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The Competitive Saving Motive in China:

Implications for Savings, the Current

Account, and Housing Prices

Shang-Jin Wei

The competitive saving motive
refers to saving for the purpose of rais-
ing one’s relative status in the compe-
tition for dating and marriage part-
ners. Unlike the standard life cycle and
precautionary motives, it is all about
competition with others. The higher
an individual’s savings relative to oth-
ers in the same age and gender cohort,
the better the individual’s competitive
position.

Competitive saving can be moti-
vated from an evolutionary point of
view, since it refers to the accumulation
of wealth to gain an edge in the race
to satisfy biological and physiologi-
cal desires. If not having a sex partner
implies a big loss of well-being, people
are willing to do a lot to improve their
competitiveness on that front. When
the competition intensifies, those in
the race may adjust their saving rates
significantly.

Competitive saving as an expla-
nation for patterns in the Chinese
economy was initially proposed in a
series of studies by Xiaobo Zhang,
Qingyuan Du, and me. We also explore
its implications for asset markets, espe-
cially housing prices, and for eco-
nomic growth. The competitive saving
motive could be present in any econ-
omy, including one with a balanced sex
ratio, but its effects are easier to detect
in an economy with an unbalanced or
changing sex ratio for the marriage age
cohort. A shock to the competitive-
ness of the dating and marriage mar-
ket, such as a change in the ratio of
marriage-age men to women due to
sex-selective abortions or infanticide,
wars, famines, or immigration can have
a profound effect on savings, inter-
est rates and other asset prices, work
effort, and economic growth.

Empirical Motivation
and Theory

Zhang and I were the first to pro-
pose the concept of a competitive saving
motive. We estimated that a heightened
competitive saving motive, triggered by
a sharp rise in China’s male-to-female
ratio in the premarital age cohort since
2000, contributed about 50 percent of
the rise in the Chinese savings rate since
2000.! In fact, many countries, including
Singapore, India, Vietnam, Korea, and
Taiwan, also have exhibited unbalanced
sex ratios in the premarital age cohorts.
The competitive saving motive may have
played a quantitatively important role in
the evolution of these countries’ saving
rates as well.

Du and I formalized a theory of the
competitive saving motive. Our model
clarified the conditions under which the
competitive saving motive at an individ-
ual level can translate into major changes
in economy-wide aggregate savings.” Our
central theoretical findings include:

e The saving rate of the gender
that is in excess supply will
tend to rise. When males are
in relative surplus, men, and,
importantly, parents of unmar-
ried sons will tend to increase
their saving rate whenever
the probability of marriage
declines. This is because higher
savings is considered an effec-
tive signal and competitive
instrument in the dating and
marriage market.

e The impact of greater compe-
tition on the saving rate of the
gender that is in shorter sup-
ply is indeterminate. On the
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one hand, women and their
parents may not save as much
as they might otherwise, in
anticipation of the higher sav-
ings of their future husbands.
On the other hand, the desire
of women to outcompete each
other to be matched with
the best possible men could
induce them to raise, rather
than to lower, their saving rate.
Moreover, women may desire
to save more in order to main-
tain bargaining power vis-a-
vis savings-rich husbands.
A priori, it is unclear which
effect dominates.

e The ecconomy-wide sav-
ing rate goes up unambigu-
ously in response to greater
gender imbalance. This result
may need some explanation.
If women or families with a
daughter also raise their saving
rate in response to a greater
imbalance, it is easy to see
that the aggregate saving rate
would go up. What if they
choose to reduce their sav-
ing rate? Even in this case,
our model predicts that the
increase in saving rate of men
and their parents from the
sex ratio imbalance would
tend to outweigh any reduc-
tion in saving by women or
their parents, due to men’s
combination of the competi-
tion motive and the desire to
smooth consumption in antic-
ipation of marrying a spouse
who has saved less.

e Although the rise in aggre-
gate savings due to an increase
in the sex imbalance may be
a transitional phenomenon,
the resultant distortions can
require a long time to correct.

A rise in the aggregate saving rate
that is triggered by an increase in the
sex ratio is socially inefficient. While

China’s one-child policy enacted

Saving rate

China’s Gender Ratio and Saving Rate

Gender ratio (male/female)
N

The saving rate is the ratio of [GDP - (private and government consumption)] to total GDP
Both variables have been rescaled by subtracting the mean and dividing by the standard deviation

Source: S. J. Wei and X. Zhang, NBER Working Paper 15093

all young men and their parents hope
to improve their chances of marriage
by increasing saving and reducing con-
sumption, such hopes cannot be realized
in the aggregate, as the total number of
unmarried young men for the country as
a whole is ultimately determined by the
sex ratio, and not by the aggregate saving
rate. The economy thus has excess savings
that could be consumed with no change
to the marriage outcome.

In principle, a surplus of either
males or females can trigger a rise in
the saving rate via the competitive sav-
ing motive. The amount of incremental
savings could differ in the two cases if
men and women have a different toler-
ance for involuntary singlehood.

Evidence and Findings

Empirically, there is abundant evi-
dence that relative wealth helps one to
gain status in the dating and marriage
market. For example, wealthy Chinese
men have little trouble finding wives.
Du and I investigated patterns of gender
imbalance and private-sector saving rates
across countries. Specifically, we ran a
non-linear panel regression of the aggre-
gate saving rate on the sex ratio and other
control variables, including country and
year fixed effects over the period from

1990 to 2010. The sex ratio is defined as
the male-to-female ratio for the premari-
tal age group of 10-24 (from the United
Nations Population Division). We found
that countries with a more skewed sex
ratio tend to have a higher saving rate. For
robustness, our regressions also controlled
for the effects of per capita income, the
dependency ratio, the government fiscal
deficit, and a proxy for financial develop-
ment. The basic conclusion still held.

Household Level Evidence

Zhang and I also go beyond cross-
country evidence and examine household-
level evidence. We focus on China, as it is
geographically large and there are signifi-
cant differences in the degree of gender
imbalance across regions. At the national
level, the sex ratio for the Chinese premar-
ital cohort increased from near-balance
in 1990 to about 115 young men per 100
young women in 2007. China’s houschold
saving rate (out of disposable income)
almost doubled, from 16 percent to 30
percent, during the same period. The time
series data on the national saving rate and
the sex ratio for the premarital cohort
clearly move together.

The time series pattern is sugges-
tive; the household-level evidence across
regions is even more revealing. While
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China as a whole exhibits a rising male-
to-female ratio, the extent of the gender
imbalance varies widely across the coun-
try. For example, Anhui Province has a
very unbalanced sex ratio, on the order of
120 young men per 100 young women,
whereas Inner Mongolia is almost bal-
anced. As it is uncommon for people to
migrate across regions for marriage, we
can examine how saving rates respond to
changes in local marriage market condi-
tions. The competitive saving theory pre-
dicts that families with an unmarried son
living in a region with a more unbalanced
sex ratio are likely to have a higher saving
rate. This pattern is not predicted by more
standard theories of saving behavior.

To examine the empirical relation-
ship between household saving rates out
of disposable income and sex ratios at the
county or city level, we run regressions,
taking into account other determinants
of saving rates such as household income,
the age of the head of houschold, gen-
der, ethnicity, education level, children’s
ages, and whether family members have
major health problems. The interaction
effect predicted by our theory is strongly
borne out in the data. Zhang and I found
that families with unmarried sons liv-
ing in rural areas of regions with a more
skewed male sex ratio indeed tended to
have higher saving rates. In comparison,
the saving rates of families with an unmar-
ried daughter appeared uncorrelated with
the gender imbalance at the local level.
Across Chinese cities, saving rates of both
families with unmarried sons and those
with unmarried daughters tended to rise
as gender imbalance increased.

These patterns are consistent with the
basic prediction of the competitive sav-
ing theory: Saving tends to be higher in
regions with greater imbalance, especially
among families with unmarried sons. The
patterns of saving by households with
unmarried daughters are also consistent
with a model that allows for intra-fam-
ily bargaining. When women or their
parents are concerned about the erosion
of bargaining power vis-d-vis their pro-
spective husbands or their families, they
may choose not to reduce their saving
rate in response to the gender imbalance.

When the effect of intra-family bargain-
ing dominates, the saving rate of families
with unmarried daughters could rise in
response to an increase in the number of
males to females.

Implications

The conventional determinants of
saving behavior form only part of the
explanation for the high saving rates in
Asian countries. A rise in the sex ratio in
many of these countries may have played
an important role in sustaining or elevat-
ing high saving rates in recent years.

By extension, the sex ratio imbal-
ance is a “missing” fundamental variable
underlying many of these countries’ cur-
rent account surpluses, since a country’s
current account is the difference between
national saving and investment. A one-off
increase in the sex ratio can cause a tem-
porary —but large—rise in the current
account. The latter will shift to the long-
run equilibrium level when all cohorts
in the society have adjusted fully to the
new male-to-female ratio. Nonetheless, the
transition period can be aslong as a decade.
If, instead of a one-off increase, there is a
sustained rise in the gender imbalance, as
is the case in China, the economy’s current
account surplus could last even longer. If
a large country such as China runs a sur-
plus when competitive saving motives are
heightened, the rest of the world has to col-
lectively run a current account deficit dur-
ing the transition period.

Gender imbalances exacerbate the
competitive saving motive, which may have
created the erroncous impression of an
undervalued real exchange rate for China.?
If governments were to artificially appreci-
ate the nominal exchange rate to reduce a
current account surplus whose root cause
is a rise in competitive saving triggered by
heightened gender imbalance, they would
be creating distortions rather than resolving
them. My research suggests that instead of
simply focusing on the nominal exchange
rate, a broader look at structural determi-
nants of saving and current accounts may
turn out to be more productive and help-
ful in the long run for policy discussions of
global imbalances and their correction.

The competitive saving motive has
implications for asset prices too, espe-
cially housing prices. The standard the-
ory regards houses as both a consumption
good and as an investment. The competi-
tive saving theory suggests that there may
be a third dimension: Home ownership is
also a tool for status competition, includ-
ing competition for relative social standing
in the dating and marriage market. This
feature can be relevant in economies with
or without a sex ratio imbalance. In a cali-
brated model, Zhang, Yin Liu, and I show
that both house prices and the house price-
to-rent ratio would be higher in the pres-
ence of the status competition motive than
in its absence, even in an economy with
a balanced sex ratio. A skewed sex ratio
could substantially raise the quantitative
relevance of the status competition consid-
eration in understanding housing prices.*

To improve one’s standing in the dat-
ing and marriage market, raising the sav-
ing rate is not the only possible strat-
egy. Increasing labor supply and engaging
in more high-risk, high-return activities,
including entrepreneurship, are also pos-
sible strategies. These behaviors could have
implications for economic growth. Indeed,
Zhangand I find that regions within China
with more skewed sex ratios in 1995 tend
to exhibit a stronger growth in the number
of private-sector firms in the subsequent
decade. Houscholds that simultancously
have an unmarried son at home and live in
a region with a more skewed sex ratio for
the dating age cohort tend to supply more
labor. We estimate that the increased sex
ratio in China may have boosted real GDP
growth by as much as 2 percentage points
per year in recent years. Importantly, we
point out that this additional growth may
not correspond to an improvement in wel-
fare.5 In this sense, a skewed sex ratio can
produce immiserizing growth‘
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