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DEVELOPMENT ECONOMICS | RESEARCH ARTICLE

Rural households saving status and its 
determinant factors: Insight from southwest 
region of Ethiopia
Kindineh Sisay1*

Abstract:  Especially for developing countries like Ethiopia, saving is more significant 
to build capital required to generate income, smooth domestic cash requirements, 
and allow the ease of consumption during scarcity. However, rural saving at the 
household level was not substantially investigated in Ethiopia in general and in the 
study area in particular. The current study, therefore, assessed rural households’ 
saving status and its determinant factors in Gimbo district, south west region of 
Ethiopia. Out of the entire sample households surveyed, more than half (52.35%) of 
the surveyed households were non-saver. This is to mean that a lesser proportion of 
the sampled households were saving their income left from food and non-food 
spending or other expenses at formal financial institutions. When we look at the 
intensity of saving, the whole sampled households saved 4,788.15 ETB on average. 
As both logit and multiple linear regression model results showed, the education 
level of the household head, distance from financial institutions, farm income, 
financial literacy, and participation in non-farm activities were found to affect both 
decision to save and intensity of saving significantly and positively except distance 
from financial institutions, which is negatively correlated with both. Therefore, to 
overcome negative effects of distance from financial institutions, the study recom-
mend the expansion of financial institutions up to kebele levels as much as possible. 
Moreover, policymakers and other concerned bodies responsible for the enhance-
ment of rural private saving should have to amend rural households’ farm income, 
education, financial literacy, and participation in non-farm activities.

Subjects: Rural Development; Economics and Development; Sustainable Development; 
Economics 

Keywords: decision to save; intensity of saving; logit; multiple linear regression; saving

1. Introduction
Saving is the remaining income after deducting current spending over a given time, which leads to 
an accumulation of wealth that enables people to improve their living standards and respond to 
new opportunities (Wieliczko et al., 2020b). It is critical to build capital required to generate 
income, smooth domestic cash requirements, and allow consumption during scarcity (Kuma 
et al., 2019; Leto, 2016). It allows farming households to guarantee financial security in the case 
of unexpected events (Wieliczko et al., 2020a). As per classical economists’ thought and various 
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studies, saving was admitted as an important predictor of economic growth (Dong et al., 2021; 
Million & Belay, 2019). Furthermore, it is also crucial for capital accumulation and has a direct 
effect on economic growth, making it critical for attaining macroeconomic stability.

Countries with more saving rates will have rapid economic growth and a high degree of 
accumulated capital than those countries with a lesser rate of saving. This accumulated capital 
will lead the country to have additional prospects for productivity through the excess revenue 
source created (Gao et al., 2021; Obalola et al., 2018) and encourage saving to mobilize the cash 
for better productive activities (Ribaj & Mexhuani, 2021). Unlikely, low or limited saving results in 
the reduction of one component of GDP, which is investment, and thereby hurts national economic 
growth and livelihood of the nation (Ribaj & Mexhuani, 2021). Thus, limited domestic saving is the 
main reason for slow and stagnant economic growth in developing countries like Ethiopia (Tomas,  
2021). In Ethiopia, 66.6% of the rural inhabitants have financial constraints (Mukasa et al., 2017) 
and thus saving might have a vital role in altering rural livelihoods.

The average annual savings of Ethiopian households in financial institutions is 875 Birr, which is 
inadequate to sustain economic growth of the country (Feyissa & Gebbisa, 2021). This country’s 
average saving rate is by far less than the average savings rates of the least developed nations 
(27%) and sub-Saharan African nations (21%) during the year 2021 (World Bank, 2022). As of 
the year 2015/2016–2018/2019, the average investment and saving gap was 37% and 31% of GDP, 
respectively (National Bank of Ethiopia, (NBE) 2019). This low saving rate is due to a variety of 
factors, including limited access to financial institutions, lack of incentives for savers, low level of 
financial capabilities, lack of awareness, and financial exclusion (Abdu et al., 2021).

At the household level, savings have different benefits including backup plan during the time of 
emergency, asset accumulation, making cash available for own investment, retirement plan, and 
many others. It can also assist the household to attain their dreams, purchase of housing, debt 
settlement, long-term security, and disaster protection. However, there is no experience of mod-
ern/formal saving among rural households as they still maintain most of their saving in grain, 
livestock, stockpiles of goods, and jewelers. This is because informal saving institutions could be 
easily accessed by rural households or had enough liquidity that can be spent on food (Lidi et al.,  
2017). Likewise, mobilization of saving in Kafa zone in general and Gimbo district in particular is 
very low, which is evident by households’ failure to maintain their basic needs especially during 
risky production season.

The existing literatures on saving suffer at least from three shortcomings. First, various studies 
that have been conducted so far tried to assess the determinants of saving in both Ethiopia and 
elsewhere (e.g., Duressa & Ejara, 2018; Lidi et al., 2017; Moses et al., 2019; Obalola et al., 2018; 
Ruranga & Hacker, 2020). However, most of these studies are focused on assessing the determi-
nants of saving at the macro level, and scanty studies were conducted so far at the household 
level. Second, a large number of past studies do not tried to look rural saving alone by separating 
from urban saving (e.g., Abdu et al., 2021; Borko, 2018; Million & Belay, 2019; Ruranga & Hacker,  
2020). Third, most of the available studies carried out in Ethiopia are not dealt with both factors 
that affect decision to save and intensity of saving (e.g., Azeref & Gelagil, 2018; Borko, 2018; 
Duressa & Ejara, 2018; Gonosa et al., 2020; Mulatu, 2020; Negeri & Kebede, 2018). Thus, the need 
for the current study, which is aimed to investigate rural households saving status and its 
determinant factors, is clearly indicated.

The prime significance of the study is that policymakers at regional and national levels are 
expected to draw some lessons in order to design an effective strategy, thereby addressing the 
constraints of rural saving. Above all, it is going to provide the benchmark for forthcoming 
interested researchers in the same or related topic in the southwest region and/or elsewhere in 
Ethiopia. To sum up, the results of this study may provide clues for regional and federal policy 
designers and other responsible bodies to boost rural private saving.
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2. Literature review
There are several empirical evidences elsewhere in the world and Ethiopia that show how and by 
what predictors rural household saving participation can be determined. In a nutshell, the reviews 
on the factors that influence rural household saving participation revealed that the effect of 
demographic, socioeconomic, and institutional factors varied among locations. This implies that 
site- and resource-specific research should be performed to uncover the factors that influence 
rural households’ participation in savings in various places. Moreover, the review also shows that 
logit was the most commonly used and more appropriate econometric tool to determine the 
factors that affect the participation in saving. Likewise, age, sex, and education level of the 
household head, livestock holdings, annual spending, credit service, land size, annual income, 
family size, dependency ratio, distance from financial institution/s, and market distance are the 
variables that are most commonly used by studies as explanatory variables. The current study tries 
to fill the methodological gaps by including new explanatory variables that are not considered by 
most past studies. These variables include the application of improved seed and fertilizer, financial 
literacy, participation in off-farm activities, participation in non-farm activities, and financial 
inclusion.

In almost all of these reviewed studies, the variables such as distance from financial institution, 
distance from the market, family size, and dependency ratio were found to affect the participation 
in saving significantly and negatively. However, the variables such as education level of the 
household head, sex of the household head, annual income, total livestock unit, land size, and 
credit service were found to affect saving significantly and positively in almost all of the reviewed 
studies. Despite to this, age of the household head was found to have both positive and negative 
effects. Hence, among the variables selected for the current study basing these reviewed litera-
tures and economic theories (as listed in Table A1), the effect of age on the dependent variable 
was indeterminate in prior for this study. More specifically, the details of this summary review were 
provided below.

A study aimed to evaluate and identify the factors affecting farm households’ propensity to 
accrue savings was held by Strzelecka and Zawadzka (2023). To achieve this goal, the study used 
classification and regression tree analysis. The analysis included the data from 348 farmers 
gathered through a survey. Based on the classification-regression tree approach, it was discovered 
that income was the most important factor distinguishing the investigated population in terms of 
savings, followed by farm size and education level of the household head. It was also shown that, 
in the case of lower-income families, having a successor when the head of the family had at least 
secondary education and was above 34.5 years old was a factor negatively impacting savings 
accumulation.

Bollinger et al. (2022) conducted a study on assessing whether higher education access influ-
ences saving rates of the household. The reason why households with children save more is 
illustrated with a two-period model of family saving choices. Utilizing survey information from 
Chinese households during the remarkable development of schooling, the study looked at this 
notion. The study examined the impact on household saving rates by comparing families before 
and after the reform utilizing estimates of the shift in anticipated likelihood of attending college. 
According to the study, a 10% increase in the likelihood of attending college improves the saving 
rate by 5.9 percentage points.

A study by Sibuea and Sibuea (2020) assessed the effect of socioeconomic factors on house-
holds’ willingness to save. The research is a case study that was conducted in Deli Serdang 
Regency, North Sumatera, using a total of 60 respondents as a sample from 312 paddy rice 
farmers. The findings demonstrated that factors such as age of the household head, number of 
dependents, education level, and experience had a substantial impact on the capacity to save. 
Simultaneously, the capacity to save is significantly influenced by economic factors such as land 
size, pricing, income, and consumption.
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Lugauer et al. (2019) examined the effect of family size on households’ saving status. The study 
started by examining a theoretical lifecycle model that takes into account finite lifespans, retire-
ment savings, and parental concern for their dependent children’s consumption. According to the 
model, there is an inverse link between the household saving rate and the number of dependent 
children in a family. The study further indicates that households with less dependent children save 
much more money than other households. Additional insights into household saving habits are 
revealed by the data. Urban families had greater saving rates and a lower ratio of education costs 
to income, but households with children in college have lower saving rates. However, urban 
households with more children save less than the rural households.

Asfaw et al. (2023) applied a double hurdle model to identify the decision to save and intensity 
of saving. As the descriptive result indicated, only 35% of pastoral and agropastoral households 
were savers. The econometric model result showed that credit access, financial literacy, non-farm 
participation, crop cultivation, education level of the household head, and wealth are the positive 
predictors of rural saving. Moreover, livestock holding and distance from formal financial institu-
tions affect rural saving negatively.

The study by Mazengiya et al. (2022) aims at investigating the factors that affect the likelihood 
of households’ participation in saving in the case of Libokemkem district. The study employed 
a logistic regression model, and the result shows that farm land, family size, education level, 
frequency of extension contact, and credit access are the factors that affect rural households 
participation in saving. Moges et al. (2021) conducted a study in Wolaita Sodo town on the 
determinants of urban household savings. The variables positively related to the probability of 
saving in logistic regression analyses are education level of the household head, gender, marital 
status, annual expenditure, credit, annual income, and interest rate. Age of the household head, 
family size, transaction cost, distance from financial institution/s, and market distance are all 
negatively correlated with the likelihood of saving.

Study by Feyissa and Gebbisa (2021), which is held by using primary data collected from 327 
sample respondents, revealed that 52.6% of the sample households surveyed had saved their 
money in formal financial institutions. The study used tobit model to identify the factors that 
hinder rural saving. The model result showed that the education level of the household head, sex 
of the household head, family size, average annual spending, annual income, access to credit 
service, and livestock ownership were found to have a significant effect on rural households’ 
saving.

Addis et al. (2019) investigated farm households’ saving habits in the southwest Amhara 
development corridor using the ordered probit regression model. The results indicated that farm 
households’ saving habits are quite low. Only 35% and 30.2% of the total sample farm families had 
regular and irregular saving habits, respectively, while the remaining 35% have no saving habits at 
all. The results of the order probit model show that the size of land, education, saving account, 
income, aid, festive spending, health insurance, access to mobile, the number of nearby formal 
financial institutions, credit, and remittance are likely to influence saving habits.

3. Methodology

3.1. Description of the study area
This study was conducted in Gimbo district of Kaffa zone, Southwest Ethiopia (Figure 1), which is 
located at a distance of 460 km from the capital city, Addis Ababa, and 20 km from the Zonal city, 
Bonga. The district is bordered in the north by Gewata district, Adiyo district in the south, Oromiya in 
the east, and Bonga town in the west. As data obtained from Gimbo district’s Finance and Economic 
Development show, the study district has a total projected population of 147,500 with 24,100 house-
hold heads (Gimbo woreda finance and economic development office, 2011). The district has a total of 
37 Kebele1 administrations, which covers an area of 87,186.05 km2. It has a unique modal rainfall with 
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low rain fall from November to February and wettest months between May and September. The mean 
annual rainfall is 1,794 mm per year with variations from 1,356 to 2445 mm per year. As recorded by 
Bonga meteorological station, the study district has a mean annual temperature of 18.5°C, which 
ranges from a mean annual minimum of 11.5 to a mean annual maximum of 25.5°C. The major 
source of livelihood in the study area is agricultural production, which is rain-fed and traditional, that 
includes livestock rearing and collection of non-timber forest product. Almost all rural households that 
live in Gimbo district produce coffee. In terms of education, 36.29% of the population was considered 
literate; 25.8% of children aged 7–12 were enrolled in primary school; 13.05% of children aged 13–14 
were enrolled in junior secondary school; and 7.81% of those aged 15–18 were enrolled in senior 
secondary school. Concerning access to water, at the time of the census, around 50.28% of urban 
dwellings and 21.90% of all houses had access to safe drinking water (CSA, 2007). There is an 
increasing trend in the investment activities in the study area from year to year. Generally, over the 
past 10 years, an estimated number of 75 investment projects were granted permission to work in 
agricultural investment activities, most of which are located in the identified forest areas.

3.2. Data type and sources
Both qualitative and quantitative data were collected from both primary and secondary sources. 
The primary data were collected using both open-ended and close-ended structured questionnaire 
relying on various demographic, socio-economic, and institutional characteristics. The question-
naire was translated into language spoken in the study area (Kafinga) to convey the questions 
effectively to the rural interviewees. Five enumerators with a minimum of BSc/BA degree qualifica-
tion were employed by the researcher to carry out data collection task. They had trained on the 
objectives of the study, purpose/significance of the study, study area, and contents of the survey 
1 day prior to the pilot and original survey. Throughout the data collection period, frequent and 
repeated supervision was held by the researcher. Secondary data were obtained from different 
sources like governmental and non-governmental reports and other relevant documents of various 
formal financial institutions such as Omo Micro Finance, Commercial Bank of Ethiopia, and others.

3.3. Technique and size of sampling
Using household as the unit of analysis, the study selected the representative samples by employ-
ing a multistage sampling technique. In the first stage, from the entire 10 districts of Kaffa zone, 

Figure 1. Map of the study area.

Source: Own arc GIS mapping 
(2023).
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Gimbo district was purposively selected on the basis of its cash crop (coffee) productivity (Tassew 
et al., 2022). The reason to choose this coffee-producing district is that households get more 
income during the harvesting season only once in a year (Melesse & Belachew, 2018). This 
necessitates the need to expand rural saving through research and awareness creation especially 
for those households whose livelihood mostly depends on coffee production. This was followed by 
random selection of four rural kebeles2 that are a representative of the selected study district. 
Finally, considering a non-response rate of 3%, an aggregate of 405 rural households were 
selected from all the study kebeles by employing proportional to size procedure. Likewise, the 
enumerator selected the household to be interviewed by applying a simple random technique of 
sampling with replacement.3 Sample size estimation formula, which is developed by Yamane 
(1967), was applied to get the stated representative sample size, and the estimation is given by: 

where n—stands for required sample size; N-household size that are found in the study area; and 
e-level of precision that is assumed to be 5%, as standard.

3.4. Methods of data analysis

3.4.1. Descriptive statistics
The descriptive statistics such as mean, percentage, standard deviation, and so on was employed 
to summarize demographic and socioeconomic characteristics of the sample household. In addi-
tion, comparisons based on different explanatory and outcome variables were held using t-test 
and chi-square test. Having dichotomous dependent variable is the rational to use t-test and chi- 
square test to make comparison between those two groups. Consequently, t-test is used for 
continuous explanatory variables, while chi-square test is used for dummy and categorical 
variables.

3.4.2. Determinants of saving
To assess the factors that affect rural households’ decision to save, logit model was applied using 
the hypothesized predictor variables as indicated in Table A1. This model assists in estimating rural 
households’ probability of being saver that can take one of the two values, saver or non-saver. The 
reasons to use logistic regression are its ease of use, simplicity to implement and interpret, and 
very efficient to train. If the number of observation is greater than the number of features, logistic 
regression should be the best econometric tool to be applied. Furthermore, it also makes no 
assumptions about distributions of classes in feature space. According to Gujarati (2003), the 
functional form of the logit model is specified as: 

where piis the probability that an ith respondent can be saver, which ranges from 0 to 1, and Zi is 
a functional form of m explanatory variables that is expressed as: 

where β0 is the intercept, βi is the slope parameters in the model, and e is the error term. If pi is 
the probability of being saver, then 1 � pi indicates the probability of being non-saver. 
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In addition to this, multiple linear regressions were estimated using ordinary least square (OLS) 
estimation to identify the factors affecting rural households’ intensity of saving, and the specifica-
tion is given as: 

where Si is the ith households’ amount of saving, X′ is a vector of explanatory variables, β is 
a vector of parameters to be estimated, and e is the error term.

4. Results and discussion

4.1. Comparison of rural households saving: inferential results
As it has been depicted in Table 1, a significant mean variation in terms of family size was found 
between saver and non-saver at 10% significance level. The result implies that households with 
less number of families were likely to save their money in formal financial institutions than their 
counters. Furthermore, the mean number of years that the head of the household spent on school 
was also computed, and it was found to be very low, with the mean education level of 2.6, which is 
less than the national average of 2.9 years (United Nations Development Program, 2021). The 
mean comparison test result presented in the same table for the variable “education level of the 
household head” shows the existence of significant variation among saver and non-saver at 1% 
significant level. The result in the table further indicates the existence of a significant variation 
among saver and non-saver households in terms of their home distance from financial institutions 
at a significance level of 1%. As the result revealed, saver households are suited closer to financial 
institution than the non-saver households. The mean land size of the total sampled households 
was found to be 2.98 hectare, with a mean of 3.17 and 2.82 for saver and non-saver households, 
respectively. Due comparison between saver and non-saver respondents based on their mean size 
of land indicates that those saver households on average have more area of land than their non- 
saver counters. The corresponding independent t-test results shows that the mean land size 
difference between saver and non-saver households is statistically significant at 5% probability 
level. Households’ annual farm income from selling of various agricultural products like livestock 
and crop was found to be 11,575 ETB4 on average. A comparison between saver and non-saver 
households based on the mean farm income depicts that those non-saver households have less 

Table 1. Summary statistics for continuous independent variables

Variables

Saver (n = 193) Non-saver (n = 212) Combined  
mean (SD)

t-value

Mean Std. Dev Mean Std. Dev
Age of the 
HH

43.38 8.15 44.39 8.42 43.91 (8.30) 1.22

Family size in 
AE

3.79 1.70 4.11 1.82 3.96 (1.77) 1.85*

Dependency 
ratio

0.52 0.64 0.49 0.41 0.50 (0.53) −0.62

Education 
level of HH

3.27 3.08 2.08 1.59 2.64 (2.48) −4.95***

Distance 
from FI

18.43 3.95 20.82 6.44 19.68 (5.53) 4.44***

Land size 3.17 1.58 2.82 1.46 2.98 (1.53) −2.32**

Farm income 15217 9315 8293 7925 11575 (9271) −8.08***

Credit 11.30 2401 1409 2771 1277 (2603) 1.08

TLU 8.40 3.68 8.63 3.13 8.52 (3.40) 0.67

***, **, and * show significant variables at 1%, 5%, and 10% probability levels, respectively. 
Source: Own survey result, 2023. 
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amount of farm income (8,293) than those saver households (15,217). Likewise, statistical results 
of the t-value shows that the mean difference in gross farm income between saver and non-saver 
households was found to have a 1% significant effect on their saving status.

Of the entire sampled households, 389 (96%) were male headed, while 16 (4%) were female 
headed (Table 2). As the respective chi-square test presented in the same table shows, out of 
the 389 male-headed households, 191 (49%) were saver and 198 (51%) were not-saver. 
Moreover, 1 (6.25%) of the female headed households were saver and the rest 15 (93.75%) 
were non-saver. As the test result (χ2-value) shows, a substantial proportion difference exists 
between saver and non-saver households in terms of sex at 1% probability level. Furthermore, 
financially literate households were found to be more saver than their illiterate counterparts. 
From the whole sample households surveyed, 140 (34.6%) were financially literate, while 265 
(65.4%) were financially illiterate. The result further indicates that out of the total (140) 
financially literate households, 79 (56.4%) of them were saver and the rest were non-saver. 
Additionally, from the entire (265) financially illiterate households, 42.6% of the respondents 
were saver, while 57.4% of them were non-saver. As the respective chi-square (χ2) value 
depicts, there were a significant variation (proportion difference) in saving status between 
financially literate and illiterate households at the 1% probability level. From the whole sample 
households surveyed, 129 (32%) households were participants in at least one non-farm activ-
ities, while 276 (68%) were non-participant. It is also shown that out of the total (129) non- 
farm participant households, the share of saver households were 78.3%, while non-saver 
households accounted for 21.7% share. Likewise, out of the total (276) non-participant house-
holds, 33% were saver, while the rest (67%) were non-saver. As the chi-square (χ2) value 
indicates, there was a significant variation in saving status between non-farm participant 
households and non-participant households at the 1% probability level.

Table 2. Summary statistics for dummy independent variables

Variables
Category Saver (n = 193) Non-saver (n = 212) χ2-value

N % N %
Sex of the HH Male 191 49.1 198 50.9 11.32***

Female 1 6.25 15 93.75

Improved 
seed and 
fertilizer

Adopter 89 43.8 114 56.2 2.07

Non-adopter 103 51 99 49

Financial 
literacy

Literate 79 56.4 61 43.6 6.98***

Illiterate 113 42.6 152 57.4

Participation 
in OFA

Participant 90 63 53 37 21.38***

Non- 
participant

102 38.9 160 61.1

Participation 
in NFA

Participant 101 78.3 28 21.7 32.43***

Non- 
participant

91 33 185 67

Financial 
inclusion

Yes 65 48.5 69 51.5 0.097

No 127 46.9 144 53.1

***shows significant variables at 1% probability levels. 
Source: Own survey result, 2023. 

Sisay, Cogent Economics & Finance (2023), 11: 2275960                                                                                                                                                 
https://doi.org/10.1080/23322039.2023.2275960

Page 8 of 18



4.2. Status of rural saving
Out of the entire sample households surveyed, 193 (47.65%) were saver, whereas 212 (52.35%) 
were non-saver households (Table 3). This reveals that less than half of the sampled rural house-
holds were saving their income left from food and non-food spending or other expenses at formal 
financial institutions. Additionally, when we look at the intensity of saving, the whole sampled 
households saved 4,788.15 ETB on average (Table A5). When this mean saving is allocated for 
financially literate and illiterate households, those literate households saved 5,615 ETB on average, 
while illiterate households saved 4,351.32 ETB on average.

As depicted in Figure 2, among the eight category of saving amount (intensity), the lion share 
was protected by those zero saver households. This was followed by those households who saved 
between the ranges of 1–6,250 ETB, which accounts for about 20.25% of the entire surveyed 
households. A substantial number of households were also found to save an amount, which ranges 
between 6,251and 12,500. Thus, households who saved with in this saving category constitute 
about 12.1%. Generally, the least number of saver households were recorded in the highest saving 
(eighth) category. This is to mean that only 1 (0.25%) household was found to be saver within the 
eighth category of saving (43,751–50,000 ETB).

4.3. Determinants of rural saving
In order to identify the factors that affect farm households’ decision and intensity to save, logistic 
regression and OLS estimations were applied, respectively. At the ever beginning before the actual 
models are fitted and the results are reported, pre-conditions, fitness of the econometric model 
with the data, and different estimation/econometric problems were checked. Both models were 
significant at 1% level of significance in explaining the association between explanatory variables 

Table 3. Frequency distribution of binary saving
Saving Frequency Percent Cumulative
Saver 193 47.65 47.65

Non-saver 212 52.35 100.00

Total 405 100.00 100.00

Source: Own survey result, 2023. 
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Figure 2. Status of rural house-
holds’ intensity of saving.

Source: Own survey result, 
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and dependent variable (Tables 4 and 5). Accordingly, the model was found to be the best fitted. 
Test results for checking the existence of serious multicollinearity using variance inflation factor 
(VIF) was presented in Table A3, which indicates the absence of serious multicollinearity. Likewise, 
problem of heteroscedasticity was also tested using Breusch–Pagan test, and the result (chi2 (1) =  
237.67 and Prob > chi2 = 0.0000) shows that there is sufficient evidence to reject the null hypoth-
esis (H0: constant variance) (Table A4). Hence, robust standard errors were estimated to account 
for heteroscedasticity. Furthermore, the R-squared value obtained from OLS also shows that 
54.94% of the variations in the amount of saving among the sample households were due to 
the explanatory variables included in the model (Table 5). Consequently, the estimation results 
obtained using the two models were presented and discussed in brief here below.

4.3.1. Factors that affect decision to save
In a nutshell, sex of the household head, education level of the household head, distance from 
financial institution, farm income, financial literacy, participation in off-farm activities, and parti-
cipation in non-farm activities were found to affect farming household heads’ decision to save 
significantly and positively except distance from financial institution (Table 4). As the marginal 
effect result (Table A2) revealed (ceteris paribus), being male, financially literate, participant in off- 

Table 4. Factors that affect rural households’ decision to save: logistic regression result
Binary saving Coefficient Robust S.E. z P>z dy/dx
Sex of the HH 2.269595*** 0.8019188 2.83 0.005 0.2313148

Age of the HH 0.0118618 0.0144069 0.82 0.410 0.0016793

Family size in AE −0.1056363 0.0745202 −1.42 0.156 −0.0175736

Dependency 
ratio

0.156859 0.2252582 0.70 0.486 0.0295199

Education level 
of HH

0.2172412*** 0.0563514 3.86 0.000 0.0321383

Distance from 
financial 
institution

−0.0747991*** 0.0240998 −3.10 0.002 −0.0125025

Land size 0.1294204 0.0807932 1.60 0.109 0.0207863

Farm income 0.0000912*** 0.0000171 5.35 0.000 0.0000157

Improved seed 
and fertilizer

−0.3471324 0.2625442 −1.32 0.186 −0.063338

Credit −0.0000632 0.0000536 −1.18 0.239 −0.0000107

TLU −0.012584 0.0408254 −0.31 0.758 −0.0014634

Financial 
literacy

0.6488293** 0.2685938 2.42 0.016 0.1006863

Participation in 
OFA

0.7813145*** 0.2874553 2.72 0.007 0.1222474

Participation in 
NFA

1.840375*** 0.2936202 6.27 0.000 0.3232784

Financial 
inclusion

−0.0028501 0.2720685 −0.01 0.992 0.0027854

_cons −3.734463 1.314437 −2.84 0.004

No. of obs. 405

Wald chi2 (15) 123.46

Prob > chi2 0.0000

Log likelihood −187.59

Pseudo R2 0.3305

*** and ** show significant variables at 1% and 5% probability levels, respectively. 
Source: Own survey result, 2023. 
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farm activities, and being participant in non-farm activities increase the probability of being saver 
by 23.13%, 10.07%, 12.22%, and 32.33%, respectively. These variables were found to affect the 
dependent variable, which is decision to save at the 1% significance level except financial literacy, 
which is significant at 5% level of significance. The associated reason of participation in different 
off-farm and non-farm activities to have such an effect on the household heads’ decision to save 
might be the capability of these activities to generate income, thereby to combat financial 
deficiency that the household faced, which then encourage to have a positive decision to save. 
Furthermore, the reason to have a positive result for male-headed households’ decision to save 
might be due to their ability to participate in high-income-generating activities, decision-making 
power, and financial information that male-headed households have. However, when compared to 
males, females are not such careless; rather they are more responsible and eager to keep their 
household members’ food security and give more care for their child/ren’s health; thus, they might 
not get savable income left from consumption. The result discussed was in line with Azeref and 
Gelagil (2018), Borko (2018), Feyissa and Gebbisa (2021), and Asfaw et al. (2023). Likewise, those 
households who are financially literate can grasp and differentiate pecuniary opportunities, make 
decisions that safeguard against forthcoming uncertainties, feel comfort to discuss personal 
financial concerns, and eager to save their financial resources (Abdu et al., 2021; Gaisina & 
Kaidarova, 2017). Investigation of Sanderson et al. (2018) and Asfaw et al. (2023) were in line 
with the present result.

Based on the model result presented, increment in education level by 1 year of schooling will 
result in an increment in the probability of being saver by 3.21%, which was found to be significant 
at 1%. This might be because of the knowhow, knowledge of different promising financial 

Table 5. Factors that affect rural households’ amount of saving: linear regression result
Amount saved Coefficient Robust S.E. t P > t
Sex of the HH 24.79846 1077.024 0.02 0.982

Age of the HH 5.786114 24.29169 0.24 0.812

Family size in AE 40.12072 155.1995 0.26 0.796

Dependency ratio 735.9557 498.8734 1.48 0.141

Education level of 
HH

332.2112*** 112.4979 2.95 0.003

Distance from 
financial institution

−107.7** 43.18529 −2.49 0.013

Land size 42.77673 159.6258 0.27 0.789

Farm income 0.528554*** 0.0503707 10.49 0.000

Improved seed and 
fertilizer

−1523.124*** 513.0309 −2.97 0.003

Credit −0.1038257 0.1070045 −0.97 0.333

TLU −104.3579 83.63502 −1.25 0.213

Financial literacy 1085.068** 500.684 2.17 0.031

Participation in OFA 496.2132 607.4037 0.82 0.414

Participation in NFA 2335.875*** 589.5418 3.96 0.000

Financial inclusion −36.61257 542.8792 −0.07 0.946

_cons −518.1981 2033.147 −0.25 0.799

No. of obs. 405

Prob > F 0.0000

F (15, 389) 23.49

R2 0.5494

*** and ** show significant variables at 1% and 5% probability levels, respectively. 
Source: Own survey result, 2023. 
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institutions, and awareness about the importance of saving that the educated household heads 
have. Investigation result by Lidi et al. (2017), Ruranga and Hacker (2020), Feyissa and Gebbisa 
(2021), and Mazengiya et al. (2022) also presented the same report for this specific variable. 
Distance from financial institution was found to be the only variable that affects the probability 
of being saver negatively and significantly. Keeping other factors at their mean value, increment in 
distance from financial institutions by 1 km will result in 1.25% decline in the probability of being 
saver with 1% level of significance. This might be because, as financial institutions are far away, 
possibility of the households to be excluded from financial services like credit/loan will be high, 
obtaining updated financial information and services will be difficult, and higher transaction costs 
will be incurred to access the service, and thus the household will be less eager to save and their 
decision to save will be negative. This result is consistent with the findings of Negeri and Kebede 
(2018), Feyissa and Gebbisa (2021), and Asfaw et al. (2023).

The variable annual farm income was found to have a positive and statistically significant effect on 
the households’ decision to save. Households’ likelihood of being saver increases by 0.0016% as 
a response for 1 ETB increment in farm income, ceteris paribus (Table 4). This is because, since saving 
is a part of income that is left from consumption, any alteration in farm income is therefore attributed 
to the adjustment in saving. Likewise, according to economic theory, an increment in income beyond 
a certain level will result in the decline in marginal propensity to consume and escalation of marginal 
propensity to save. This is due to the nature of richer household heads’ willingness to secure their 
wealth in a safe place like formal financial institutions. This inspires the household to have a positive 
decision to save and thus start to save in such financial institutions whatever the amount is. This result 
is in line with economic theory and comparable with the studies held by Azeref and Gelagil (2018), 
Negeri and Kebede (2018), Feyissa and Gebbisa (2021), and Asfaw et al. (2023).
4.3.2. Factors that affect intensity of saving
Among the various factors of saving intensity that were obtained using the regression, education 
level of the household head was the one. This variable was found to be positively correlated with 
the intensity of saving and significant at 1% probability level (Table 5). Its coefficient value reveals 
that, as the number of school years that the household head completed increase by 1 year, the 
amount of saving will also increase by 332 ETB, ceteris paribus. Trust in the financial institutions 
and awareness about the importance of saving that the educated household heads do have might 
be the reasons that catalyze and encourage them to save more. Related finding was also reported 
by the study by Mulatu (2020).

Keeping the effect of other factors constant at their mean value, financially literate household 
heads’ amount of saving outweighs by 1,085 ETB when compared to their counterpart (Table 5). 
This might be due to the knowhow that financially literate households do have, which enable them 
to set sound financial choices about how much to save for future contingency need. This result is 
related to the findings by Gaisina and Kaidarova (2017) and Sanderson et al. (2018).

Based on the investigation results presented in Table 5, improved seed and inorganic fertilizer 
user households’ amount of saving lags behind their non-user counterparts by 1,523 ETB. The 
associated reason is that households who use improved seed and inorganic fertilizer always incur 
more costs by investing their idle income for such purposes; hence, they might have left with less 
earnings for saving.

For 1 km increment in the distance between households dwelling and financial institutions, the 
amount they save will fall approximately by 108 ETB. This might be because, as financial institu-
tions are far away, households will save less by fearing higher transaction costs to be incurred 
during future movement to withdraw cash if they save all of what they have and left empty pocket. 
This will result in partial amount of saving in financial institutions when part of their income is kept 
in local saving. Consistent result is reported by the studies by Lidi et al. (2017), Duressa and Ejara 
(2018), Mulatu (2020), Ruranga and Hacker (2020), and Feyissa and Gebbisa (2021).
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The income obtained from on-farm activities (i.e., farm income) and participation in non-farm 
activities was also found to have a positive and significant effect on the amount of saving. As 
a response to 1 ETB increment in farm income, households’ saving amount will rise by 0.53 ETB. 
Result that is in line with this specific finding was reported by Duressa and Ejara (2018), Mulatu 
(2020), and Balcha and Chafa (2022). The last interesting and distinguished result presented is the 
amount of saving enhanced by 2,336 ETB for those participants in different non-farm activities. 
This is to say, non-participant households saving amount lags behind participants by 2,336 ETB. 
The reason is that when households participate in different non-farm activities in addition to 
farming, households’ income source will be diversified and their earnings will be advanced and 
be eager to save more than those who are not participating. This result is related to that reported 
by Lidi et al. (2017), Moses et al. (2019), and Asfaw et al. (2023).

5. Conclusion and recommendations
Saving is critical to build capital required to generate income, smooth domestic cash requirements, 
and allow the ease of consumption during scarcity. Hence, it is more significant especially for 
developing countries like Ethiopia than the developed one. However, saving at the household level 
was not substantially investigated in Ethiopia in general and in the study area in particular. The 
current study therefore assessed rural households’ saving status and its determinant factors in 
Gimbo district, south west region of Ethiopia. To do so, descriptive statistics, inferential statistics 
like t-test and chi-square test, and econometric models such as logit and multiple linear regression 
were applied using the data collected from randomly selected 405 sample households from four 
rural kebeles of Gimbo district. As the result from descriptive statistics indicated, out of the entire 
sample households surveyed, more than half (52.35%) of the surveyed households were non- 
saver. This is to mean that a lesser proportion of the sampled households were saving their income 
left from food and non-food spending or other expenses at formal financial institutions. When we 
look at the intensity of saving, the whole sampled households saved 4,788.15 ETB on average.

Savings was discovered to be influenced by several demographic, socioeconomic, and institu-
tional factors, as both the logit and linear regression model results demonstrated. Among those 
factors, education level of the household head, distance from financial institutions, farm income, 
financial literacy, and participation in non-farm activities were found to affect both decision to 
save and intensity of saving significantly and positively except distance from financial institutions, 
which is negatively correlated with both. Likewise, both sex of the household head and participa-
tion in off-farm activities (positively) and application of improved seed and inorganic fertilizer 
(negatively) were found to be factors that significantly affect decision to save and intensity of 
saving, respectively. Therefore, to overcome negative effects of distance from financial institutions, 
the study recommend expansion of financial institutions up to kebele levels as much as possible. 
Moreover, policymakers and other concerned bodies responsible for the enhancement of rural 
private saving should have to improve rural households’ farm income, education, financial literacy, 
and participation in non-farm activities.

The findings of the study must be viewed in light of some potential limitations. First, the study 
was limited to Gimbo district only, which is selected randomly; hence, taking samples from this 
district only might not allow making generalization about the whole region. Second, data were 
gathered through a cross-sectional survey. The data do not account for any changes in house-
holds’ demographics or resource endowments that may have occurred throughout the years. The 
research assumed that the demographics and resource endowments of rural families remained 
stable during the years the household was saved. Estimates of the average annual yield and 
income were calculated based on what the household heads interviewed was able to remember 
from the previous year, which may or may not be typical years. Future study should incorporate 
temporal components to see if the factors/variables that affect rural household saving participa-
tion have changed over time.
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Appendix

Table A1. Definition, type, and hypothesis of variables
Variable Definition Type Hypothesis
Sex of the HH 1 if the household head is 

male; 0 otherwise
Dummy +

Age of the HH Number of years the 
household head lived

Discrete −/+

Family size in AE Number of household 
members in adult 
equivalent

Continuous −

Dependency ratio The ratio of dependent 
household members to 
active members

Continuous −

Education level of HH Number of years in 
school of the household 
head

Discrete +

Distance from financial 
institution

Distance from the 
nearest financial 
institution in kilometers

Continuous −

Land size Size of land that the 
household have in 
hectares

Continuous +

Farm income Annual farm income Continuous +

Improved seed and 
fertilizer

1 if the household used 
improved seed and 
fertilizer; 0 otherwise

Dummy −

Credit Amount of credit 
received

Continuous −

TLU Livestock owned in 
tropical livestock units

Continuous +

Financial literacy 1 if the household is 
financially literate; 0 
otherwise

Dummy +

Participation in OFA 1 if the household 
participates in at least 
one off-farm activity; 0 
otherwise

Dummy +

Participation in NFA 1 if the household 
participates in at least 
one non-farm activity; 0 
otherwise

Dummy +

Financial inclusion 1 if included; 0 otherwise Dummy +

Sisay, Cogent Economics & Finance (2023), 11: 2275960                                                                                                                                                 
https://doi.org/10.1080/23322039.2023.2275960

Page 16 of 18



Ta
bl

e 
A2

. M
ar

gi
na

l e
ff

ec
ts

 fo
r 

bi
na

ry
 s

av
in

g,
 y

 =
 F

itt
ed

 v
al

ue
s 

(p
re

di
ct

): 
y =

 0
.4

76
54

32

Va
ria

bl
e

dy
/d

x
St

d.
 E

rr
.

z
P 

> 
z

[9
5%

 
C.

I.]
X

Se
x 

of
 t

he
 H

H
0.

23
13

14
8

0.
11

16
2.

07
0.

03
8

0.
01

25
85

0.
45

00
45

0.
96

04
94

Ag
e 

of
 t

he
 H

H
0.

00
16

79
3

0.
00

25
2

0.
67

0.
50

6
−0

.0
03

26
8

0.
00

66
27

43
.9

11
1

Fa
m

ily
 s

iz
e 

in
 A

E
−0

.0
17

57
36

0.
01

16
−1

.5
2

0.
13

0
−0

.0
40

30
3

0.
00

51
56

3.
95

62

De
pe

nd
en

cy
 r

at
io

0.
02

95
19

9
0.

03
89

3
0.

76
0.

44
8

−0
.0

46
79

1
0.

10
58

31
0.

50
30

4

Ed
uc

at
io

n 
le

ve
l o

f 
H

H
0.

03
21

38
3

0.
00

84
4

3.
81

0.
00

0
0.

01
55

88
0.

04
86

89
2.

63
95

1

Di
st

an
ce

 fr
om

 F
in

. I
ns

tit
ut

io
n

−0
.0

12
50

25
0.

00
37

5
−3

.3
4

0.
00

1
−0

.0
19

84
5

−0
.0

05
16

19
.6

84

La
nd

 s
iz

e
0.

02
07

86
3

0.
01

36
2

1.
53

0.
12

7
−0

.0
05

90
8

0.
04

74
8

2.
98

33
3

Fa
rm

 in
co

m
e

0.
00

00
15

7
0.

00
00

0
6.

86
0.

00
0

0.
00

00
11

0.
00

00
2

11
57

5.
5

Im
pr

ov
ed

 s
ee

d 
an

d 
fe

rt
ili

ze
r

−0
.0

63
33

8
0.

04
09

4
−1

.5
5

0.
12

2
−0

.1
43

57
3

0.
01

68
97

0.
50

12
35

Cr
ed

it
−0

.0
00

01
07

0.
00

00
1

−1
.2

8
0.

20
0

−0
.0

00
02

7
5.

7e
-0

6
12

76
.7

9

TL
U

−0
.0

01
46

34
0.

00
61

1
−0

.2
4

0.
81

1
−0

.0
13

43
2

0.
01

05
05

8.
52

33
1

Fi
na

nc
ia

l l
ite

ra
cy

0.
10

06
86

3
0.

04
27

9
2.

35
0.

01
9

0.
01

68
17

0.
18

45
56

0.
34

56
79

Pa
rt

ic
ip

at
io

n 
in

 O
FA

0.
12

22
47

4
0.

04
37

7
2.

79
0.

00
5

0.
03

64
67

0.
20

80
28

0.
35

30
86

Pa
rt

ic
ip

at
io

n 
in

 N
FA

0.
32

32
78

4
0.

04
50

9
7.

17
0.

00
0

0.
23

48
96

0.
41

16
6

0.
31

85
19

Fi
na

nc
ia

l i
nc

lu
si

on
0.

00
27

85
4

0.
04

33
3

0.
06

0.
94

9
−0

.0
82

13
5

0.
08

77
06

0.
33

08
64

So
ur

ce
: O

w
n 

su
rv

ey
 r

es
ul

t, 
20

23
. 

Sisay, Cogent Economics & Finance (2023), 11: 2275960                                                                                                                                                 
https://doi.org/10.1080/23322039.2023.2275960                                                                                                                                                       

Page 17 of 18



Table A3. Multicollinearity test using VIF
Variable VIF 1/VIF
Credit 1.19 0.836900

Sex of the HH 1.19 0.841749

Farm income 1.13 0.882739

Participation in NFA 1.11 0.901244

Education of HH 1.10 0.906134

Age of the HH 1.10 0.908930

Participation in OFA 1.10 0.909188

Land size 1.09 0.921079

TLU 1.08 0.923383

Distance from financial institution 1.08 0.929183

Dependency ratio 1.07 0.930648

Family size in AE 1.06 0.946518

Improved seed and fertilizer 1.05 0.949497

Financial inclusion 1.04 0.957136

Financial literacy 1.04 0.960481

Mean VIF 1.10

Source: Own survey result, 2023. 

Table A4. Heteroscedasticity test using Breusch–Pagan or Cook–Weisberg test
Ho: Constant variance
chi2 (1) = 237.67

Prob > chi2 = 0.0000

Source: Own survey result, 2023. 

Table A5. Mean difference of amount saved between financially literate and illiterate house-
hold heads

Variables

Financially literate  
(n = 140) Illiterate (n = 265) Combined  

mean (SD)
t-value

Mean Std. Dev Mean Std. Dev
Amount 
saved

5,615 7,584.72 4,351.32 7,460.14 4,788.15 
(7,518.17)

−1.61

Source: Own survey result, 2023. 
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