research. This questionnaire is designed to collect valuable insights on household saving behavior in Nekemte Town. Your responses will contribute to the partial fulfillment of a Master’s Degree in Development Economics at Wallaga University. The study also aims to identify key challenges and opportunities for improving saving practices in the community.
General Guidelines:
Please tick “✓” in the space provided for each applicable option.
You are not required to write your name.
Kindly answer all questions carefully and to the best of your knowledge.
Part A: Questionnaire for respondents
[bookmark: _Toc229920686][bookmark: _Toc229948242]    Section 1: Demographic variables
1.1 Sex of household head: ☐ Male (=1)  ☐ Female (=0)
1.2 Age of household head: 18-28☐  28-38☐ 38-48☐  48-58 ☐  above 58☐
1.3 Educational background: ☐ No formal education ☐ Primary ☐ Secondary ☐ Diploma ☐ Degree or above
1.4 Marital status: ☐ Single ☐ Married ☐ Divorced ☐ Widowed
1.5 Family size (total number of household members): __________
Are there dependents under age 15 or over 65 in your household? ☐ Yes ☐ No
If yes, how many dependents? __________
[bookmark: _Toc229920687][bookmark: _Toc229948243]2. Socio-economic variables
    These questions capture income, expenditure, credit access, and other household-level economic variables.
2.1 Monthly household income ------------------------------------ ETB
2.2 Monthly household expenditure ----------------------------- ETB
2.3 Do you have own your home? ☐ Yes ☐ No
2.4 Employment status of household head: ☐ Government ☐ Self-employed ☐ Unemployed ☐ NGO employee ☐ Private company
2.5 Main source of income: ☐ Salary ☐ Business ☐ Farming ☐ Remittance ☐ Other: 
2.6 Do you engage in additional income-generating activities? ☐ Yes ☐ No
2.7 If yes, how much do you earn per month from these activities? __________ ETB
2.8 Do you have access to credit services (e.g., bank loan, microfinance)? ☐ Yes (=1) ☐ No (=0)
2.9 Are you aware that banks/microfinance institutions offer interest on savings? ☐ Yes (=1) ☐ No (=0)
2.10  These questions assess how broader economic conditions influence saving decisions.
2.11 How do you perceive current interest rates on savings? ☐ Very attractive ☐ Attractive ☐ Neutral ☐ Unattractive
2.12 Do you believe interest rates encourage saving? ☐ Yes ☐ No
2.13 Are you satisfied with the current deposit interest rate? ☐ Yes ☐ No
2.14 Do you have a bank account? ☐ Yes ☐ No
2.15 Do you have access to a bank or microfinance institution within 5 kilometers of your residence? ☐ Yes ☐ No
2.16 Have you ever received financial advice or training from a formal institution? ☐ Yes ☐ No
2.17 Do you participate in informal saving groups such as Iqub? ☐ Yes ☐ No
2.18 Do you rely on family or community networks for saving or borrowing? ☐ Yes ☐ No
2.19 Do you have access to saving institutions in your area? ☐ Yes ☐ No
2.20 Where do you prefer to save your money? ☐ Bank/Microfinance ☐ Informal institution (e.g., Equb) ☐ At home
2.21 Does access to formal or informal saving mechanisms significantly influence household saving behavior in Nekemte Town? ☐Yes            ☐No
2.22 Is Demographic and socio economic characteristics of households in Nekemte city have no significant effect on household saving behavior? ☐Yes            ☐No
2.23  Is Demographic and socio economic characteristics of households in Nekemte city significantly affect household saving behavior? ☐Yes            ☐No
2.24 Does a formal saving mechanism have no significant influence on household saving behavior? ☐Yes            ☐No
2.25  Is Informal saving mechanisms significantly influences household saving behavior?
 ☐Yes            ☐No 
2.26 Are Socio economic factors having significant relationship with household saving behavior in Nekemte city? ☐Yes            ☐No
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