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Financial Capability and Saving: Evidence from the BHPS

The Consumer Financial Education Body (CFEB) is an independent body, created

in April 2010 by the Financial Services Act 2010. We are responsible for helping
people understand and manage their money better. We do this by providing impartial
information, education and advice through a national financial advice service.

We provide free, impartial advice online and over the phone. We also offer face-to-face
appointments in several priority areas across the UK, and from spring 2011, these will
be available nationwide. Alongside this, we run strategic programmes that are targeted
at helping people through critical stages and events in their lives. To reach people at the
right time in the right place, we deliver these programmes in partnership with industry,
government, consumer groups, professional bodies, voluntary organisations and the
media.

We commissioned this report to look at savings patterns in Britain and investigate what
predicts an individual’s probability of starting and continuing to save — that is to build up
a saving habit. It focuses on savings that are predominantly for the short term, examining
the extent to which people put money aside other than to meet regular bills. The report
looks at the relationship between this type of saving and financial capability, income

and a wide range of individual characteristics such as age, gender, education level and
labour market status.

The analysis is based on the British Household Panel Survey (BHPS). The survey offers
a rich longitudinal dataset, and provides a unique opportunity to study the behaviour of
individuals over time. The survey collects data on various aspects of people’s lives and,
for the purposes of this study, analyses how savings behaviour is related to different
characteristics and life events over time. It allows a robust analysis of year-on-year
changes, and the ability to explore how savings patterns, and non-savings patterns,
develop over the longer term.

Mark Taylor is a reader at the Institute for Social and Economic Research at the
University of Essex. His research interests include the causes and consequences of
employment status changes and residential mobility, wage structure and determination,
and the determinants of financial and psychological wellbeing. He has recently published
in the Journal of the Royal Statistical Society, Economica, Labour Economics and
Psychological Medicine.
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Most of us would agree that the act of saving is both positive and beneficial. Many advisers
recommend setting aside money for a ‘rainy day’ to act as a buffer against unforeseen events
putting strain on our finances. Previous research carried out by the Financial Services Authority
(FSA) shows that unforeseen financial setbacks are common.' Over a three year period more
than a quarter of the population had experienced a large unexpected drop in income. Yet the
majority of us (70%) had made no provision. This leaves us more vulnerable to financial shocks.

We also know that the ability to stay on top of our finances has a significant impact on our
health. The impact of poor financial capability on psychological wellbeing is large and of a
similar magnitude to unemployment or divorce.” Helping people to manage their money and
make ends meet is therefore not only of great benefit to the individual, but also to society more
widely.

If protecting against financial shocks is important for the individual, then saving is arguably an
important means of doing so. Savings matter; putting money aside, whether in short or long
term savings, helps us take control of our lives and build resilience. If CFEB can help people to
plan ahead to deal with the expected or unexpected, then not only do we help them to manage
their money better, but we also enhance their lives overall.

This report sheds important light on savings habits in Britain and the characteristics and life
events that affect an individual’s likelihood of saving. The longitudinal nature of this study
enables us to identify longer term trends and gain insights into savings behaviour which cannot
be captured by cross-sectional analysis that can only offer a snapshot at one point in time. It
analyses the different characteristics associated with being a persistent saver or non-saver, and
the extent to which people move in and out of savings.

It highlights, in particular, the scale of the challenge we face in helping people to plan ahead
and improve resilience to withstand financial shocks. Around 40% of the population show a
tendency to be persistent non-savers. We need to find ways to engage non-savers and where
appropriate help them to start putting money aside for those expected and unexpected events
in life. We also need to support those who are irregular savers — again about 40% of the
population — so they can see the benefit of developing a regular pattern of savings. And we
need to engage those who are saving regularly to ensure they are putting aside enough for their
needs.

Encouragingly, this research shows that being financially capable increases the incidence, the
persistency and amount of savings. If we can enhance people’s ability to manage their money
well and stay on top of their finances, we can make a significant contribution to building a
savings culture in the UK.

Tony Hobman

‘ November 2010

' Financial Capability in the UK: Establishing a Baseline, Financial Services Authority (2006)
2 Taylor et al (2009), Financial capability and wellbeing: Evidence from the BHPS, FSA Occasional Paper Series 34
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1.1 Introduction

Previous research has highlighted the complex relationships between an individual’s financial
capability, their household income and their saving behaviour. In this report we investigate
these relationships in detail using data from the British Household Panel Survey. In particular
we model individuals’ savings processes — the incidence of saving, the level of saving, and the
transition rates into and out of saving — as functions of a wide range of individual and household
characteristics, together with an individual-level index of financial capability, using appropriate
descriptive and multivariate statistical techniques.

1.2 The data

This research uses individual-level data from the first sixteen waves of the British Household
Panel Survey (BHPS), covering the years 1991-2006. The main focus is the drivers of saving
behaviour, in terms of whether or not an individual saves from his/her current income and the
level of savings (both in real terms and as a proportion of income) and the factors associated
with starting and stopping to save. The relevant questions in the BHPS ask respondents
annually “Do you save any amount of your income for example by putting something away now
and then in a bank, building society, or Post Office account other than to meet regular bills?”
and, if yes, “About how much on average do you manage to save a month?”. We investigate
how saving behaviour is related to a range of individual and household characteristics that are
also collected annually in the BHPS. In addition we develop new indices of financial capability
from BHPS data, similar to those developed in previous FSA research (see, for example, Taylor
2009), and analyse relationships between saving behaviour and financial capability.

1.3 Saving behaviour in Britain 1991-2006

There was little change in the percentage of individuals saving from their current income
between 1991 and 2006. It increased from 38.6% in 1991 to 41.7% in 1998 (when
unemployment rates were falling) before falling to 38% in 2006 (when unemployment rates
were increasing). There is evidence of a consistent increase over time in the amount saved per
month. In 2006 prices, the average amount saved per month increased from £59 in 1991 to
£75 in 2006 (about 2% of household income). If we focus only on those saving, the amount
saved per month increased from £154 in 1991 to £197 in 2006 (about 6% of household
income).

There are relatively high levels of persistence in people’s saving behaviour over time. Of those
saving in one year 71% were again saving in the subsequent year while 29% were no longer
saving. Of those not saving in a particular year 81% were not saving in the next year while
19% had started to save. There is some evidence suggesting that this turnover into and out of
saving fell between 1991 and 20086. In total, 49% of adults were not saving at two consecutive
years while 28% were saving at both years. On average people increase the amount they save
from one year to the next. The average person saved £2 per month more in one year than the
previous year (3% more), while the average saver saved £8 more per month (4%).
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1.4 Relationships between savings and other characteristics

We find that saving behaviour is significantly associated with gender, age, marital status,
structure and size of the household, health, employment status of the individual and other
household members, housing tenure and income, and also with changes in marital status,
the size and structure of the household, health, employment status of the respondent and
other household members, housing tenure and income. In particular, we find that people
with the highest incidence of saving tend to be aged between 25 and 54, married or single
never-married, with non-dependent children, in good health, with higher education, have a
mortgage, in full-time work and with relatively high household income. In contrast, people
with the lowest incidence of saving are on average older (aged 65 or older), widowed or
divorced, lone parents, have no qualifications living in local authority housing, are unemployed
or economically inactive, and with relatively low household income. In terms of amount saved
per month conditional on saving, we find that it is the middle aged (between 35 and 54

years old), the single non-elderly with high level qualifications in full-time or self-employment
who own their home outright and have relatively high income levels that tend to save the
highest amounts. In contrast those aged below 25 and above 65 who are widowed or lone
parents, in poor health with no qualifications, local authority tenants who are unemployed

or economically inactive with low household income save the lowest amounts on average.
However, it is the young (aged below 25), couples with non-dependent children with a
mortgage, and the unemployed and economically inactive who save the lowest proportion

of their household income, while those aged 55 or above, the widowed, with high level
qualifications who are self-employed or retired, own their home outright and with relatively low
incomes that save the highest proportion of their household income.

As well as associations between states, panel data allow us to investigate associations
between events. Doing this reveals that getting married or divorced, an additional child,
entering unemployment or retirement or having another household member leaving work,

and a reduction in household income reduces the incidence of savings and also the amount
saved conditional on saving. Entering work, or another household member entering work,
and an increase in household income raise the incidence of savings and also the amount
saved conditional on saving. Getting married and an increase in household income are
associated with reductions in the proportion of income saved, while the death of a spouse, a
reduction in household size, entering retirement and a fall in household income are associated
with saving a higher proportion of household income.

1.5 Relationships between savings and financial capability

We analyse the degrees of association between various indicators of financial capability
available at all BHPS waves. Analysis of average inter-item and item-rest correlations
indicate that a reliable and consistent index of financial capability can be constructed from
an individual’s perceived current financial situation, reporting that their financial situation
worsened in the last year, whether they have housing payment problems, whether these
problems have required cutbacks or borrowing, and whether they have been at least two
months in housing arrears in the last twelve months. We adjust this for monthly household
income so that a person’s financial capability is independent of their income.

Analysis reveals positive correlations between financial capability and saving behaviour.
Higher financial capability is associated with a higher savings incidence and saving a larger
amount and proportion of income per month. Furthermore increases in financial capability
are associated with a higher probability of saving and with increases in the amount and
proportion of income saved.
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1.6 Modelling transitions into and out of saving

We analyse survival rates into and out of saving by a range of individual and household
characteristics. These showed that survivor rates in saving were highest for those who
saved relatively large amounts or a relatively large proportion of their income, those of prime
working age, married or cohabiting, in smaller households, with high levels of education,
who had a mortgage, were in work (particularly full-time work), with an employed spouse
and with relatively high household income. In contrast, survival rates in saving were lowest
for those who were saving relatively small amounts, aged less than 25 or older than 54, had
never been married, had large families, with no qualifications, were not working, were local
authority tenants with relatively low incomes. Those most likely to start saving were young,
never married with high levels of education, with a mortgage or private tenants, in full-time
employment with high incomes.

1.7 Estimating the factors associated with saving behaviour

We estimate the impact of financial capability, income and a range of individual and
household characteristics on people’s saving behaviour using a variety of multivariate models.
These include fixed effects panel data models that also take into account time-invariant
unobserved characteristics of individuals that may be related to a person’s financial capability,
income etc and their saving behaviour. We also estimate transition models that allow the
elapsed duration in saving (or not saving) to effect the transition rate out of saving (or into
saving).

Estimates indicate that the probability of saving is higher for the more financially capable

(but at a decreasing rate) — a person with average financial capability is 17% more likely to

be saving than an otherwise similar individual with low financial capability. This is broadly
equivalent in size to increasing a person’s household income by £1000 per month. Moving an
individual up the financial capability distribution from relatively low to relatively high financial
capability also increases their chances of starting to save by two percentage points. This

is comparable to educating a person with no qualifications to GCSE level, increasing their
household income by £1000 per month, or giving an unemployed person a full-time job.
Furthermore, the transition rate out of savings is inversely related with people’s financial
capability. A person with relatively low financial capability is two percentage points more likely
to stop saving than an otherwise similar person with relatively high financial capability. This

is similar in size to the effect of educating a person with no qualifications to GCSE level, or
moving a person from unemployment into full-time work.

Someone with relatively low financial capability is estimated to save £106 per month
compared with £119 per month for an otherwise similar person with relatively high financial
capability. This £13 per month increase in savings is roughly equivalent to that associated
with an increase in monthly household income of £1000, but is considerably smaller than

that between being in full-time work and unemployment (£50 per month). In terms of the
proportion of income saved, someone with low financial capability is estimated to save up to
one percentage point less of their income than an otherwise similar person with high financial
capability. This effect is approximately similar in size to reducing a person’s household income
by £500 per month while unemployment is associated with saving one percentage point less
income relative to full-time employment.
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1.8 Summary and conclusions

The results from our analysis lead us to conclude that financial capability has a large impact
on people’s saving behaviour, over and above that of their household income and independent
of their individual and household characteristics. This suggests that improving people’s financial
management skills would have substantial impacts on their propensity to save, transition rates
into and out of saving, and on the amount and proportion of income saved per month. Linking
this with previous research which establishes strong associations between financial capability
and psychological health, our findings indicate that programmes that promote financial
capability among consumers will have lasting beneficial effects for the population.
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This report presents the analysis from the project ‘Saving behaviour and financial capability in
Britain’. It focuses on the complex inter-relationships between people’s saving behaviour, both
in terms of whether or not they save at a particular point in time (what we call the incidence

of saving) and in levels of savings, their ability to manage and take control of their finances
(their ‘financial capability’), their household income, and a wide range of other individual and
household characteristics. The motivation for this research is to investigate the predictors of
an individual’s probabilities of starting (and stopping) to save from their current income and
the amount they save per month, with a particular focus on their financial capability and their
household income.

This analysis follows three distinct steps:

1. To establish the incidence and levels of savings among individuals in Britain using data
from the British Household Panel Survey (BHPS);

2.To describe the characteristics of individuals who currently save, who start saving and
who stop saving, and also establish how the levels of savings are distributed across
different groups in the population;

3.To examine the relationships between saving behaviour, household income and financial
capability using suitable multivariate analysis.

This report details and summarises the results from each step. We initially focus on identifying
the variables in the BHPS data that allow us to establish the incidence and levels of savings
among the population. We then use these variables to summarise saving behaviour in Britain
and how this is distributed across different groups of the population, and over time. We
describe saving behaviour by a range of individual and household characteristics including
age, gender, marital status, number of children, health status, employment status, income and
housing tenure. We then use other financial variables collected in the BHPS to construct a
measure of people’s ability to manage their finances — their ‘financial capability’ — and describe
the relationships between savings and financial capability. As well as describing the incidence
and the levels of savings (both in terms of amounts saved per month and the proportion of
income saved per month), the panel nature of the data allows us to follow individuals over
time, and so identify people who either start saving or stop saving over time. Therefore we can
establish which groups in the population are more or less likely to either start saving or stop
saving using suitable analytical techniques.

We then disentangle the complex relationships between saving behaviour, household income,
financial capability and a range of other individual and household characteristics by estimating
multivariate models that help to control for potentially confounding and mediating factors. These
include models examining the factors associated with (i) being a saver at a particular point in
time, (ii) transitions into and out of saving, and (jii) with the levels of saving at a particular point

in time (both in terms of the amount saved and the proportion of income saved). Our results
suggest that people with higher financial capability are more likely than those with low financial
capability to be saving at any particular point in time. Furthermore, they have higher transition
rates into saving and lower transition rates out of saving than people with less financial
capability. Conditional on saving, higher financial capability is also associated with saving larger
amounts per month, and saving a larger proportion of household income. Other factors that are
strongly associated with saving behaviour include household income (the effects of which are
stronger at lower incomes than higher incomes), health status, education, age and household

type.
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The report is divided into nine main sections. Section 3 introduces the data set used in the
project (the BHPS) and the key variables used in the analysis to identify saving behaviour.
Section 4 describes saving behaviour in Britain over time using these data, while Section 5
summarises relationships between saving behaviour and a range of individual and household
characteristics, including household income. Section 6 describes the construction of measures
of financial capability using BHPS data, and summarises the relationships between saving
and financial capability. Section 7 focuses explicitly on the dynamics of saving behaviour

and examines how transition rates into and out of saving vary with a range of household and
individual characteristics. Section 8 introduces the multivariate analysis and the techniques
used to investigate these relationships when controlling for potentially confounding and
mediating factors, and describes the results from these estimations in detail. Section 9
summarises and draws some conclusions.
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In this section we introduce the data and the variables we use to identify saving behaviour

in Britain. This project uses individual-level data from the first sixteen waves of the British
Household Panel Survey (BHPS), covering the years 1991-2006. Every year the BHPS follows
and interviews the same adults (aged 16 and above), collecting information about their incomes,
labour market status, housing tenure and conditions, household composition, education, health
and many other aspects of people’s lives. The BHPS is unique among British surveys in having
annual snapshots on the details of people’s lives over a relatively long time period. Changes in
people’s lives can be identified over a 15-year period.

As with any panel survey, potential biases arising from non-random attrition are of concern. The
BHPS uses a number of methods to minimise such problems. Firstly, it employs comprehensive
respondent tracking techniques to maintain contact with respondents throughout the year,

and any changes of address are entered on a database to ensure respondents are not

lost to the sample. If a respondent no longer lives at an address when approached for an
interview, interviewers are required to seek a forwarding address or phone number from other
respondents, any new residents, or neighbours. Failing this they are asked to consult local
phone directories, shops or the post office where appropriate. Secondly, thorough refusal
conversion processes are employed to attempt to minimise attrition due to refusal to participate
in the survey or other forms of non-response. Response rates for the BHPS are high compared
to other similar surveys around the world. Alimost 90% of eligible individuals interviewed

at wave 1 were again interviewed at wave 2, and these year-on-year response rates have
increased to 95%. Thirdly, the BHPS includes a complex and comprehensive set of weights.

A cross-sectional set of weights have been constructed that adjust the respondent sample for
non-random non-response on a wave to wave basis, and therefore weights the wave-specific
sample to be nationally representative. Longitudinal respondent weights select out cases who
gave a full interview at all waves in the BHPS files. At each wave these cases are re-weighted to
take account of previous wave respondents lost through refusal at the current wave or through
some other form of sample attrition. (More details of these weights are available in Taylor et al
2009.) Appropriate weights are used throughout the analysis conducted for this report.

There is a range of variables within the BHPS that capture an individual’s saving behaviour,
and for each the source of information is the respondent. These variables, together with their
availability in the BHPS, are described in Table 1. This table indicates that a number of variables
of potential interest are not available at every BHPS wave, and therefore their use would limit
the scope of the research possible. Therefore, we focus on the variables that are available at
all BHPS waves. In particular, at each wave individuals are asked ‘Do you save any amount of
your income for example by putting something away now and then in a bank, building society,
or Post Office account other than to meet regular bills?’. If so, they are then asked ‘About
how much on average do you manage to save a month?’. The responses to these questions
are central to our analysis, throughout which the unit of analysis is the individual adult.’ In the
following section we describe responses to these questions over time.

" This definition of saving ignores savings associated with, for example, pension schemes or mortgages. A potential avenue for future research would be to construct a comprehensive
measure that incorporates these other forms of saving.
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Waves available

Table 1: BHPS variables measuring saving behaviour BHPS

Do you save any amount of your income for example by putting something away now
and then in a bank, building society, or Post Office account other than to meet regular
bills?

About how much on average do you manage to save a month?

Do you currently have any money in any of the investments shown on this card?
National Savings Certificates, Premium bonds, Unit trusts, Personal Equity Plans, 5,10, 15
Shares, National Savings/Building Society/Insurance bonds,

Thinking of all your investments, about how much do you have invested in total? 5,10, 15
Would you say your savings are mainly long term savings for the future or mainly short

. . 10 onwards
term savings for things you need now and for unexpected events?
Do you save on a regular basis or just from time to time when you can? 10 onwards
Thinking first about your savings accounts, TESSA or ISA, about you much do you 10. 15

currently have in total in these accounts?
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In this section we use BHPS data to examine trends in saving behaviour over time and how
people’s saving behaviour changes from one year to the next. This allows us to establish some
general patterns which in later sections of the report we relate to a range of individual and
household characteristics, including household income and financial capability.

4.1 Trends in saving behaviour over time

Initially we examine trends in respondents’ saving behaviour over time, using the BHPS data
as a series of cross-sections rather than making use of the panel nature of the data (which
we do later). Table 2 summarises responses to the two central questions on saving behaviour,
indicating whether or not respondents report saving, the amount saved averaged across

the sample as a whole (where non-savers are given a value of 0) and the amount conditional
on saving (where non-savers are excluded). In this and all subsequent tables, the amount
saved has been deflated to January 2006 prices to allow more direct comparisons over time.
Furthermore, throughout the analysis we weight the data to take account of potential non-
random attrition and non-random response using cross-sectional weights.

Table 2: Saving behaviour: BHPS 1991-2006

1991 8537 0.386 0.614 59.47 154.23
1992 8208 0.369 0.631 57.92 157.04
1993 7851 0.388 0.612 61.61 158.71
1994 8010 0.384 0.616 63.15 164.40
1995 7682 0.384 0.616 64.68 168.29
1996 8107 0.390 0.610 65.66 168.46
1997 8206 0.407 0.593 67.02 164.64
1998 8053 0.417 0.583 71.92 187.03
1999 8010 0.388 0.612 6719 173.40
2000 7905 0.403 0.597 68.60 170.29
2001 7768 0.398 0.602 73.70 185.39
2002 7543 0.396 0.604 72.29 182.58
2003 7492 0.390 0.610 74.87 192.01
2004 7246 0.387 0.613 76.75 198.10
2005 7151 0.399 0.601 75.51 189.33
2006 717 0.381 0.619 7512 197.33
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 38.6% of respondents saved from their
income; that on average respondents saved £59.47 per month, while those that were able to save on average saved £154.23 per
month. Amounts saved in Jan 2006 prices. Pearson X°=4.4 P=0.0000. ‘Total’ shows data pooled from waves 1 to 16.

10
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Table 2 indicates little change in the proportion of respondents who report being able to save
from their income. There is some evidence of an initial increase in the proportion saving, from
38.6% in 1991 to 41.7% in 1998, but this proportion has since declined (if not continuously)

to 38.1% in 2006. In terms of amounts saved, there is evidence of a reasonably consistent
increase over time, from £59 in 1991 to £75 in 2006. If we focus only on those that are saving at
any particular year, this increase is more pronounced — increasing from £154 in 1991 to £197 in
2006.

Figure 1 plots the incidence of saving in the BHPS together with the annual sample
unemployment rate, where we define unemployment as not currently working and looking
for a job. This indicates an inverse relationship between the two. The saving rate was

low but increasing when the unemployment rate was high but falling (1991-1997), was
relatively constant when the unemployment rate was stable (1998-2004), and fell when the
unemployment rate was rising (2005 onwards).

Figure 1: Incidence of saving and unemployment, BHPS: 1991-2006
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Figure 2 plots the average amount saved per month (deflated to January 2006 prices) over time
and the sample unemployment rate. This indicates an almost monotonic increase in monthly
savings, from £60 per month in 1991 to exceeding £75 per month at the end of the sample
period. However there appears to be little relationship between the amount saved per month
and the unemployment rate — the amount saved continues to increase over time even when the
unemployment rate stops falling.

Figure 3 plots the proportion of gross monthly household income, again deflated, that people
save averaged both across the whole sample and conditional on saving. Both lines are very flat,
indicating that generally people save a consistent proportion of their household income over
time, rather than a consistent amount. On average, respondents save about 2% of their gross
monthly household income, while those that save on average save about 6% of their household
income.

11
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Figure 2: Amount saved and unemployment, BHPS:1991-2006
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Figure 3: Proportion of income saved, BHPS:1991-2006
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4.2 Changes in individual saving behaviour from one year
to the next

Until now we have analysed the saving behaviour of individuals in the BHPS from a cross-
sectional perspective, focusing on the incidence and amount of saving at each year. We have
not taken advantage of the panel nature of the data to examine how saving behaviour changes
from one year to the next for each individual. Table 3 presents our first look at this. In this table
we summarise individuals’ incidence of saving over two consecutive years.

The table indicates that on average over the sample period, people’s propensity to save
remained quite stable between one year (“t-1") and the next (“t”). For example, of those saving
in one year, 71% were again saving in the subsequent year while 29% were no longer saving
from their current income. Of those who were not saving in one year, 81% were also not saving
in the subsequent year while 19% had started to save from their current income. The table
also indicates that 49% of the sample was not saving at two consecutive years — and therefore
almost one half of people could be called persistent non-savers. Aimost 30% were persistent
savers, in that they were saving at two consecutive years. An equal proportion of the sample
(11%) had either stopped saving or started saving between two consecutive years.

Table 3: Within-individual year-on-year changes in saving incidence: BHPS 1991-2006

Saves from current income at year t

Saves from current income at year t—1 Yes No N

Yes 0.709 0.291 40121
(0.284) (0.116)

No 0.190 0.81 58713
(0.114) (0.486)

Total 0.398 0.602 98834

Notes: Weighted using cross-sectional weights. Table reads for example that 71% of those saving from their current income
in year t=1 also saved at year t, while 29% had stopped saving. Figures in brackets give cell percentages — indicating that, for
example, 28% of the sample was saving at both t-1 and t.

Table 4 summarises the average amount people save per month over two consecutive years,
as well as the average change. This indicates that on average over the sample period, people
increased the amount saved per month in real terms between one year (“t—1”) and the next (“t”).
The mean changes in the amount saved were positive. For example, the average person saved
£66.75 per month in one year and £68.74 per month in the subsequent year, an increase in the
amount saved of £1.99 per month (or 3%). Focusing on individuals who were saving at both
years, the table indicates that on average persistent savers were saving £183 per month in one
year and £191 per month in the subsequent year, an increase of £8 per month (or 4.4%). These
numbers are consistent with Table 2 and Figure 2 which show an upward trend over time in
the average amount saved per month. However, the Spearman rank correlation coefficient
between the current amount saved per month and the amount saved one year ago is 0.57,
which suggests that these averages in fact conceal a considerable amount of fluctuation at the
individual level, presumably in response to other (possibly expected and unexpected) events
that individuals experience.
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Table 4: Within individual year-on-year changes in amounts saved per month: BHPS 1991-2006

Means

! ol t Change % change N
Amounts saved per month
Al 66.75 68.74 199 30 | 98834
Saved at both years 183.23 191.34 8.11 4.4 28527
Proportion of income saved per month
Al 0.024 | 0.024 | 0.000 00 98834
Saved at both years 0.061 0.063 0.002 3.3 28527
Notes: weighted using cross-sectional weights. Table reads, for example, that on average individuals saved an average of £66.75
in year t-1 and £68.74 in year t, indicating an average increase in savings of £1.99 or 3.0%. Amounts deflated to January 2006
prices.

The table also summarises the average proportion of gross monthly household income that
people save per month. Consistent with Figure 3, this indicates relatively little change from
one year to the next in the proportion of income that individuals save. On average, people
saved 2.4% of their monthly income per month, and this remained unchanged from one year
to the next. Persistent savers were saving 6.1% of their household income in one year, which
increased to 6.3% in the subsequent year — an increase of 0.2 percentage points (or 3.3%).
Again, however, this apparent stability over time in the averages conceals a considerable
amount of fluctuation at the individual level, as reflected in a Spearman rank correlation
coefficient between the proportion of income saved per month in the current year and the
proportion saved one year ago of 0.54. Subsequent analysis will examine factors associated
with this longitudinal flux both in the incidence of saving and in the amount and proportion of
household income saved per month.

Figure 4 examines the longitudinal flux in the incidence of saving over time, and plots the
proportion of people each year that were not saving in the previous year who were saving in the
current year (“Started saving”), and the proportion of people that were saving in the previous
year who were not saving in the current year (“Stopped saving”). The figure indicates that the
proportion of savers who stopped saving has on average declined over time. In the early 1990s
more than one third of savers in one year were no longer saving in the subsequent year. By
2004 this had fallen to 27%, although there is some evidence that this was starting to increase
again at the end of the sample period in 2006. The proportion of non-savers in one year who
were saving in the subsequent year remained relatively constant between 1992 and 2000,
fluctuating around 20%. However this proportion fell between 2000 and 2006, indicating a
decline in the entry rate to savings. Therefore Figure 4 suggests that on average turnover into
and out of saving has been falling over time.

Figure 5 plots the distribution of within-individual year-on-year changes in the proportion of
gross monthly household income saved conditional on saving. This shows that more than 20%
saved the same proportion of their monthly income from one year to the next. While this is
clearly the modal value, the figure suggests that in almost 80% of cases, individuals changed
the proportion of income that they saved. Analysis of the nominal amount saved by individuals
(not shown) suggests that about one in four savers report saving the same amount of money
each month from year to the next. Again, therefore, this highlights considerable within-individual
year-on-year variation in saving behaviour.
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Figure 4: Movements into and out of saving, BHPS: 1991-2006
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Figure 5: Change in proportion of income saved, conditional on saving: BHPS: 1991-2006
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Having created these measures and examined changes in saving behaviour over time and
within-individual changes from year-to-year, we now turn to describing the relationships
between saving and a range of individual and household characteristics.
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In this section we introduce the individual and household variables collected in the BHPS with
which we describe patterns of saving behaviour. To maximize sample sizes and to simplify
the analysis, we again focus on variables collected at all BHPS waves. We provide summaries
of both the incidence of saving and amounts saved by a range of individual and household
characteristics including age, gender, marital status, number and ages of children, health
status, employment status, housing tenure and income. As before, in all tables the data have
been weighted to take account of potential non-random attrition and non-random response,
and we include all adult (aged 16 and above) respondents, irrespective of age, and focus

on adults who provide non-missing responses to the variables of interest. In each table, the
‘Average’ column shows the relationship using data pooled from all 16 waves of data.

5.1 Gender

Table 5 summarises saving behaviour by gender. This shows that a significantly larger
proportion of men than women save from their current income. On average 40.7% of men save
compared to 37.7% of women, and this difference has persisted over the sample period.

Table 5: Saving behaviour by gender: BHPS 1991-2006

Year Average
1991 1996 2001 2006

Saves from current income
Male 0.406 0.405 0.415 0.391 0.407 *
Female 0.367 0.377 0.379 0.371 0.377
N 8506 8010 7531 6958 122102
Amount saved conditional on saving
Male 174.39 193.03 213.48 226.82 201.69 *
Female 128.49 135.68 151.71 162.84 142.28
Proportion saved conditional on saving
Male 0.062 0.067 0.068 0.070 0.068 *
Female 0.051 0.054 0.054 0.056 0.054
N 3292 3140 3007 2671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 40.6% of men in the BHPS sample saved
from their current income, compared to 36.7% of women. Amount saved and gross monthly household income deflated to
January 2006 prices. ‘Average’ shows data pooled from waves 1 to 16. * indicates that the averages by gender over the sample
period are significantly different at the 5% level.

Furthermore, on average men save more than women, both in terms of amount saved and in
terms of the proportion of household income that they save. On average men save £202 per
month while women save £142 per month and these amounts have increased over the period.
The average amount saved by men has increased from £174 per month in 1991 to £227 per
month in 2006 (an increase of 30%), while that by women has increased from £128 per month
to £163 (an increase of 27%) over the same period. Men on average save 6.8% of their gross
monthly household income compared to 5.4% for women. Again, these proportions have
increased over the period studied for both men and women, from 6.2% to 7% for men and
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from 5.1% to 5.6% for women. Therefore men are more likely to save than women, and save
more both in terms of the amount they save and as a proportion of their household income.
Furthermore, the differences in the amount and proportion of income saved have increased
since 1991.

52 Asge

Table 6 summarises saving behaviour by age together with the Spearman rank correlation
coefficient measuring the associations between age as a continuous variable and the amount
saved per month and the proportion of household income saved per month. The table indicates
a statistically significant association between age and the three indicators of saving behaviour.

Table 6: Saving behaviour by age: BHPS 1991-2006

Year Average

1991 1996 2001 2006
Under 25 0.445 0.410 0.402 0.363 0414 ~
25-34 0.438 0.462 0.449 0.412 0.444
35-44 0.427 0.419 0.438 0.415 0.432
45-54 0.417 0.431 0.454 0.453 0.437
55-64 0.333 0.352 0.367 0.399 0.364
65 and above 0.254 0.272 0.283 0.272 0.277
N 8506 8010 7531 6958 122102
Under 25 118.54 123.85 133.06 130.37 124.26 ~
25-34 155.93 180.82 191.25 203.02 183.11
35-44 186.63 188.50 213.14 213.09 201.55
45-54 174.53 181.50 232.95 250.90 201.24
55-64 155.33 168.84 170.51 203.48 178.62
65 and above 106.92 117.20 108.53 128.72 117.36
Spearman correlation -0.012 -0.011 -0.047 0.023 -0.003
Under 25 0.041 0.045 0.040 0.043 0.043 *
25-34 0.056 0.060 0.057 0.054 0.059
35-44 0.056 0.057 0.060 0.056 0.057
45-54 0.052 0.054 0.062 0.068 0.057
55-64 0.068 0.070 0.066 0.073 0.071
65 and above 0.077 0.082 0.076 0.081 0.082
Spearman correlation 0.133 0.133 0.152 0.195 0.162
N 3292 3140 3007 2671 48375
Notes: Weighted using cross-sectional weights. Table reads, for example, that 44.5% of the under 25s saved from their current
income in 1991 compared to 25.4% of those aged 65 and above. Amount saved and gross monthly household income deflated
to January 2006 prices. ‘Average’ shows data pooled from waves 1 to 16. * indicates that the averages by age over the sample
period are significantly different at the 5% level.

However the indicators exhibit different relationships with age. In particular, we find that on
average the propensity to save falls with age, with those aged 65 and older being least likely to
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save from their current income — on average 28% of this age group save. The highest savings
propensity is for people between 25 and 34 years of age, of whom 44% save from their current
income. For many this age will coincide with establishing themselves in the labour market and
before any financial commitments involved in raising a family. However these averages mask
some interesting changes over time within age groups. For example, the propensity to save
among people aged less than 25 fell consistently over the period, from 44.5% in 1991 to 36.3%
in 2006. However, it increased among those aged between 45 and 54 (from 42% to 45%) and
between 55 and 64 (from 33% to 40%). As a result of these trends, in 1991 people aged under
25 were most likely to save while in 2006 they were among the least likely.

The table also indicates that conditional on saving people of prime working age on average
save the largest amounts, while younger and older people tend to save smaller amounts. For
example, those aged between 35 and 54 saved on average £201 per month while those aged
below 25 or aged 65 and above saved on average less than £125 per month. The amounts
saved have increased over the period across all age groups, although the largest average
increases were for those aged between 45 and 54 years of age, from £175 per month to £251
per month (a 44% increase) and the lowest average increases were for those aged below 25
years of age (a 10% increase).

Table 6 also highlights significant age differences in the proportion of household income saved
per month. In particular, conditional on saving, younger people tend to save the smallest
proportion of their income, while older people tend to save larger proportions of their income.
(The fact that older people tend to save smaller amounts but a larger proportion of their income
reflects their average lower incomes.) Those aged less than 25 on average saved 4.3% of their
gross monthly household income, while those aged between 25 and 54 saved on average
about 6% of their household income. People aged 55 to 64 were saving an average of 7% of
their income, while those aged 65 and above on average saved 8% of their income. These
patterns have remained relatively stable over the period. Therefore, people aged 55 and above
are less likely to save than those in younger age groups, but those that do save on average
save a higher proportion of their income (which equates to lower average amounts because of
their lower average incomes).

5.3 Marital status

Table 7 summarises saving behaviour by marital status, and reveals statistically significant
differences. Focusing initially on the incidence of saving, we find the highest average propensity
to save among the single never married (at 43.4%), while the lowest average propensity is
among the widowed (27.1%) and the divorced or separated (30.2%). On average, about 40%

of the married and cohabiting save from their current income. This pattern remained relatively
unchanged between 1991 and 2006, although there is evidence that the incidence of saving
has increased among the widowed (from 22% in 1991 to 28.5% in 2006) and fallen among the
single never married (from 47% in 1991 to 41% in 2006).

Table 7 also indicates that on average the widowed and the divorced or separated save the
smallest amounts per month, conditional on saving. The widowed saved £96 per month over
the period, while the divorced or separated saved £134 per month. Therefore these groups of
the population are least likely to save from their current income and, if they do save, on average
save the smallest amounts. The married and cohabiting saved the largest amounts on average,
between £180 and £190 per month, while the single never married saved £166 per month.

All marital status groups experienced increases in the amounts saved in real terms between
1991 and 2006. The largest relative increases were among the single never married and the
widowed, for whom the average amount saved increased by 53% and 45% respectively. The
smallest relative increases were among the married, at 20%.
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In contrast, the widowed and the divorced or separated, conditional on saving, save the largest
proportion of their income. On average over the period, the widowed saved 8.7% of their
monthly gross household income, while the divorced or separated saved 7.2%. These compare
to about 6% of income saved by the married, the cohabiting and the single never married. The
proportion of income saved by the divorced or separated and by the single never married both
increased noticeably over the period (from 6.3% to 7.1%, and from 5% to 6.8% respectively),
while it remained relatively stable for the other groups. Therefore this table shows that the
widowed and divorced are least likely to save and if they do save they save the lowest in terms
of the amount saved, but the highest in terms of the proportion of income saved — reflecting the
fact that these groups tend to have relatively low incomes. The married, cohabiting and single
never married are more likely to save, save higher amounts but a smaller proportion of their
household income.

Table 7: Saving behaviour by marital status: BHPS 1991-2006

Year Average
1991 | 1996 2001 2006

Saves from current income
Married 0.397 | 0.410 | 0.410 | 0.400 0.403 *
Cohabiting 0359 | 0416 0376 0353 0402
Widowed 0221 0245 0282 0285 0271
Divorced/separated 0252 0246 0338 0286 0302
Single never married 0468 0430 0432 | 0412 | 0434
N 8506 8010 7531 6958 122102
Amount saved conditional on saving
Married . 16645 17248 | 190.85 19889 @ 18159 *
Cohabiting . 16148 18274 18305 . 21651  189.87
Widowed 7792 1 10614 | 8791 . 11291 96.20
Divorced/separated 11646 15998 13594 14512 . 13372
Single never married 13276 14781 19485 20321 166.42
Proportion saved conditional on saving
Married 0.057 0.058 0.059 | 0.059 0.058 *
Cohabiting 0056 0054 0054 0059 0057
Widowed 0079 0092 0074 0083 0087
Divorced/separated 0063 0080 0070 0071 0072
Single never married 0050 0059 0062 0068 0060
N 3292 3140 3007 2671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that 39.7% of the married saved from their current
income in 1991 compared to 46.8% of the single never married. Amount saved and gross monthly household income deflated
to January 2006 prices. ‘Average’ shows data pooled from waves 1 to 16. * indicates that the averages by marital status over the
sample period are significantly different at the 5% level.

Table 7 focuses on saving behaviour at a particular point in time, rather than changes in
individuals’ behaviour from one year to the next. The advantage of panel data is that we can
examine how an individual changes his or her saving behaviour over time and how these
changes are associated with other life events. In Table 8 we examine how changes in saving
behaviour between two consecutive years are associated with changes in marital status
between one year and the next.
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The table shows that getting married is associated with a reduction in the incidence of savings,
and in the amount and proportion of income saved conditional on saving. On average the
incidence of savings among people who get married falls from 49% in the year before they
were married to 44.5% in the year after marriage — a reduction of 4.6 percentage points. This is
relative to a reduction from one year to the next of 0.1 percentage points among the sample as
a whole. Those who marry and who continue to save on average save £3 less per month post-
marriage than before marriage, and save a smaller proportion of their income (5.7% compared
to 6.4% before marriage). These changes compare to small average year-on-year increases
among the sample as a whole. Similar falls in saving are associated with getting divorced or
separated — those who divorce or separate on average reduce their propensity to save from
33% to 30%, their amount saved by £41 (from £175 per month to £134), and the proportion of
income saved from 6.8% pre-divorce to 6.6% post-divorce. Therefore marriage and divorce or
separation is associated with a reduction in both the incidence and level of saving. In contrast,
those that suffer the death of a partner had the same probability of saving before and after the
event (29%), while the average amount and proportion of household income saved increased.
Therefore this evidence suggests that marriage and divorce or separation is associated with
falls in savings relative to the average year-on-year change, while spousal bereavement is
associated with above average increases in savings.

Table 8: Mean changes in saving behaviour by changes in marital status: BHPS 1991-2006

-1 t | Change N
Sample average
Saves from current income 0.400 | 0399 = -0001 | 96907
Conditional amount saved 18321 19130 | 809 27958
Conditional proportion saved 0061 0063 0002 27958
Got Married
Saves from current income 0.491 0.445 -0.046 1901
Conditional amount saved 19797 | 19466 @ -331 | 658
Conditional proportion saved 0064 0057  -0008 | 658
Became Widow
Saves from current income 0.289 0.289 0.000 512
Conditional amount saved 13027 1 14577 1 1550 | 81
Conditional proportion saved 0073 0116 0043 81
Became Divorced/separated
Saves from current income 0.326 0295  -0.031 899
Conditional amount saved 7512 13431 —4081 | 159
Conditional proportion saved 0068 0066  -0.002 | 159
Notes: Table reads, for example, the propensity to save of individuals who got married between two consecutive years fell on
average from 0.491 before the marriage to 0.445 post-marriage. Amount saved and gross monthly household income deflated to
January 2006 prices.
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5.4 Number of children

Table 9 shows that saving behaviour varies significantly with the number of children. In
particular we find that those with no children had the highest savings incidence while those
with four or more children had the lowest, and this pattern is consistent over the period. For
example, 40% of individuals with no children saved from their current income, compared to
38% of those with one or two children, 31% of those with three children and 21% of those with
four or more children. These propensities to save fluctuated over the time period, particular for
those with three or four or more children, increasing until 2001 and then falling.

The amount individuals save also varies significantly with the number of children. However the
relationship that emerges is not monotonic and changed over the sample period. On average,
those with four or more children saved less per month than those with fewer children, but this
pattern does not emerge in each year. It is likely that these numbers are affected by relatively
small sample sizes, particularly for those with three or more children. A similar pattern is evident
for the proportion of household income saved — on average it is those with no children or with
four or more children who saved the largest proportion of their income (6.4% and 6.2%), while
those with between one and three children saved about 5% of their household income. Again
however this pattern changes over the sample period.

Table 9: Saving behaviour by number of children: BHPS 1991-2006

Year Average

1991 | 1996 2001 2006
Saves from current income
0 0.39%4 | 0.399 | 0.402 0.387 0.399 *
1 0.395 0.366 | 0.399 0.380 | 0.378
2 0.361 | 0.389 | 0.383 | 0372 0.382
3 0319 | 0.306 | 0339 0.274 | 0.310
4 or more 0159 0.262 | 0.239 0126 0.207
N 8506 8010 7531 6958 122102
Amount saved conditional on saving
0 151.96 163.38 177.47 19572 17218 *
1 . 13563 | 15081 | 19557 | 16228 16216
2 47321 17340 19592 19778 176.98
3 12330 13219 0 18861 27005  161.07
4 or more 12623 19960 10504 23885  158.98
Proportion saved conditional on saving
0 0.059 0.063 0.062 0.068 0.064 *
1 0.046 | 0.051 0051 0.044 | 0.049
2 0.056 0.053 | 0.063 | 0.047 0.053
3 0.041 0.048 | 0.061 0077 0.053
4 or more 0.051 | 0.076 | 0.047 | 0048 0.062
N 3292 3140 3007 2671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that 39.4% of those with no children saved from their
current income in 1991 compared to 15.9% of those with four or more children. Amount saved and gross monthly household
income deflated to January 2006 prices. ‘Average’ shows data pooled from waves 1 to 16. * indicates that the averages by
number of children over the sample period are significantly different at the 5% level.
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Table 10: Change in saving behaviour by changes in number of children: BHPS 1991-2006

t-1 t | Change N
Sample average
Saves from current income 0.400 0.399 -0.001 96907
Conditional amount saved 18321 19130 | 809 | 27958
Conditional proportion saved 0061 0063 0002 27958
Has additional child
Saves from current income 0.408 0.343 -0.065 3440
Conditional amount saved 21967 20717 | 1251 | 849
Conditional proportion saved 0.061 0.057 -0.004 849
Notes: Table reads, for example, that individuals who had an additional child between two consecutive years on average
experienced a fall in their propensity to save from their current income from 0.408 before the birth to 0.343 in the year following the
birth. Amount saved and gross monthly household income deflated to January 2006 prices.

Table 10 focuses on the changes in saving behaviour associated with the birth of an additional
child. This suggests three things. Firstly the incidence of savings among those about to have

an additional child was similar to that for the sample as a whole (40%). Secondly those about

to have an additional child had higher household incomes than average — although they saved
the same proportion of their income as the sample average (6.1%), this corresponds to a higher
amount saved (£220 compared with £183). Thirdly, it suggests that the birth of a child was
associated with a fall in savings. In particular, the incidence of savings among recent parents fell
from 40% pre-birth to 34% in the year following the birth, while the amount saved fell from £220
pre-birth to £207 in the year following the birth. This corresponds to a fall in the proportion of
household income saved from 6.1% to 5.7%. Therefore savings is inversely related to family
formation.

5.5 Household type and size

Table 11 looks at the relationship between the types of household in which the individual lives
and their saving behaviour in more detail. The results suggest that saving behaviour differs
significantly between household types. Focusing initially on the incidence of saving, the table
indicates that on average the single elderly were the least likely to save from their current
income (27% did so), followed by lone parents (31%). Couples with non-dependent children
(45%) and the single non-elderly (42%) were most likely to save. This pattern is evident across
the period. The incidence of saving increased over the period among the single (especially the
single elderly), lone parents and those in households with unrelated adults, while it fell for those
in couples with dependent and non-dependent children.

As well as having the lowest incidence of saving, the single elderly and lone parents also saved
the lowest amounts conditional on saving. On average over the period, the single elderly who
saved were able to save less than £100 per month, while lone parents saved £131 per month.
This compares with average monthly savings of £220 per month among the single non-elderly,
£187 per month among couples with no children and £177 per month for couples with non-
dependent children. The average amount saved increased for all household types between
1991 and 2006. The largest increases in amounts saved were for single person households,
particularly the single non-elderly whose average monthly savings increased from £160 to £280
(or 75%). In contrast, people in couples with no children, lone parents and those in households
with other unrelated adults increased their monthly savings by less than 25% between 1991
and 2006.
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Table 11: Saving behaviour by household type: BHPS 1991-2006

Year Average
1991 . 1996 ¢ 2001 | 2006

Saves from current income
Single non-elderly . 0.893 0397 0439 0411 0421 *
Single elderly 0228 0242 0274 0268 0.270
Couple no children 0399 0427 @ 0402 0405  0.409
Couple dependent children 0403 0406 0406 0373 0401
Couple non-dependent children 0.465 0.451 0.460 0.440 0.452
Lone parent 0280 0283 0322 0310 0307
24 unrelated adults 0872 0257 0412 0450 | 0.348
Other households 0387 0352 0379 0354 0373
N 8506 8010 7531 6958 122102
Amount saved conditional on saving
Single non-elderly 16049 | 19287 | 259.83 | 28061 @ 219.99 *
Single elderly 8146 10642 @ 8702 12075 9919
Couple no children 17698 18014 @ 18668 20437 @ 18719
Couple dependent children 14348 15529 @ 188.35 18816 @ 164.24
Couple non-dependent children 15327 16223 | 17796 19554 | 176.99
Lone parent 10929 14178 @ 14425 13323 @ 131.33
24+ unrelated adults 14631 14097 | 14506 21556 | 16275
Other households 14637 15578 @ 15164 17190 @ 153.30
Proportion saved conditional on saving
Single non-elderly 0093 0097 0100 0113 0098 *
Single elderly 0097 0109 0089 0101 | 0405
Couple no children 0068 0065 0064 0070 0067
Couple dependent children 0046 0048 0054 0047 @ 0048
Couple non-dependent children 0040 0043 0041 0040 0044
Lone parent 0048 0062 0051 0053 0054
2+ unrelated adults 0044 0052 0045 0075 0052
Other households 0038 0054 0059 0052 @ 0048
N 3202 3140 3007 0671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 39.3% of adults in single non-elderly
households in the BHPS saved from their current income, compared to 22.8% of those in single elderly households. ‘Average’
shows data pooled from waves 1 to 16. * indicates that the average scores by household type category over the sample period are
significantly different at the 5% level.

Table 11 also indicates that the single elderly, although being among the least likely of
household types to save and also save the least amount if they do save, on average saved

the largest proportion of their household income. Again this reflects the relatively low incomes
that such households receive. In particular, on average over the period people in single elderly
households saved 10.5% of their household income per month, while those in single non-
elderly households saved 10% of their monthly household income. In contrast, those in couple
households with dependent or non-dependent children and in other types of household
saved less than 5% of their household income, while lone parents and those in households
with unrelated adults saved 5.4% and 5.2% of their monthly income respectively. Single non-
elderly households increased the proportion of income that they save per month between 1991
and 2006, as did those living with unrelated adults and in other types of households, while
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the proportion of income saved by the single elderly and people in couple households has
remained relatively stable over the period.

In Table 12 we examine a different dimension of the household, household size (measured by
the number of people — both adults and children — living in the household). This reveals that on
average the propensity to save initially increased with household size, from 33.4% of people

in single person households saving from their current income to 42% of people in four person
households. The incidence of savings then fell for people living in households with five (37.4%)
or six or more (27.7%) people. This pattern is consistent over the period, although there is
evidence suggesting that the incidence of savings increased among people in single person
households (from 29% to 33%), while it fell among those living in households with five people
(from 40% to 33%).

Table 12: Saving behaviour by household size: BHPS 1991-2006

Year Average
1991 | 1996 2001 2006 |

Saves from current income
1 0.293 0.309 | 0.347 0.332 0.335 *
2 0395 0411 0395 0403  0.401
3 0401 | 0398 0429 0399 0410
4 0424 0423 0427 0396 0420
5 0396 0392 0361 0325 037
6+ 0263 0263 0312 0281 0277
N 8506 8010 7531 6958 122102

Amount saved conditional on saving

1 12313 | 15438 18452 @ 206.39 @ 164.55 *
2 16877 | 17627 18476 @ 19574 181.63
3 14170 15589 16858 | 17929 | 168.31

4 15846 15784 19899 @ 19690 @ 168.71

5 12188 15310 16977 18114 | 155.21
6+ 14818 159031 14264 18110 14203
Proportion saved conditional on saving

1 ‘ 0.095 0102 | 0.096 0108 | 0101 *
2 0066 0066 0064 0069 0067
3 0044 0048 0049 0046 0049
4 0047 0046 0050 | 0044 0045
5 0036 0042 0045 0042 0041
6+ 0038 0053 0049 0048 0043
N 3202 3140 3007 2671 48249

Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 29.3% of adults in single person households
in the BHPS saved from their current income, compared to 39.5% of those in two person households. ‘Average’ shows data
pooled from waves 1 to 16. * indicates that the average scores by household size category over the sample period are significantly
different at the 5% level.

The amount saved per month also varies significantly with household size. Table 12 suggests
that on average people living in two person households saved the most (£182 per month) while
those in larger households containing five or six or more people saved the least (£155 and
£142 per month). Although this pattern did not persist throughout the period, people living in
larger households in general saved less per month than those in smaller households. While the
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amount saved increased for individuals in households of all sizes, the largest relative increases
were for those in single person households (68% increase), and smallest for those in two
person households (16% increase).

Table 12 also reveals an inverse relationship between household size and the proportion of
income saved — on average people in smaller households saved a larger proportion of their
household income than those in larger households. Those in single person households saved
about 10% of their household income, while those in two person households saved about 7%.
Those in three or four person households saved about 5% of their income while those in larger
households saved about 4% of their income. These patterns changed little over the period.

Table 13: Mean changes in saving behaviour by changes in household size: BHPS 1991-2006

=1 t Change N
Sample average
Saves from current income 0.400 0.399 —0.001 96907
Conditional amount saved 183.21 191.30 8.09 27958
Conditional proportion saved 0.061 0.063 0.002 27958
Household size increased
Saves from current income 0.383 0.363 -0.020 6933
Conditional amount saved 191.69 206.44 14.75 1733
Conditional proportion saved 0.062 0.052 -0.010 1733
Household size fell
Saves from current income 0.393 0.369 -0.024 7829
Conditional amount saved 191.18 186.37 -4.81 1984
Conditional proportion saved 0.045 0.067 0.022 1984
Notes: Table reads, for example, that individuals whose household increases in size between two consecutive years on average
experienced a fall in their propensity to save from their current income from 0.383 to 0.363. Amount saved and gross monthly
household income deflated to January 2006 prices.

Table 13 looks at how saving behaviour changes when the size of the household in which
people live changes and compares these changes with those for the sample as a whole. This
indicates that the propensity to save fell by about two percentage points for those whose
household changed in size, irrespective of the direction of the change. Therefore those that
experience a change in their household size are more likely than the sample average to stop
saving. Those who experienced an increase in their household size on average increased the
amount saved by almost £15 per month (from £192 to £206 per month), which is considerably
above the sample average of an £8 per month increase. However, they experienced a one
percentage point fall in the proportion of household income saved (from 6.2% to 5.2%)
compared to a small increase in the proportion saved for the sample as a whole. Individuals in
households which were smaller in the subsequent year saved almost £5 less per month than
before (£186 compared with £191), although this represented an increase in the proportion of
income saved, from 4.5% to 6.7%. Therefore individuals in households that increase in size
were more likely to stop saving but those that continued saved a larger amount (although a
smaller proportion of their income). Those in households that fall in size were also more likely to
stop saving, and those that continued saved a smaller amount (although a larger proportion of
their income).
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5.6 Health status

At each wave of the BHPS, individuals were asked to assess their current health status. In
particular, they were asked “Please think back over the last 12 months about how your health
has been. Compared to people of your own age, would you say that your health has on the
whole been Excellent, Good, Fair, Poor or Very poor?” For the purposes of this analysis we
collapse this into being in good health (reporting excellent or good) and being in poor health
(reporting fair, poor or very poor). Table 14 looks at the relationship between an individual’s
health status and their saving behaviour. The results indicate that those in good health were
significantly more likely to save than those who reported being in fair, poor or very poor

health. On average almost 43% of those in good health saved, compared with 31% of those

in poor health, and these propensities remained relatively constant across the sample period.
Furthermore, conditional on saving, those in good health saved a larger amount — £182 per
month compared with £136 per month for those in poor health. This amount increased by 30%
between 1991 and 2006 for those in good health, compared to 22% for those in poor health.
Part of these differences may be explained by other factors associated with health, such as
employment status. Our multivariate analysis described later sheds further light on these complex
relationships. There was a much smaller difference between people in good and poor health in
the proportion of income saved — each group saved about 6% of their household income.

Table 14: Saving behaviour by health status: BHPS 1991-2006

Year Average
1991 | 1996 . 2001 . 2006

Saves from current income
In good health 0420 0431 0434 0414 0.428 *
In fair, poor, very poor health 0200 0297 031 0300 | 0.305
N 8502 8009 7529 6958 121778
Amount saved conditional on saving
In good health - 15960 @ 17366 @ 192.81 @ 20772 182.28 *
In fair, poor, very poor health 118.78 129.93 146.75 14717 136.19
Proportion saved conditional on saving
In good health . 0057 0062 0060 0063 0.061
In fair, poor, very poor health . 0053 0053 0062 0062 0.058
N 3290 3140 3007 2671 48151
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 42% of adults in good health in the BHPS
saved from their current income, compared to 29% of those fair, poor or very poor health. ‘Average’ shows data pooled from
waves 1 to 16. * indicates that the average scores by health status over the sample period are significantly different at the 5% level.

In Table 15 we examine how changes in saving behaviour between two consecutive years
were associated with changes in health status over the same period. This table shows that an
improvement in health status (moving from fair or poor health to good or excellent health) had
little impact on saving behaviour relative to the sample average. Those whose health improved
experienced a marginal fall in their propensity to save (the same as the sample average),
marginally increased the proportion of the income they saved (the same as the sample
average), and saved on average £4 per month more (compared to the sample average of £8 per
month). A similar pattern emerges for those who suffered deterioration in their health between
two consecutive years. However it is worth noting that on average people who experienced
either an improvement or deterioration in their health status were less likely to save, saved a
smaller amount, and a smaller proportion of their income than those whose health remained
unchanged.

26



Financial Capability and Saving: Evidence from the BHPS

Table 15: Mean changes in saving behaviour by changes in health status: BHPS 1991-2006

t-1 t Change N
Sample average
Saves from current income 0.400 0.399 -0.001 96907
Conditional amount saved 183.21 | 191.30 8.09 | 27958
Conditional proportion saved 0.061 0.063 | 0.002 | 07958
Entered good health
Saves from current income 0.362 0.360 -0.002 8641
Conditional amount saved 164.35 168.39 | 403 2148
Conditional proportion saved 0.059 0.061 0.002 2148
Left good health
Saves from current income 0.373 | 0.358 -0.015 | 9387
Conditional amount saved 160.97 163.54 | 256 2411
Conditional proportion saved 0.058 0.059 0.001 2411
Notes: Table reads, for example, that individuals who entered good health from poor health between two consecutive years on
average experienced a fall in their propensity to save from their current income from 0.362 to 0.360. Amount saved and gross
monthly household income deflated to January 2006 prices.

5.7 Education levels

Table 16 presents summaries of saving behaviour by education, and shows that saving
behaviour differs significantly by education levels. In particular, the propensity to save increased
with qualifications attained — a pattern evident throughout the sample period. On average those
with a higher or first degree were most likely to save from their current income — more than 50%
did so. About 45% of people with other higher qualifications or with A-Levels or the equivalent
saved, as did 40% of those with GCSEs or the equivalent. Only one in four of those with no
qualifications saved.

The table also shows that the amount saved increased with the qualification attained such that
on average those with no qualifications saved £108 per month, compared to £134 per month
for those with GCSEs, £171 per month for those with A-Levels, £271 per month for those

with a first degree and £375 per month for those with a higher degree. This pattern emerges
consistently throughout the period. While individuals in the majority of education groups
increased the amount saved over the period, this is not true for those in the lowest qualification
attainment categories. Those with ‘other’ or no qualifications saved less per month in real terms
in 2006 than in 1991.

There is less evidence of a direct relationship between education level and the proportion

of income saved. While on average people with a first or higher degree saved the highest
proportion of their income (7%), it is those with mid-ranking qualifications (and with GCSE’s in
particular) who saved the lowest proportion of their income (56%). Furthermore, while those with
the highest and lowest educational attainment saved larger proportions of their income in 2006
than in 1991, those with mid-ranking qualifications saved about the same proportion.
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Table 16: Saving behaviour by education level: BHPS 1991-2006

Year . Average
1991 1996 2001 2006 |

Saves from current income
Higher degree 0.666 0519 | 0.472 | 0566 @ 0.521*
First degree 0538 0520 0535 0497 0514
Other higher qualification 0507 04700 0463 0431 0462
A-Levels or equivalent 0474 0429 0441 0426 0443
GCSEs or equivalent 0427 0433 0400 0341 0419
Other qualifications 0351 0354 0330 0289 0339
No qualifications 0252 0252 0254 0234 0251
N 8506 8010 7531 6958 | 122102
Amount saved conditional on saving
Higher degree 26421 27051 46880 | 51047 | 375.26*
First degree 24409 @ 23003 @ 29903 25043 27079
Other higher qualification 18561 18358 18852 19602 @ 186.12
A-Levels or equivalent 15566 | 16615  171.87 19523 | 170.76
GCSESs or equivalent 12838 | 13344 12753 13405 133.82
Other qualifications 12365 15710 0 15007 12160  136.06
No qualifications 10017 | 12099 | 10118 9943  108.48
Proportion saved conditional on saving
Higher degree 0.067 0.063 0.076 0094 = 0072*
First degree 0058 0059 0072 0062 0067
Other higher qualification 0065 0063 0064 0063 0064
A-Levels or equivalent 0057 0061 0050 0062 0056
GCSEs or equivalent 0050 0052 0051 0051 0052
Other qualifications 0055 0063 0060 0068  0.062
No qualifications 0055 0066 0061 0067 0063
N 3292 3140 3007 2671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 66% of adults with a higher degree in the
BHPS saved from their current income, compared to 25% of those with no qualifications. ‘Average’ shows data pooled from waves
110 16. *indicates that the average scores by education level over the sample period are significantly different at the 5% level.

5.8 Housing

The BHPS collects a range of information on housing and housing characteristics that we relate to
saving behaviour. The relationship between saving behaviour and housing tenure is summarised
in Table 17. This indicates that home-owners were more likely to save from their current income
than tenants, and that those with a mortgage were most likely to save. On average, 46.7%

of this group saved from their current income compared with 38% of those who owned their
home outright, 34% of private tenants and 23% of local authority tenants. This pattern emerges
throughout the period. However, while the propensity to save increased among local authority
tenants (from 22% in 1991 to 25% in 2006) it fell among other housing tenure groups.

As well as being most likely to save, home-owners on average saved larger amounts per

month than tenants. Over the period, those who owned their home outright saved £197 per
month while those with a mortgage saved £177 per month (and this is in addition to mortgage
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repayments). Private tenants saved an average of £160 per month while local authority tenants
saved £90 per month. All tenure groups saved larger amounts in 2006 than in 1991, although
only marginally so in the case of local authority tenants. In terms of the proportion of income
saved, those owning their home outright and private tenants saved the largest proportion (8%
and 7.5% respectively), and this was true throughout the period. Those with a mortgage saved
the smallest proportion of their household income (5%), and this did not change over the time
period. Local authority tenants on average saved 5.7% of their income, and this proportion
increased since 1991.

Table 17: Saving behaviour by housing tenure: BHPS 1991-2006

Year - Average

1991 | 1996 | 2001 2006 |
Saves from current income
Own home outright 0384 0390 0382 0366  0380*
Own home mortgage 0471 0469 0472 . 0448 0467
Local authority rent 0217 0228 0237 0249 0234
Private rent 0.337 | 0.321 | 0.326 | 0309 |  0.342
N 8506 8010 7531 6958 | 122102
Amount saved conditional on saving
Own home outright 16159 . 18478 20165 23289 @ 196.86*
Own home mortgage - 16161 16817 . 18805  190.07  176.84
Local authority rent 8761 . 10020 . 8579 | 91.41 1 90.00
Private rent {14590 | 15347 | 196.64 19177 | 160.00
Proportion saved conditional on saving
Own home outright 0078 0081 0076 0086 0081*
Own home mortgage 0048 0050 0052 0048 0050
Local authority rent 0049 0058 0055 0061 0057
Private rent 0.073 | 0.075 | 0.077 | 0.080 |  0.075
N 3292 3140 3007 2671 | 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 38.4% of adults owning their home outright
in the BHPS saved from their current income, compared to 33.7% of those who rented their house privately. ‘Average’ shows data
pooled from waves 1 to 16. * indicates that the average scores by housing tenure over the sample period are significantly different
at the 5% level.

Table 18 introduces some dynamics by focusing on the change in saving behaviour associated
with becoming a home-owner. This indicates that those who became home-owners had a
higher than average propensity to save, saved larger amounts, and saved a larger proportion
of their income than average both before and after buying a property — presumably this
reflects the ability to plan financially the purchase of a home. However, they also experienced

a marginally larger than average reduction in their propensity to save (from 45.9% to 45.3%).
Home buyers also increased the amount saved by more than average (by £28 per month
compared to the sample average of £8), and also the proportion of income saved. As well as
housing tenure, at each year the BHPS asks home-owners to estimate the value of the house
they currently live in. We use this as an approximation of wealth, as it is the only measure

of wealth that is available at all sixteen waves of the BHPS. We summarise the correlations
between current house value (deflated to January 2006 prices) and our measures of saving
behaviour in Table 19. We present correlations both including non-owners (who are allocated a
house value of zero) and excluding them.
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Table 18: Mean changes in saving behaviour by changes in housing tenure: BHPS 1991-2006

=1 t Change | N
Sample average
Saves from current income 0.400 0.399 | -0.001 96907
Conditional amount saved 183.21 | 191.30 | 809 27958
Conditional proportion saved 0.061 0.063 0.002 27958
Became a home-owner
Saves from current income 0.459 0.453 -0.006 2210
Conditional amount saved 198.91 | 226.94 | 28.03 | 748
Conditional proportion saved 0.065 0.072 0.007 | 748
Notes: Table reads, for example, that individuals who became a home owner between two consecutive years on average
experienced a fall in their propensity to save from their current income from 0.459 to 0.453. Amount saved and gross monthly
household income deflated to January 2006 prices.

The correlations with house value highlight a number of notable patterns. Firstly we find that the
correlations are relatively small, suggesting that saving behaviour in general was only weakly
correlated with wealth, as measured by current house value. Focussing on the incidence

of saving, the correlation with house value is relatively low, and fell over time. Therefore

the propensity to save from current income became less associated with the value of the
individual’s home. The correlations between amount saved per month conditional on saving
and house value are higher, and increases over the period (from 0.16 in 1991 to 0.23 in 2006).
Hence the amount a person saved per month became more strongly associated with the value
of their home. Finally, we find almost no correlation between house value and the proportion of
household income saved.

Table 19: Saving behaviour by house value: BHPS 1991-2006

Year Average
1991 | 1996 | 2001 | 2006 |

Saves from current income
House value all 0182 0172 0153 0139 0.153
House value home-owners 0.066 0.059 | 0.052 | 0.062 | 0.046
N 8506 8010 7531 6958 116411
Amount saved conditional on saving
House value all 0210 0206 0222 0244 0233
House value home-owners 0.166 0.161 | 0.215 | 0.226 0.193
Proportion saved conditional on saving
House value all - 0010 -0044  -0001 0018  -0.004
House value home-owners i —0.001 | -0.044 | 0.003 ' 0.022 | -0.000
N 3292 3140 3007 2671 45831
Notes: Table shows Spearman rank correlation coefficients. House values deflated to 2006 January prices.
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5.9 Labour market variables

Table 20 summarises our measures of saving behaviour by employment status, and the
employment status of the spouse (if married). For the purposes of this report, we distinguish
between full- and part-time employees, and also the self-employed. This table indicates that
those in work were most likely to save from their current income. On average over the period
more than one half of full-time employees saved from their current income, as did 43% of part-
time employees and 40% of the self-employed. These savings propensities compare to 27% for
the retired, 25% for the inactive and 16% for the unemployed. Therefore a strong relationship
between employment and saving emerges in these data. However there is some evidence
that the incidence of saving fell among full-time employees over the period — 55% were saving
in 1991, compared with 51% in 2006. In contrast, the propensity to save remained stable or
marginally increased among individuals in other labour market states. The table also indicates
that about 46% of people with an employed spouse save from their current income, and this
remained stable over the sample period.

Table 20: Saving behaviour by employment status: BHPS 1991-2006

Year . Average
1991 | 1996 2001 2006

Saves from current income
Full-time employee 0.551 | 0526 | 0.520 ' 0.509 0.530 *
Part-time employee 0.400 0.443 | 0429 0.434 | 0.430
Self-employed 0379 0.460 0.415 | 0.387 | 0.400
Unemployed 0159 0145 0182 0165 | 0161
Inactive 0.239 0.250 | 0.259 | 0.234 | 0.254
Retired 0.251 | 0271 0.280 | 0.268 | 0.274
Spouse employed 0.459 0472 | 0.465 | 0453 | 0.462
N 8430 7907 7406 6864 120363
Amount saved conditional on saving
Full-time employee 176.03 193.35 212.34 22599 198.80 *
Part-time employee 11357 | 128.22 | 141.80 161.55 | 137.45
Self-employed 241,82 | 23951 | 324,89 31338 | 282.56
Unemployed 66.00 | 80.86 69.54 6716 | 78.46
Inactive 78.60 88.53 99.70 11077 93.24
Retired 98.87 115.73 | 105.40 | 122.82 | 114.19
Spouse employed 169.31 180.28 | 196.92 | 20688 @ 188.27
Proportion saved conditional on saving
Full-time employee 0.055 | 0.058 | 0.055 | 0.056 0.056 *
Part-time employee 0047 0048 | 0.054 | 0.053 | 0.051
Self-employed 0.082 | 0077 0092 0106 | 0.094
Unemployed 0.042 0.045 | 0.044 0.042 0.045
Inactive 0.039 | 0.048 | 0.045 | 0056 0046
Retired 0.077 0.080 | 0.077 0.080 0.081
Spouse employed 0051 0052 0051 0.053 | 0.052
N 3261 3092 2952 2635 47507
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 55.1% of adults in full-time employment in
the BHPS saved from their current income, compared to 40% of those in part-time employment. ‘Average’ shows data pooled
from waves 1 to 16. * indicates that the average scores by employment status over the sample period are significantly different at
the 5% level.
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Those in employment were saving larger amounts than those in other labour market states. On
average over the period, people in full-time employment saved £199 per month, while part-time
employees saved £137 per month. However the self-employed saved the most on average,

at £283 per month. In contrast, those in retirement saved an average of £114 per month, the
economically inactive £93 per month and the unemployed £78 per month. While the general
pattern remained unchanged over the period, there were differences by employment status

in the changes in amount saved over time. For example, the largest relative increases in the
average amount saved was among those in part-time work, whose savings increased from an
average of £114 per month in 1991 to £162 in 2006 (or by 42%). The average amount saved by
the economically inactive also increased by 41% over the period (from £79 per month to £111).
In contrast, that saved by the unemployed changed little.

The retired and the self-employed consistently saved the largest proportion of their household
income. On average over the period, the self-employed saved 9.4% of their household income,
while the retired saved 8.1%. Those in full-time and part-time employment saved about 5.5%
of their household income, while the unemployed and economically inactive saved 4.5%.
There is some evidence that the proportions of income saved by the self-employed and

the economically inactive increased between 1991 and 2006, while they remained relatively
constant among other labour market groups. Therefore the unemployed and economically
inactive are least likely to save, save the lowest amount per month, and also save the smallest
proportion of their household income. There is a strong link between labour market status and
saving behaviour.

In Table 21 we look at employment patterns at the household level and their association with
saving behaviour. This indicates a clear monotonic relationship between the propensity to
save from current income and the number employed in the household. On average over the
period, 24% of individuals in households where no-one was employed saved from their current
income. This proportion increases with the number employed in the household, such that 48%
of individuals in households with two people in employment were saving, and 52% of those

in households with four or more people in employment were saving. Again, this highlights a
strong association between the prevalence of saving and employment status, this time at the
household level. This relationship is rather less evident when looking at the amount people
save. While people in households where no-one is employed saved the smallest amount per
month over the period (an average of £109), there is no other systematic relationship between
the amount saved and number employed in the household. There is some evidence that those
in households with one or two people in work saved the largest amounts (about £185 per
month), but this was not consistent across the period.

A more consistent pattern emerges between the proportion of household income saved and
the number of people employed in the household. In particular, people in households where
no-one is employed saved the highest proportion of their household income (8.5% on average),
and this increased marginally between 1991 and 2006. Those in households with one person
in employment on average saved 7.6% of their household income, and this too increased over
the period (from 6.7% to 8.4%).The proportion of income saved falls with the number employed
in the household, such that those in households with four or more people in employment saved
3.3% of their income, which remained relatively constant between 1991 and 20086.

32



Financial Capability and Saving: Evidence from the BHPS

Table 21: Saving behaviour by number employed in household: BHPS 1991-2006

Year Average
1991 | 1996 | 2001 2006

Saves from current income
0 0.200 0.228 | 0.256 0.243 |  0.238*
1 0370 0371 0367 0357 0373
° 0487 @ 0490 0484 0467 @ 0481
3 0499 0518 0500 0422 0490
4+ . 0578 0491 0491 0555 0518
N 8504 8010 7531 6958 122094
Amount saved conditional on saving
0 9518 10873 . 106.65 & 11859 | 108.89*
1 14823 0 17268 21019 23199  187.03
2 18815 17702 19453 20421 18562
3 14723 1 16974 19378 19192  173.03
4t 17952 1 17016 17252 20299 17853
Proportion saved conditional on saving
0 0.080 0.083 0.084 0085 | 0.085*
1 . 0067 0074 0073 0084 0076
2 0051 0052 0053 0054 0053
3 0040 0044 0042 0041 004
44 0035 0033 0035 0033 0033
N 3290 3140 3007 2671 48245
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 20% of adults in households with no-one
in employment in the BHPS saved from their current income, compared to 37% of those in households with one person in
employment. ‘Average’ shows data pooled from waves 1 to 16. * indicates that the average scores by number of employed in
household over the sample period are significantly different at the 5% level.

Tables 22 and 23 focus on the dynamic associations between employment status change
and change in saving behaviour. Table 22 indicates that entering employment is associated
with significantly larger than average increases in saving, and this is apparent using all three
measures. For example, the incidence of saving for those entering work increased from 29%
before they entered work to 39% after entering work. However, such people had a propensity
to save before entering work that was significantly below the sample average. Those entering
work also increased the amount they saved by more than the sample average, although
again from a lower base. Conditional on saving, they saved an average of £151 per month
prior to entering work, and an average of £203 per month after entering work. However this
represented only a small increase in the proportion of income saved (from 5.4% to 5.9%).

In contrast, people who entered unemployment between two consecutive years reduced both
their propensity to save and the amount they saved, and from already relatively low levels. Less
than 30% of those who entered unemployment were saving prior to the event, and this proportion
almost halved once unemployment was entered to 16%. Furthermore, the average amount saved
by those who were saving both before and after unemployment entry fell from £120 per month
before unemployment to £105 once unemployment was entered. However, this group actually
marginally increased the proportion of their income that they saved, from 4.7% to 5.4%, reflecting
the drop in income associated with unemployment entry. Entry into retirement is associated with
a less dramatic drop in the incidence of savings, from 31% pre-retirement to 26% post-retirement.
This highlights the fact that the propensity to save is lower than the sample average among those
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on the verge of retirement. Retirement is also associated with a large fall in the amount saved,
from £170 per month pre-retirement to £125 post retirement. However as for the unemployed,
this actually represents an increase in the proportion of income saved, from 7.9% to 9.1% — again
reflecting the drop in income associated with retirement.

Table 22: Mean changes in saving behaviour by changes in employment status: BHPS 1991-2006

=1 t Change N
Sample average
Saves from current income 0.400 0.399 -0.001 | 96907
Conditional amount saved 18321 191.30 | 8.09 | 27958
Conditional proportion saved 0.061 0.063 0.002 27958
Entered work
Saves from current income 0.287 0.394 0.107 4393
Conditional amount saved 15147 202,64 | 5147 | 825
Conditional proportion saved 0.054 0.059 0.005 825
Entered unemployment
Saves from current income 0.292 0.156 -0.136 1888
Conditional amount saved 119.64 | 105.09 14,55 192
Conditional proportion saved 0.047 0.054 0.006 192
Entered retirement
Saves from current income | 0.309 | 0.256 ~0.053 | 2086
Conditional amount saved 170.33 | 125.45 | —44.88 351
Conditional proportion saved 0.079 0.091 0.012 351
Notes: Table reads, for example, that individuals who entered work between two consecutive years on average experienced an
increase in their propensity to save from their current income from 0.287 to 0.394. Amount saved and gross monthly household
income deflated to January 2006 prices.

Table 23 indicates that clear relationships also emerge between changes in the number
employed in the household and changes in saving behaviour. In particular, a reduction in

the number employed in the household (which could be caused by either an employed
household member leaving work, or an employed household member leaving the household)
results in a reduction in the incidence of savings and in the amount saved. The incidence of
savings fell from an above sample average level of 42% to a below sample average 35.2%,
while the amount saved also fell from an above sample average level of £192 per month to a
below sample average level of £185. However this represents an increase in the proportion of
household income saved from 5% to 6.7%, reflecting the loss of household income associated
with having fewer household members in employment. An increase in the number employed in
the household results in almost the complete opposite — an increase in the incidence of saving
and the amount saved, but a small fall in the proportion of household income saved.

Table 23 also indicates the importance of the employment status of the spouse in influencing

a person’s saving behaviour. People whose spouse entered work increased their propensity

to save on average (although it remained below the sample average), but reduced the amount
saved per month (from £206 to £191). The proportion of income saved also fell, from an

above sample average of 7.2% to 5.5% (below the sample average). Those whose spouse left
employment greatly reduced their propensity to save, from 43% (which is above average) to
35% (which is below average), and also the amount they saved per month from £222 to £214 —
although this remained above the sample average. This however represents an increase in the
proportion of household income saved, from 6.2% to 8.2%.
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Table 23: Mean changes in saving behaviour by changes in employment status: BHPS 1991-2006

-1 t Change N
Fewer employed in household
Saves from current income 0.422 0.352 -0.070 12175
Conditional amount saved 191.89 184.83 | 706 | 3035
Conditional proportion saved 0.050 0.067 0017 3035
More employed in household
Saves from current income 0.348 0.397 0.049 11689
Conditional amount saved 163.26 18417 | 2091 | 2831
Conditional proportion saved 0.055 0.047 ~0.008 | 2831
Spouse got job
Saves from current income 0.369 0.379 0.010 1472
Conditional amount saved 205.96 | 191.27 | 1470 | 384
Conditional proportion saved 0072 0.055 ~0.017 | 384
Spouse left job
Saves from current income 0.426 0.351 -0.075 1086
Conditional amount saved 22170 | 213.89 | 781 531
Conditional proportion saved 0.062 0.082 | 0.020 531
Notes: Table reads, for example, that individuals in households that experienced an increase in the number employed between
two consecutive years on average experienced an increase in their propensity to save from their current income from 0.348 to
0.397. Amount saved and gross monthly household income deflated to January 2006 prices.

5.10 Income

In Table 24 we summarise the relationships between our measures of saving behaviour and
real gross monthly household income. Not surprisingly we find a positive and monotonic
relationship between household income and the incidence of saving, which is clearly evident
throughout the sample period. For example, only 20% of those in the bottom income quintile
saved from their current income, compared to 33% in the second quintile, 41% in the middle
quintile and 49% in the fourth quintile. Almost 60% of those in the highest household income
quintile saved from their current income. However the table also indicates that this relationship
weakened over time, as the propensity to save fell among those in the higher income quintiles.
This is also reflected in the Spearman rank correlation coefficients, which fell from 0.311 in 1991
to 0.239 in 2006.

A similar positive correlation emerges between the amount saved per month and household
income. On average over the period, those in the bottom household income quintile group
saved £70 per month, compared to £139 per month for those in the middle household income
quintile group, and £274 per month for those in the highest income quintile group. This pattern
is also evident in each year, although again there is some suggestion that it has weakened over
time. This is a result of a relatively large increase in the amounts saved by those in the bottom
income quintile group (an average increase of 53%) compared to other quintile groups, and is
reflected in a falling Spearman rank correlation coefficient (from 0.353 in 1991 to 0.320 in 2006).
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Table 24: Saving behaviour by gross monthly household income: BHPS 1991-2006

Year Average
1991 | 1996 2001 2006

Saves from current income
Bottom quintile 0162 0182 0219 0197 0.203 *
Second quintile 0352 0.340 0318 | 0298 0.309
Middle quintile 0.441 0.430 | 0.369 | 0360 | 0.421
Fourth quintile 0.508 0517 | 0.496 0447  0.494
Highest quintile 0594 0564 0562 | 0531 0561
Spearman correlation 031 | 0278 | 0254 0239 0.262
N 8506 8010 7531 6958 122102
Amount saved conditional on saving
Bottom quintile 58.52 64.25 | 7571 89.27 70.65*
Second quintile 114.35 | 114.79 | 107.94 12777 11268
Middle quintile 121.20 | 14679 14447 13333 @ 13874
Fourth quintile 16328 169.00 | 173.23 | 18120 171.03
Highest quintile 24489 25608 28431 28513 | 27412
Spearman correlation 0.353 0.326 | 0.365 0320 0347
Proportion saved conditional on saving
Bottom quintile 0.082 0.089 | 0.098 0124 0.099 *
Second quintile 0074 0.075 | 0071 | 0084 0073
Middle quintile 0.057 0.061 0.061 0057 0058
Fourth quintile 0.049 0051 0.052 0054 0051
Highest quintile 0043 | 0048 0.048 | 0047 0047
Spearman correlation . 0160  -0224  -0203  -0230 -0.210
N 3292 3140 3007 2671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 16.2% of adults in the bottom gross
household income quintile in the BHPS saved from their current income, compared to 59.4% of those in highest income quintile.
‘Average’ shows data pooled from waves 1 to 16. * indicates that the average scores by gross monthly household income over the
sample period are significantly different at the 5% level. Income deflated to January 2006 prices.

However the relationship between household income and the proportion of income saved is
very different. Here we find that individuals in the bottom household income quintile group
saved the largest proportion of their income (9.9% on average), and this relationship is
consistent (and indeed strengthened) over the period. In contrast, those in the highest income
quintile group saved the lowest proportion of their household income (4.7%). The Spearman
rank correlation coefficient indicates that this inverse relationship became stronger over the
period.

Table 25 focuses on the dynamics of the relationship between saving behaviour and income,
by focussing on the changes in saving behaviour experienced by individuals who experienced
increases and falls of greater than 10% in their real gross monthly household income. (Of
course we are not assuming that a 10% change in income will be comparable across the
income distribution, but it provides a convenient cut off for comparisons.) The table indicates
that substantial increases in household income were associated with increases in the incidence
of savings and the amount saved, while substantial falls in household income were associated
with falls in incidence and amount saved. Those who experienced a 10% drop in income
reduced their savings propensity by an above average four percentage points (from 39% to
35%), while those who experienced a 10% rise in income increased their savings propensity
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by three percentage points (from 37% to 40%). However this corresponds to a one percentage
point fall in the proportion of income saved, from 7% to 5.6%. A similar relationship is evident
with the amount saved — an increase in monthly household income was associated with an
above average increase in the amount saved per month (from £179 to £209), while a reduction
in monthly household income was associated with a substantial fall in the amount saved per
month (from £197 to £179). This corresponds to an increase in the proportion of income saved,
from 5.4% to 7.9%.

Table 25: Mean changes in saving behaviour by changes in income: BHPS 1991-2006

=1 t Change N
Sample average
Saves from current income 0.400 0.399 —0.001 96907
Conditional amount saved 183.21 191.30 | 8.09 27958
Conditional proportion saved 0.061 | 0.063 0.002 | 27958
Income increase > 10%
Saves from current income | 0.370 | 0401 | 0.031 33256
Conditional amount saved 178.60 | 208.70 | 3010 9047
Conditional proportion saved 0.070 | 0.056 ~0.014 | 9047
Income fell > 10%
Saves from currentincome | 0.390 0.347 -0.043 | 26004
Conditional amount saved | 197.08 | 178.84 18.24 6523
Conditional proportion saved | 0.054 0079 0024 6523
Notes: Table reads, for example, that individuals in households that experienced an increase in their gross monthly household
income between two consecutive years on average experienced an increase in their propensity to save from their current income
from 0.370 to 0.401. Amount saved and gross monthly household income deflated to January 2006 prices.

5.11 Summary

In this section we summarised how saving behaviour is related to a range of individual and
household characteristics available at all BHPS waves. We find that saving behaviour is
significantly associated with gender, age, marital status, structure and size of the household,
health, employment status of the individual and other household members, housing tenure
and income, and also with changes in marital status, the size and structure of the household,
health, employment status of the respondent and other household members, housing tenure
and income. In particular, we find that people with the highest incidence of saving tend to be
aged between 25 and 54, married or single never-married, with non-dependent children, in
good health, with higher education, have a mortgage, in full-time work and with relatively high
household income. In contrast, people with the lowest incidence of saving are on average older
(aged 65 or older), widowed or divorced, lone parents, have no qualifications living in local
authority housing, are unemployed or economically inactive, and with relatively low household
income. In terms of amount saved per month conditional on saving, we find that it is the middle
aged (between 35 and 54 years old), the single non-elderly with high level qualifications in full-
time or self-employment who own their home outright and have relatively high income levels
that tend to save the highest amounts. In contrast those aged below 25 and above 65 who are
widowed or lone parents, in poor health with no qualifications, local authority tenants who are
unemployed or economically inactive with low household income save the lowest amounts on
average. However, it is the young (aged below 25), couples with non-dependent children with
a mortgage, and the unemployed and economically inactive who save the lowest proportion

of their household income, while those aged 55 or above, the widowed, with high level
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qualifications who are self-employed or retired, own their home outright and with relatively low
incomes that save the highest proportion of their household income.

As well as associations between states, panel data allow us to investigate associations
between events. Doing this reveals that getting married or divorced, an additional child,
entering unemployment or retirement or having another household member leaving work,

and a reduction in household income reduces the incidence of savings and also the amount
saved conditional on saving. Entering work, or another household member entering work, and
an increase in household income raise the incidence of savings and also the amount saved
conditional on saving. Getting married and an increase in household income are associated
with reductions in the proportion of income saved, while the death of a spouse, a reduction in
household size, entering retirement and a fall in household income are associated with saving a
higher proportion of household income.

These bivariate relationships, while interesting, do not begin to address the question of what
determines saving behaviour. Subsequent sections of this report focus on investigating these
relationships in more detail and in a multivariate framework which allow more robust and
interpretable conclusions to be drawn. Before this, however, we examine the relationships
between saving behaviour and financial capability, and initially we describe the construction of
the financial capability measure.
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By financial capability, we mean the ability of individuals to take control of and manage their
finances. We use responses to a number of survey questions in the BHPS to construct a
measure of financial capability. The approach we adopt is similar to that reported in Taylor et
al (2009) and Taylor (2009), and a more detailed description both of the construction of the
measures and their properties can be found in these reports. Here we provide an abbreviated
discussion of the process, as the main focus of this report is to highlight the relationships
between financial capability and saving behaviour.

The underlying hypothesis to our approach is that there is some underlying factor (financial
capability) which is better captured by reviewing a range of indicators of a person’s current
financial situation than by any of the specific items of information.

6.1 Variables relevant to financial capability in the BHPS

We first briefly describe the variables in the BHPS that might be related to the concept of
financial capability. There is a range of variables within the BHPS that capture different
dimensions of financial capability, and for each the source of information is the respondent.
These variables, together with their availability in the BHPS, are described in Table 26. Some of
these measures relate specifically to individual adults (e.g. How well would you say you yourself
are managing financially these days? Would you say you are living comfortably, doing alright,
just about getting by, finding it quite difficult, or finding it very difficult?), while others refer to

the household context (e.g. Many people these days are finding it difficult to keep up with their
housing payments. In the last twelve months would you say you have had any difficulties paying
for your accommodation?). In the following, the unit of analysis is the individual adult, though
sometimes the personal measure refers to the household context — we have allocated the
household level variable to each individual adult living within that household.

Also, a number of variables of interest are not available at every BHPS wave. This raises
potential problems for constructing a consistent measure of financial capability that is available
each year. Therefore we focus on variables that are available at all BHPS waves (the first

eight variables, in Panel A of Table 26). Taylor et al (2009) and Taylor (2009) summarise these
variables in detail, and highlight relatively high correlations between measures of financial
capability constructed from variables available at all BHPS waves and those available
intermittently (the remaining ten variables in Panel B of Table 26).
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Table 26: Financial capability: Relevant BHPS variables

Waves available
PANEL A

in BHPS
Many people these days are finding it difficult to keep up with their housing payments. In the last twelve Al
months would you say you have had any difficulties paying for your accommodation?
Did you have to borrow in order to meet housing payments? All
Did you have to make cutbacks in order to meet housing payments? All
In the last twelve months have you ever found yourself more than two months behind with your rent/ Al
mortgage?
How well would you say you yourself are managing financially these days? Would you say you are living Al
comfortably, doing alright, just about getting by, finding it quite difficult, or finding it very difficult
Would you say that you yourself are better off, worse off or about the same financially than you were a year Al
ago?
Looking ahead, how do you think you yourself will be financially a year from now, will you be better than now, Al
worse than now, or about the same?
Access to consumer durables (colour TV, VCR, washing machine, dishwasher, microwave, home computer, Al
compact disc player)
PANEL B
Do you or anyone in your household have to make repayments on hire purchases or loans? Please do not
. ) ) 5 onwards
include mortgage loans but do include DSS social fund loans.
To what extent is the repayment of such debts and the interest a financial burden on your household? Would 5 onwards
you say it is ..Heavy burden, somewhat of a burden, not a problem?
Townsend/Breadline Britain-type indicators (keep home adequately warm; pay for annual holiday; replace
furniture; buy new clothes; eat meat on alternate days; feed visitors once a month; would like to keep home 6 onwards
warm; would like to pay for annual holiday; would like to replace furniture; would like to buy new clothes;
would like meat on alternate days; can't afford visitors once a month)
| would like to ask you now about any other financial commitments you may have apart from mortgages
and housing related loans. Do you currently owe any money on the things listed on this card: Hire purchase 5 10. 15
agreements, personal loans, credit cards, mail order purchase, DSS social fund loan, loans from an T
individual,
About how much in total do you owe? 5,10, 15
Do you currently have any money in any of the investments shown on this card? National Savings
Certificates, Premium bonds, Unit trusts, Personal Equity Plans, Shares, National Savings/Building Society/ 5,10, 15
Insurance bonds,
Thinking of all your investments, about how much do you have invested in total? 5,10, 15
Would you say your savings are mainly long term savings for the future or mainly short term savings for things 10 onwards
you need now and for unexpected events?
Do you save on a regular basis or just from time to time when you can? 10 onwards
Thinking first about your savings accounts, TESSA or ISA, about you much do you currently have in total in 10.15
these accounts? '

6.2 Constructing indices of financial capability

Our goal is to construct an index of financial capability. This involves experimenting with

a number of different ways of combining information collected in responses to the BHPS
survey questions on financial wellbeing. A simple way of constructing an index would be to
simply sum variables with a high degree of correlation to provide a straightforward measure
of financial capability (e.g. Taylor et al 2004). This is a commonly used procedure in the
deprivation and hardship literature, and often appears to work at least as well as much more
complicated methodologies (Skrondal and Rabe-Hesketh 2004). Another popular way of
constructing an index is to employ factor analysis (or principal component analysis) which
uses correlations between variables to determine the underlying factor (in this case financial
capability) represented by the variables (e.g. Taylor et al 2004; Capellari and Jenkins 2007). This
method allows us to construct a factor score for each individual that measures the particular
combination and weighting of variables used.’

" In the following we adopt the latter approach, although we have also constructed an alternative summary indicator of people’s financial situation that adds together the number of financial
problems they face. Results from analysis using this variable are consistent with those presented here. The exact size of the impact will depend on their original income. Remember that this
definition of amount saved per month does not include mortgage repayments, which could be viewed as a form of saving.
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Identifying the common characteristic

Our aim is to construct an index of financial capability that can be traced over time. The
individual variables can be interpreted as reflecting a common, underlying characteristic
(financial capability’) if there is a consistent tendency for an individual who scores highly on
one also to score highly on each of the other variables. We test the internal consistency of such
summary measures using Cronbach’s alpha which is calculated on the basis of the number of
contributing variables and the correlations between them. Alpha takes a value between 0 and
1, with one indicating perfect internal consistency. The literature suggests that a good summary
indicator should have a value of alpha of at least 0.7 (Nunnally and Bernstein 1994). Before
constructing an index, we examine the inter-item correlations, which we present in Table 27.
Because some of the variables have different scales (e.g. perceived current financial situation,
number of consumer durables), we have standardised all the variables to have mean zero and
variance one. We have also standardised the correlations with the consumer durables variable
so that the positive correlations here indicate that, for example, individuals in a difficult financial
situation have access to fewer consumer durables.

Table 27: Standardised inter-item correlations: BHPS 1991-2006

Variable fterm-rest |t2\r/:flgr?elg’§gn Alpha if tem
correlation if itern removed removed
Financial situation 0.3919 0.1873 0.6174
Situation worsened 0.2676 0.2087 0.6487
Expect situation to worsen 0.1093 0.2378 0.6860
Housing payment problems 0.6400 0.1484 0.5496
Required borrowing 0.3682 0.1913 0.6235
Required cutbacks 0.6038 0.1538 0.5599
Arrears 0.3563 0.1933 0.6265
Number of durables (-) 0.1240 0.2350 0.6826
Total 0.1945 0.6589

The item-rest correlation shows the correlation between each variable and the index that is
formed by all the other items, while the average inter-item correlation shows the inter-item
correlations excluding the relevant variable, and therefore indicates whether or not excluding
the relevant variable would increase the average inter-item correlation. The last column of
the table presents Cronbach’s alpha for the index formed by excluding the relevant variable,
and therefore indicates whether the internal consistency of the index would be improved by
excluding the relevant variable. The results presented in Table 27 indicate that expecting your
financial situation to worsen and the number of durables appear to be least well correlated
with the other variables. They have the lowest item-rest correlation (indicating they are least
well correlated with an index formed by all other items), and the average inter-item correlation
and alpha would both increase if they were removed. This may be explained by the fact that
individuals’ expectations about changes in their financial situation can be independent of
their current financial situation, while the number of durables may reflect income as much as
financial capability. We therefore exclude these two variables from the analysis.

This leaves us with the following variables from which to construct an index:
Perceived current financial situation;

Reporting that the financial situation has worsened since last year;
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Has housing payment problems?;

Problems required borrowing;

Problems required cutbacks; and

Been at least 2 months in housing arrears in last 12 months.

The internal consistency of such a summary measure yields a Cronbach’s alpha of 0.72 and an
average inter-item correlation of 0.3, which suggests it is a good summary indicator and that
the individual variables all contribute to the underlying financial capability component in the
same way. Wave-specific estimates show Cronbach’s alphas that vary between 0.69 and 0.75,
and average inter-item correlations that vary between 0.27 and 0.33, suggesting that the index
has internal consistency across time.

This factor measures people’s inability to manage their finances — their financial incapability —
because of the way the underlying variables are coded. Therefore we multiply it by —1 so that
higher values of the factor reflect higher financial capability and vice versa. The distribution of
the underlying factor score is summarised in Table 28. Table 28 indicates that the index has a
mean of zero (by construction) and a standard deviation of 0.648 and varies between —4.648
(indicating low financial capability) and 0.421 (indicating high financial capability).

Table 28: Index of financial capability: BHPS 1991-2006
Mean Std Dev Min Max
Financial capability 0.000 0.648 -4.648 0.421

Notes: Index constructed using factor analysis from: Current financial situation; Financial situation worsened since last year; Has
housing payment problems; Problems required borrowing; Problems required cutbacks; and Been at least 2 months in arrears in
last 12 months.

Adjusting for income

Of course, financial capability is strongly related to income and it can be argued that any
measure of financial capability should be adjusted for income. Financial capability should
capture how capable people are at managing their finances independent of their income
levels. Here we investigate the relationship between our index of financial incapability and
income, defined as gross monthly household income (in the month prior to interview), deflated
to January 2006 prices. Our index of financial capability yields a Spearman rank correlation
coefficient with income of 0.28, suggesting that financial capability improves as income
increases.

To create an income adjusted measure of financial incapability, we follow the procedure
adopted in Melhuish and Malin (2008) and regress the index of financial capability on real
monthly household income (in January 2006 prices) and use the residuals as our income-
adjusted index of financial capability. The results from this Ordinary Least Squares (OLS)
regression are shown in Table 29. The residuals from this regression can be interpreted as the
part of financial capability that is not explained by income. The relatively small (if statistically
significant) coefficients on the quadratic and cubic terms suggest that the non-linearities in the
relationship between income and financial capability are small.

3 We have experimented with a number of different combinations of the housing payment problems variables, including creating a single variable measuring the scale of the problems and
including the separate variables independently of the others. The current specification appears to provide the most consistent index.
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Table 29: OLS Regression of household income on index of financial capability: BHPS 1991-2006

Variable Coefficient t-statistic
Real monthly household income (£1000s) 0.0899 33.63
Real monthly household income? (£1000s) —0.0041 18.70
Real monthly household income? (£1000s) 0.0001 15.65
Constant -0.2018 26.76

R2 0.0301

N individuals 16595

N observations 124806

Notes: Estimates from ordinary least squares regression where dependent variable is index of financial capability. Standard errors
adjusted for clustering on individuals.

Figure 6: Relationships between financial capability and household income: BHPS 1991-2006
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This is highlighted in Figure 6 which plots the index of financial capability, the income-adjusted
index, and the estimated regression line. The closeness of the estimated line to the income-
unadjusted index indicates that the income-adjusted and income-unadjusted indices will only
differ at low household income levels (below £1000 per month). Given that over 80% of income
observations lie above this level, we expect the income-adjusted and the income-unadjusted
indices to provide similar results. This figure also confirms that the income-adjusted index is
unrelated to income.

It's important to note that, according to Figure 6, financial capability rises much faster at the
lower end of the income scale. For example, an additional £1000 per month in household
income increases financial capability by more for an individual with a household income of less
than £3000 per month than for one with an income of more than £6000 per month. Therefore
increasing incomes of those at the bottom of the income distribution will have relatively larger
effects on financial capability than increasing incomes of those at the top of the distribution.
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Table 30 describes the distribution of the income-adjusted index of financial capability. It shows
that the income-adjusted index has a mean of zero and a standard deviation of 0.638 and
varies between —4.958 (indicating low financial capability) and 1.460 (indicating high financial
capability). Our income-adjusted index of financial capability has a Spearman rank correlation
coefficient of 0.89 with the unadjusted index.

Table 30: Income-adjusted index of financial capability: BHPS 1991-2006
Mean Std Dev Min Max
Income-adjusted financial capability 0.000 0.638 -4.958 1.460

Notes: Index constructed using factor analysis from: Current financial situation; Financial situation worsened since last year;
Whether saves; Has housing payment problems; Problems required borrowing; Problems required cutbacks; and Been at least 2
months in arrears in last 12 months.

Further analyses of such a measure of financial capability are described in Taylor et al (2009)
and Taylor (2009), and show an increase in average financial capability from the early 1990s
until 2004, after which there is some evidence of an increase (see also Figure 7). Analysis also
shows that financial capability is not a relatively stable characteristic but instead fluctuates
considerably at the individual level, presumably in response to other (possibly expected and
unexpected) events that individuals experience (see Taylor et al 2009 and Taylor 2009 for
further details).

Figure 7: Plot of Index of financial capability: BHPS 1991-2006
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6.3 Who is financially capable?

Before describing the relationships between financial capability and saving behavior, we

first briefly describe the characteristics of people classified as financially capable and those
classified as financially incapable. To do this, we look at the characteristics of people in
different quintile groups of the financial capability distribution, focusing on basic demographic
characteristics (gender, age, household type), labour market status, and housing tenure. In the
following we focus on income-adjusted financial capability, as we wish to abstract from any
relationship between people’s characteristics and their incomes.

Age and gender

In Table 31 we summarise people’s gender, age and household income by their financial
capability quintile group. This indicates that a larger proportion of people in the lowest capability
quintile group than in the highest quintile group are men. Almost one-half (48%) of those in the
lowest financial capability quintile group were men, in contrast to 43% of those in the highest
quintile group. Those with the highest financial capability also tend to be older than those with
less financial capability. For example, the average age of those in the highest financial capability
quintile group was 57 compared with 42 among those in the lowest financial capability quintile
group. Hence the most financially capable are more likely than those with the least financial
capability to be women, and to be older.

Table 31: Financial capability and age and gender: BHPS 1991-2006

Financial capability Proportion male Mean age
Least financially capable 0.484 41.5
Second quintile group 0.487 44.6
Third quintile group 0.477 44.8
Fourth quintile 0.465 44.3
Most financially capable 0.429 571
Notes: Weighted using cross-sectional weights. Table reads, for example, that the average age of people in the lowest financial
capability quintile group was 41.5 years, compared with 57.1 years among those in the highest financial capability quintile group.

Household type

In Table 32 we summarise people’s household type by their financial capability, distinguishing
between single people (elderly and non-elderly), couples with and without dependent and
non-dependent children, single parents and other household types. A number of important
patterns emerge from this table. Firstly we see that only 3.5% of people with the lowest financial
capability are single elderly, compared with 22% of those in the highest financial capability
quintile group. Also, 40% of those in the highest capability quintile group are in couples with no
children, compared with 21% of those in the lowest quintile group. In contrast, households with
children are more concentrated in the lower financial capability quintile groups. For example,
35% of people in the lowest quintile group are in couples with dependent children, 17% are

in couples with non-dependent children and 12% are in single parent households. Therefore
almost two thirds of people in the lowest capability quintile group contain children. About

14% of people in the highest financial capability quintile group are in couples with dependent
children, 6% in couples with non-dependent children, and 7% in single parent households.
Therefore fewer than 30% of people with the most financial capability are in households with
children. This pattern is likely to reflect the fact that, for any given household income, children
represent an additional financial burden.
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Table 32: Financial capability and household type: BHPS 1991-2006

Couple Two+ Other

. . - . Single Couple Couple - : Single ! :
Financial capability ; Single elderly | nokids | dep.kids | " dgp. : parent | unrelated :  household
; : : : : kids : adults | type

Leastfinancially capable | 0072 0085 0212 0348 0166 0123 0024  0.019

Second quintile group  0.053 0068 0269 0298 0192 0083 0019 0018
Third quintile group 0044 0043 08307 0817 0170 0085 0012 0013
Fourth quintile 0079 0064 0313 0800 0134 0085 0011 0013

Most financially capable = 0.085 | 0.221 = 0404 0143 0062 @ 0065 | 0008  0.013

Notes: Row percentages. Weighted using cross-sectional weights. Table reads, for example, that on average 7% of those with
the lowest financial capability were in single non-elderly households, compared with 8.5% of those in highest financial capability
quintile group.

Labour market status

We next describe the relationship between financial capability and labour market status, with
the status of those in each financial capability quintile group summarised in Table 33. Again, a
number of interesting patterns emerge. A larger proportion of these with low financial capability
than high financial capability are unemployed or economically inactive. For example, over 8%

of those in the lowest financial capability quintile group are unemployed, compared to 1.4%

of those in the highest financial capability quintile group. 22% of people in the lowest quintile
group are economically inactive, compared with 15% of those in the highest quintile group.
Given that financial capability is income-adjusted, this suggests that either the unemployed

or economically inactive suffer in terms of their financial capability, or possibly that those with
low capability are also more likely to enter unemployment or economic inactivity. In contrast, a
large proportion — 45% — of those with high financial capability are retired. This may be because
the retired have more time, and more experience, allowing them to make appropriate financial
decisions, or it may reflect the fact that people with high financial capability make good financial
decisions throughout their life and are therefore more able to retire at a younger age.

In general employment rates, and in particular the proportion that are in full-time employment,
increases with financial capability. For example, 56% of people in the lowest financial capability
quintile group are in employment (and 38% are in full-time work). This compares with 65% of
those who are in the fourth financial capability quintile group (of whom 46% are in full-time
employment). However, only 37% of those in the highest financial capability quintile are in
employment (23% in full-time work), while 45% of this group are retired. Therefore generally
employment is associated with higher financial capability (and this is independent of the income
it provides), although those with the most financial capability tend to be retired.

Table 33: Financial capability and labour market status: BHPS 1991-2006

Financial capability Employed 1l E;T;t‘?nig emmfyﬂg Unemployed Feonomicaly Reired
Least financially capable 0378 0110 0073 0082 0221 0122
Second quintile group 0411 0098 0069 0040 0179 0189
Third quintile group 0447 . OM7 0065 0023 0165 0170
Fourth quintile 0456 0122 0070 0018 0157 0162
Most financially capable {02271 0080 0.063 0.014 | 0152 | 0453
Notes: Row percentages. Weighted using cross-sectional weights. Table reads, for example, that on average 38% of those with the
lowest financial capability were in full-time employment, compared with 23% of those in highest financial capability quintile group.
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Housing tenure

Finally we examine the relationship between financial capability and housing tenure — shown in
Table 34. This suggests that generally home-owners (and those that own their home outright
in particular) have higher levels of financial capability than tenants. For example about 66%

of those in the lowest financial capability quintile group are home owners (and 14% own their
home outright), compared with 73% of those in the highest financial capability quintile group (of
whom 44% own their home outright). This relationship may reflect the fact that the financially
capable are more able to organise their finances, to save sufficient money to afford a deposit
on a home, and therefore be able to obtain a mortgage. One in four of those with low financial
capability are social tenants, while 10% are private tenants, and these proportions are smaller
among those with higher levels of financial capability.

From these descriptive statistics we conclude that the most financially capable tend to be older,
in households without children, retired, and own their home outright. In contrast, those with
least financial capability tend to be younger, in households with children, are more likely to be
unemployed or economically inactive and live in social housing. We next turn to examining the
relationships between financial capability and saving behavior.

Table 34: Financial capability and housing tenure: BHPS 1991-2006

Financial capability Own outright r?évrr’:gvggg Social tenant Private tenant
Least financially capable 0136 | 0523 0.243 0.098
Second quintile group | 0.260 | 0515 | 0151 | 0.074
Third quintile group 0.225 | 0528 0181 0.066
Fourth quintile 0.251 0523 0157 0.069
Most financially capable 0.444 0.283 | 0199 | 0.074
Notes: Row percentages. Weighted using cross-sectional weights. Table reads, for example, that on average 14% of those with

the lowest financial capability owned their home outright, compared with 44% of those in highest financial capability quintile group.

6.4 Saving behaviour and financial capability

We now turn to a descriptive analysis of the relationship between saving behaviour and financial
capability, the first analytical step towards developing and understanding the links between
financial capability and the incidence and levels of savings. Analysis exploring the effects of
confounding and mediating factors such as education, age, and employment status will be
investigated in subsequent sections.

As a first step in establishing the relationships between saving behaviour and financial
capability, Table 35 presents Spearman rank correlation coefficients. This shows positive
correlations between the measures of financial capability and the act of saving, the amount
saved per month and the proportion of household income saved. Therefore people with
relatively high levels of financial capability tend to have relatively high savings activity (both in
terms of the incidence and the amount or proportion saved).
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Table 35: Correlations between saving behaviour and financial capability: BHPS 1991-2006

; Saveg from ; Amount saved Proportion saved

.~ currentincome 5

‘ ‘ o - Conditional A . Conditional

‘ . onsaving - onsaving

Income-unadjusted 0266 0298 0268 | 0285 0187
capability 5 | | |
Income-adjusted capabiity | 0161 0167 0063 = 0198 0271
Notes: Spearman rank correlation coefficients.

Generally the strongest correlations are between savings activity and the income-unadjusted
index, which reflects the influence of income in both of these activities. The exception is

when looking at the proportion of income saved. Here we see that the correlation is higher
with income-adjusted capability than with the income-unadjusted measure. Therefore once
adjusting for income we find a stronger relationship between the proportion of household
income saved and financial capability — conditional on saving the more financially capable save
a larger proportion of their income.

As we wish to abstract from people’s household income in analysing the relationships between
saving and financial capability, we use the income-adjusted measure for the remainder of this
report. Tables which use income-unadijusted financial capability are included in the Annex for
reference.

Table 36 looks at the relationship between the incidence of saving and income-adjusted
financial capability in more detail. It gives the means of financial capability by whether or not
an individual is saving from current income. This shows that those that currently save had
significantly higher levels of financial capability than those who do not save. Savers had an
average income-adjusted financial capability of 0.138 (which is above the sample average of
zero), while those not saving had an average of —0.065 (which is below the sample average).
Therefore this table illustrates a clear relationship between financial capability and the act of
saving — savers are on average more financially capable.

Table 36: Summary of financial capability by whether saves

Whether saves from current income Average financial capability
Yes 0.138
No —-0.065

Notes: See text for how financial capability defined. Differences by whether saves statistically significant at the 5% level.

In Table 37 we summarise the relationships between saving behaviour financial capability in

more detail. Not surprisingly given the previous evidence, we find most savings activity among
the most financially capable. For example, on average over the period 44% of those in highest
financial capability quintile group saved from their current income compared to 49% of those in
the second quintile group and only 24% of those who are least financially capable. This pattern

is evident in each year. However, the table also indicates that the proportion of people saving fell
over time for those with high financial capability, while it remained relatively constant for those with
less financial capability. The proportion of those in the highest financial capability quintile group
who saved fell from 49% in 1991 to 40% in 2006. In contrast, the incidence of savings for those in
the bottom two financial capability quintile groups remained stable at about 36% and 23%.
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People in the middle 60% of the financial capability distribution saved the largest amounts,
exceeding £180 per month on average over the period. In contrast, those with the most
financial capability saved on average £158 per month. This apparent anomaly may be caused
by the income adjustment, which removes the association between financial capability and
income. Therefore those with less financial capability may actually have relatively high incomes
and therefore actually be able to save relatively large amounts. Despite this, those with the least
income-adjusted financial capability saved the lowest amounts per month (an average of £122).

Table 37 indicates that the most financially capable saved the largest proportion of their
household income, and this increased over the period. For example, in 1991 people in this
quintile group saved 8.5% of their household income, while in 2006 this increased to 10.3%.
The proportion of income saved is lower for those with less financial capability, such that those
in the lowest financial capability quintile group saved 3.9% of their household income. Therefore
those with most financial capability are more likely to save than those with less financial
capability and to save a larger proportion of their household income, although this translates to
a lower amount per month than those with less financial capability.

Table 37: Saving behaviour by the income-adjusted index of financial capability: BHPS 1991-2006

Year Average

1991 1996 2001 2006
Saves from current income
Most financially capable 0.489 0.444 0.429 0396 @ 0.436*
Second quintile 0509 | 0.488 0.486 | 0467 | 0.487
Middle quintile 0454 0420 | 0.399 | 0416 0422
Fourth quintile 0.348 | 0.356 0375 0370 0.368
Least financially capable 0.214 | 0.224 | 0.236 0230 0235
N 8506 8010 7531 6958 122102
Amount saved conditional on saving
Most financially capable 152.80 157.90 148.89 16741 | 15814*
Second quintile 16958 = 18557 | 20313 | 18157  183.84
Middle quintile 7821 17146 20669 24121 190.80
Fourth quintile 14106 16062 | 18429 20930  180.06
Least financially capable 90.01 11250 14147 14022 12181
Proportion saved conditional on séving | | | |
Most financially capable 0.085 0.089 | 0.086 0103 | 0.091*
Second quintile 0.056 0.062 0.060 | 0058  0.061
Middle quintile 0048 0048 0052 0053 0050
Fourth quintile 0044 0.047 0.046 0049 0048
Least financially capable 0.036 0.037 | 0.040 0039 0039
N 3292 3140 3007 2671 48249
Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 48.9% of adults in the most financially
capable quintile group saved from their current income, compared to 21.4% of those in least the financially capable quintile group.
‘Average’ shows data pooled from waves 1 to 16. * indicates that the average scores by the income-adjusted index of financial
capability over the sample period are significantly different at the 5% level. Income deflated to January 2006 prices.

Table 38 looks at the relationship between changes in financial capability and changes in saving
behaviour. This indicates that changes in the propensity to save are strongly related to changes
in financial capability. In particular, people whose financial capability increased between two
consecutive waves were more likely than average to increase their propensity to save. Before
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the increase in financial capability 37% were saving, while after the increase 40% were saving.
Conversely, those whose financial capability fell also experienced a fall in their propensity to
save, by 3.5 percentage points (from 43% to 39%).

A similar picture emerges when looking at the amount saved per month. Those whose financial
capability increased between two consecutive waves also increased the amount they saved per
month by more than the sample average, from £176 to £189. Those whose financial capability
fell also increased the amount they saved per month, but only by £3. Furthermore, those

whose financial capability increased subsequently saved a larger proportion of their income —
from 5.7% 10 6.8%. In contrast, those whose financial capability fell reduced the proportion of
income they saved per month, from 6.5% to 6%.

Table 38: Mean changes in saving behaviour by changes in financial capability: BHPS 1991-2006

=1 t Change N
Sample average
Saves from current income 0.400 | 0.398 -0.002 | 96907
Conditional amount saved 18321 19130 | 8.09 | 27958
Conditional proportion saved 0.061 0.063 | 0.002 | 27958
Financial capability increased
Saves from current income 0.371 0.403 | 0.032 47048
Conditional amount saved . 17564 189.33 13.69 | 13033
Conditional proportion saved 0.057 0.068 | 0010 13033
Financial capability fell
Saves from current income 0.428 0.393 -0.035 49272
Conditional amount saved 19087 19374 | 287 14758
Conditional proportion saved 0.065 0.060 —0.005 14758
Notes: Table reads, for example, that individuals in households that experienced an increase in their financial capability between
two consecutive years on average experienced an increase in their propensity to save from their current income from 0.372 to
0.402. Amount saved and gross monthly household income deflated to January 2006 prices.

6.5 Summary

In this section we have documented the degrees of association between various indicators
of financial capability available at all BHPS waves. Analysis of average inter-item and item-
rest correlations indicate that a reliable and consistent index of financial capability can be
constructed from an individual’'s perceived current financial situation, reporting that their
financial situation worsened in the last year, whether they have housing payment problems,
whether these problems have required cutbacks or borrowing, and whether they have been
at least two months in housing arrears in the last twelve months. We construct a version of
this measure of financial capability that is adjusted for income which we then take forward
into subsequent analysis. This reveals that the most financially capable tend to be older, in
households without children, retired, and own their home outright. In contrast, those with
least financial capability tend to be younger, in households with children, are more likely to be
unemployed or economically inactive and live in social housing. Analysis also reveals positive
correlations between financial capability and saving behaviour. Higher financial capability

is associated with a higher savings incidence and saving a larger amount per month and
proportion of income per month. Furthermore increases in financial capability are associated
with a higher probability of saving and with increases in the amount and proportion of income
saved.
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Thus far our analysis has focused on people’s saving behaviour either at one point in time or
changes between two consecutive dates of interview. Such analysis, although informative, is
not able to identify the number of consecutive years in which people save, or the numbers of
consecutive years before people start to save. Survival analysis allows us to do this by studying
the time taken until an event occurs — in our case the event is either stopping to save or starting
to save. In this section we describe the methodology behind this approach and examine
transitions into and out of saving by a range of individual and household characteristics.

7.1 Estimating the time to an event

To study transitions into and out of saving, we use what is known in the literature as ‘survivor
functions’. These essentially give the proportion of individuals that save who are observed to
save for a given amount of time (a more complete description of the following is available in
Jenkins 2004). The proportion of individuals who currently save and who remain saving to the
first observed survival time t, (e.g. were saving in wave one of the BHPS and who were still
saving at wave two), denoted §(tl), is simply one minus the proportion who stopped saving by
that time. This can be estimated by the number of exits (d,) divided by the number who were
at risk of exiting (d, + m,): d /(d, + m,) = d,/n, . Similarly, the proportion surviving to the second
observed survival time t, is §(t1) multiplied by one minus the proportion who stopped saving
between t, and t,. Generalising this, at any survival time t;,

5¢)- 1 [1-%

j‘tj<t n;

Therefore the estimated survival rate is given by the product of one minus the number of exits
divided by the number of persons at risk of exit. We use this to estimate survival rates both
out of saving and into saving (which looks that the survival time when not saving). We describe
these by a range of individual and household characteristics in the remainder of the section.

7.2 Survival rates into and out of saving

In this section we describe the survival rates in saving — i.e. the number of consecutive BHPS
waves at which people save before stopping — and the survival rates in not saving (the number
of consecutive BHPS waves at which people do not save before starting to save). For ease of
exposition, we call the latter persistence in hon-saving. It is important to note here that we have
no information on people’s saving behaviour prior to the first wave of the BHPS in wave one (in
survival analysis jargon our data are left-censored — we do not know the exact start date of the
spell in which individuals are first observed in 1991). Therefore it is possible that some people
will have been saving for many consecutive years prior to when we first observe them in 1991,
while for others 1991 will have been the first year in which they have saved. Furthermore, as
some people will have started and stopped saving more than once between 1991 and 2006,
the unit of analysis in the following is not the individual but the spell of saving/not saving. It is
likely that some individuals will contribute multiple spells to the following analysis depending

on the number of spells they have experienced. Finally, some people may be saving at two
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consecutive BHPS waves but had stopped saving in the intervening period. Such between-
wave interruptions in saving will not be picked up in these analyses.

Figure 8 plots the survival rate in saving in the BHPS. In this and subsequent figures, the x-axis
shows the number of consecutive BHPS waves at which people are observed to save/not
save (which will by definition take a value between two and sixteen), while the y-axis shows the
proportion surviving in that state until that time. Therefore Figure 8 shows that of those who
are saving at any particular BHPS wave, about 86% were still saving in the subsequent wave,
while 80% were saving in the third wave. Hence about 14% of savers stopped saving after one
year, while 20% stopped after two years and 25% stopped after three years. The slope of the
curve becomes flatter after the first four years, indicating that the exit rate from saving fell with
time spent saving — a smaller proportion of people stopped saving as the time spent saving got
longer. After about five years saving, some 2% stopped saving each year. This is illustrated by
the fact that more than 50% of people who save were still saving fifteen years later.

Figure 8: Saving survivor rates: BHPS 1991-2006

Proportion Surviving
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Source: BHPS 1991-2006
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Figure 9: Persistence in non-saving: BHPS 1991-2006
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Figure 9 instead plots the persistence in non-saving — i.e. the time people who are not saving
take to start saving. The first thing worth noting is that, comparing this to Figure 8, persistence
in non-saving are higher than those in saving. Therefore on average people are more likely to
stop saving than they are to start saving. Figure 9 shows that only 7% of those observed to

be not saving started saving by the subsequent wave (93% survive), while 13% have started
saving by the third wave (87% survive). Again, the graph slowly gets flatter over time, indicating
that the survival rate increased as more consecutive waves were spent not saving (and so the
probability of starting to save fell). For example, 75% of those not saving were still not saving
eight years later while only 30% had started to save after twelve years. These figures suggest
that people are most likely to stop or start saving relatively quickly, although there is a small
but continuous flow of people who stop saving no matter for how long they have saved, and of
people who start saving no matter for how long they have not been saving.

In Figure 10 we plot saving survival rates by the amount of money people were saving per
month. We might expect those that were saving larger amounts to be less likely than those
saving smaller amounts to stop saving, and Figure 10 suggests that this is the case. This shows
clearly that those in the bottom quintile group of amount saved per month had the lowest
survival rates, while those in the highest quintile group had the highest survival rates. (Note that
the amounts saved are evaluated in the wave when individuals were first observed to be saving,
and this figure will not pick up any changes in relative amounts saved over time.) For example,
80% of those in the bottom savings quintile group were still saving one year later, compared

to 90% of those in the top savings quintile group. This differential in survival rates persists, and
indeed gets larger, with time spent saving such that after six years fewer than 60% of those in
the bottom quintile group were still saving compared to almost 80% of those in the top quintile
group. Nevertheless, the figure shows that the median survival time in saving for those in the
bottom savings quintile group is eleven years — 50% of those in the bottom quintile group have
stopped saving after this time.
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Figure 10: Saving survivor rates by amount saved: BHPS 1991-2006
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Figure 11 instead plots survival rates in saving by the proportion of household income saved

— again evaluated when people were first observed to be saving. As with the amount saved,
those who saved the smallest proportion of their household income were more likely to stop
saving (they had a lower survival rate in saving) than those who save relatively large proportions
of their income. For example, about 18% of those in the bottom quintile group of proportion of
income saved stopped saving by the subsequent year, compared to 11% of those in the highest
quintile group. This difference persists over time, such that after ten years about 55% of those
in the bottom quintile group were still saving compared with 65% of those in the highest quintile
group. However the differences in survival rates between those in the lowest proportion saved
quintile group and those in the middle quintile group were much larger than between the middle
quintile group and the highest quintile group.

These figures illustrate that the likelihood of stopping to save is strongly associated with both
the amount of money saved per month and the proportion of household income saved per
month — people who save relatively large amounts and relatively large proportions of their
income are least likely to stop saving. We next describe how these survival rates, and those into
saving, vary by a range of individual and household characteristics.
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Figure 11: Saving survivor rates by proportion saved: BHPS 1991-2006
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7.3 Relationships between survival rates and other
characteristics

In the following we describe how the survival rates in saving (the number of consecutive
BHPS waves at which people are observed to be saving) and the survival rates into saving
(the number of consecutive BHPS waves at which people are observed not saving) vary with
a range of individual and household characteristics. These are all evaluated when people are
first observed in a particular state (saving or not saving), and therefore these analyses do not
take into account any subsequent changes in characteristics over the spell (e.g. changes in
employment status, household composition etc.).

Gender

Figure 12 plots the saving survival rates separately for men and women. This suggests that,
although the survival rates were higher for men than women, the differences are small. About
86% of men and women who started saving were still saving at the subsequent BHPS wave,
while about 80% were still saving at the third wave. Small differences by gender emerge after
three years of saving, and the gender-specific survival rates slowly diverge. For example, about
59% of women were still saving after ten years compared to 62% of men.

Figure 13 instead looks at persistence in non-saving — the number of consecutive BHPS waves
at which people are not saving. This too reveals very small gender differences, of at most two
percentage points. The figures suggest that men were marginally more likely to start saving
than women, but the differences are small.
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Figure 12: Saving survivor rates by gender: BHPS 1991-2006
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Figure 13: Persistence in non-saving by gender: BHPS 1991-2006
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Age

Figures 14 and 15 plot the survival rates by age, evaluated when first observed in a particular
state. Figure 14, showing the saving survival rates, shows an interesting pattern. The lowest
survival rates in saving were for people who were aged less than 25 and people aged 55 and
older when they started to save. In contrast, those of prime working age when first observed
saving (aged between 25 and 54) have relatively high survival rates in saving. Almost 20% of
those aged 65 and older when first observed saving stopped saving again within one year,
compared to about 10% of those aged 45 to 54. The differences by age get larger with the
time spent saving such that after five years 63% of those aged 65 and above and about 65% of
those aged between 55 and 64 and those below the age of 25 are still saving. This compares
to between 75% and 80% of those aged between 25 and 54. Therefore people of prime
working age when starting to save had the lowest transition rates out of saving, while people
that were either young or old when starting to save were most likely to stop saving.

Figure 15 plots persistence rates in non-saving by age and again illustrates a clear relationship.
In particular, a clear monotonic relationship emerges, with persistence in non-saving increasing
with the age at which people were first observed to be not saving. For example after five
years, 22% of those aged less than 25 years started to save (78% were still not saving). This
compares to about 14% of those aged 55 and above (of whom 86% were still not saving after
five years). These age differences become more pronounced over time, to such an extent that
after ten years almost 40% of those aged less than 25 when first observed not saving started
to save (63% were still not saving), compared with 20% of those aged 55 and above (of whom
80% were still not saving). Therefore people aged 55 and above had the lowest saving survivor
rates and were also least likely to start saving, while those aged below 25 also had low saving
survival rates but were most likely to start saving.

Figure 14: Saving survivor rates by age: BHPS 1991-2006
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Figure 15: Persistence in non-saving by age: BHPS 1991-2006
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Marital status

Figures 16 and 17 plot the survival rates by marital status, distinguishing between people who
were married (or cohabiting), widowed, divorced or separated, and single never married. Figure
16 indicates that saving survival rates were similar for people that were married and cohabiting
and the single never married. About 87% of these groups still saved after two BHPS waves,
80% after three and 75% after four. More than 60% were still saving after ten years. Survival
rates in saving were considerably lower for the previously married (those that were divorced,
separated or widowed when starting to save). For example 75% of this group remained savers
after three BHPS waves and 70% were still saving after four. After ten years, 55% remained
saving.

Figure 17 plots the persistence rates in non-saving by marital status. This indicates that the
widowed, divorced or separated were least likely to start saving — they showed the highest
persistence in non-saving. In contrast (and consistent with the patterns for age shown in Figure
15) the single never married had the lowest persistence rates and were most likely to start
saving. The married and cohabiting had persistence rates that lie between these two groups.
After five years, 86% of the widowed, divorced or separated were still not saving indicating

that 14% had started to save. This compares with 82% of the married and 78% of the single
never married (of whom 22% had started to save). After ten years, only 22% of the widowed,
divorced or separated had started to save (78% remained non-savers), compared to 27% of the
married or cohabiting, and 34% of the single never married. Therefore the widowed, divorced
or separated had the lowest survival rates in saving and were also the least likely to start saving
compared to the married and single never married.
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Figure 16: Saving survivor rates by marital status: BHPS 1991-2006
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Figure 17: Persistence in non-saving by marital status: BHPS 1991-2006
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Household composition
Figures 18, 19, 20 and 21 focus on survival rates by different dimensions of household
composition. The first two look at how survival rates differ by the number of children.

Figure 18: Saving survivor rates by number of children: BHPS 1991-2006
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Figure 19: Persistence in non-saving by number of children: BHPS 1991-2006
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Figure 18 indicates that generally there is little difference in the saving survival rates by the
number of children. This is certainly true for those with two or fewer children — the survival rates
in saving were very similar for those with none, one or two children. The figure indicates that
about 75% of these groups were still saving after four years, while 65% were still saving after
ten years. However people with three or more children had lower survival rates in saving — after
four years about 30% stopped saving, and over 40% stopped saving by ten years. Therefore
those with three or more children had higher transition rates than those with fewer children

out of saving. Figure 19 reveals a similar pattern when looking at persistence in non-saving. In
particular, those with three or more children had higher non-saving persistence rates than those
with two or fewer children — they were least likely to start to save. The differences are such that,
after ten years, 20% of those with three or more children had started to save, compared to 27%
of those with two or fewer children.

Figure 20 plots the saving survival rates by household size, and shows a small but noticeable
relationship. In particular it suggests that those in larger households (with five or more people)
had the lowest survival rates in saving, while those in smaller households had higher survival
rates. However these differences are not substantial — for example after five years 35% of those
in households containing six or more people had stopped saving (65% survive) compared to
27% of those in households with fewer than five people. This differential remained relatively
constant over time such that after ten years 42% of those in households with five or more
people had stopped saving compared with 37% of those in households with fewer than five
people. Figure 21 reveals little systematic relationship between household size and persistence
in non-saving. There is some evidence that those in the largest households had the highest
persistence rates, but this disappears after seven years. In general the persistence rates follow
a similar pattern for each household size and there was little difference between household size
categories.

Figure 20: Saving survivor rates by household size: BHPS 1991-2006
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Figure 21: Persistence in non-saving by household size: BHPS 1991-2006
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Education

Figures 22 and 23 plot survival rates by highest educational level, differentiating between
those with a first degree, those with other post-compulsory qualifications, with GCSEs or the
equivalent or below, and those with no qualifications.

Figure 22: Saving survivor rates by education: BHPS 1991-2006
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Figure 22 shows a clear relationship between continuing to save and the highest educational
qualification achieved. People with a degree were most likely to continue to save while those
with no qualifications were the least likely, and the differences in the survival rates are large.
For example, over 90% of people with a degree were still saving in the subsequent year
compared to 82% of those with no qualifications. After five years, fewer than 20% of those
with a degree stopped saving, compared with more than 35% of those with no qualifications.
After ten years, 37% of those with a degree stopped saving, compared with 50% of those with
no qualifications. The survival rates for those with GCSEs and post-compulsory educational
qualifications lie between these two extremes.

Figure 23 plots persistence rates in non-saving by highest educational qualification and

reveals similarly large differences between those with higher qualifications and those with no
qualifications. Those with no qualifications were least likely to start saving, while those with a
degree or other post-compulsory qualification were most likely. For example, 10% of those with
no qualifications started saving after four years, compared to 20% of those with a degree. This
differential expands over time, such that after ten years only 15% of those with no qualifications
started to save compared to 35% of those with a degree or other post-compulsory
qualification. Therefore a strong relationship between transitions into and out of saving and
qualification level emerges. Those with higher level qualifications were considerably more likely
than those with no qualifications to start saving, and were much less likely to stop saving.

Figure 23: Persistence in non-saving by education: BHPS 1991-2006

-
k
g L
5 @ —
3 N ~.
f N A
c N - -
] NN . —a_
~ -~
c o - ‘ il
— ) o ~ R ~A
0] ~
[&] o Tt \
5 s ) Y
g S
B N Srge . T
o} == B
o “$=—e )
TS0 =cg o W
© TNl
T T T T T T T T
2 4 6 8 10 12 14 16
Consecutive dates of interview without saving
_____ Other post-compulsory
® Degree education
.......... GCSEs or below — &— - No qualifications

Source: BHPS 1991-2006

Housing tenure

Figures 24 and 25 plot the survival rates by housing tenure. Figure 24 first looks at survival rates
in saving, and reveals that these were highest for those with a mortgage and lowest for those
renting from the local authority while private tenants and outright home owners exhibit similar
survival rates.
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Figure 24: Saving survivor rates by housing tenure: BHPS 1991-2006
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Exit rates from saving were particularly high for local authority tenants, 20% of whom stopped
saving before the second year and 30% before the third year. The exit rates remain high such
that 40% stopped saving by the fifth year and 50% by the eighth year. In contrast, survival in
savings was considerably higher among home owners with a mortgage — almost 90% were still
saving in the second year as were 83% in the third year. After ten years, 65% of home owners
with a mortgage remained saving. Survival rates of private tenants and outright home owners
lay between these.

Figure 25 focuses on persistence in non-saving by housing tenure, and suggests almost a
reversal of that for saving survival rates. In particular, local authority tenants had the highest
persistence rates in non-saving — they were least likely to start saving — while home owners had
the lowest persistence rates and were most likely to start saving. About 5% of local authority
tenants who were not saving have started to save by the second year, while 10% started by
the fourth year. However persistence rates remain high such that even after ten years, less
than 20% started to save. In contrast, of mortgage holders who were not saving, 10% started
to save by the next BHPS wave, while 20% started to save by the fourth wave. Over 30% of
mortgage holders started to save within ten years. Interestingly persistence in non-saving for
outright homeowners were closer to those of local authority tenants (i.e. relatively high) while
those of private tenants were similar to those for mortgage holders (i.e. relatively low). Hence
survival rates in saving were highest for those with a mortgage and lowest for those renting
from the local authority, while persistence rates in non-saving were highest for local authority
tenants and lowest for those with a mortgage.
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Figure 25: Persistence in non-saving by housing tenure: BHPS 1991-2006
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Labour market variables

Figures 26 and 27 look at survival rates by employment status when first observed to be either
saving or not saving respectively. Focussing initially on Figure 26 which plots saving survival
rates, this shows that full-time employees were most likely to survive in saving and so were
least likely to stop saving. Survival rates in saving were noticeably lower, but similar, for those
that were unemployed, retired or otherwise economically inactive. About 10% of savers in full-
time employment stopped saving by the subsequent BHPS wave, compared with 15%-20% of
those that were not in work. These differentials get bigger with the length of the savings spell,
such that after five years, about 40% of those out of work had stopped saving compared with
22% of those that were in full-time employment. Survival rates in saving for those that were in
part-time or self-employment followed similar paths, which lie about halfway between those for
full-time employees and those for the non-employed.

Figure 27 plots persistence rates in non-saving by a person’s employment status when first
observed to be not saving. Again, there is a clear divergence between those that were in full-
time employment and those that were unemployed, retired or otherwise economically inactive.
People that were full-time employees had the lowest persistence rates in non-saving (and
were therefore most likely to start saving), while those that were not in any form of employment
had the highest persistence rates in non-saving (and were least likely to start saving). Part-
time employees and people that were self-employed had very similar persistence rates. The
figure indicates that about 10% of those that were full-time employees started to save by the
subsequent year, while 25% started saving by the fifth year and more than 65% started saving
by the tenth year. In contrast, fewer than 20% of those that were not in work started to save

by the tenth year. Therefore those in full-time employment were both most likely to start saving
and least likely to stop saving, while those not working were most likely to stop saving and least
likely to start saving.
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Figure 26: Saving survivor rates by employment status: BHPS 1991-2006
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Figure 27: Persistence in non-saving by employment status: BHPS 1991-2006
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Figures 28 and 29 focus on the employment status of a person’s spouse for those that were

married or cohabiting. These show that people with an employed spouse had higher survival
rates in saving, and lower persistence rates in non-saving. Therefore those with an employed
spouse were less likely than those with a non-working spouse to stop saving, and were more
likely to start saving.

Figure 28: Saving survivor rates by spouse’s employment status: BHPS 1991-2006
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Figure 29: Persistence rates in non-saving by spouse’s employment status: BHPS 1991-2006
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Income

Figures 30 and 31 plot survival rates in saving and persistence rates in non-saving by income
quintiles, where income is defined as gross monthly household income, deflated to January
2006 prices. Figure 30 shows a very clear relationship between survival rates in saving and
household income. People in households with relatively high incomes (in the highest income
quintile group when first observed as saving) had the highest survival rates in saving and were
therefore least likely to stop saving. The figure shows that after five years since first observed
saving, almost 80% of those in the top income quintile group were still saving, while 70% were
still saving after ten years. In contrast, survival in saving was considerably lower for those in the
bottom household income quintile group when first observed as saving. Of this group, 20%
stopped saving within one year of being first observed as saving, while a further 10% stopped
saving within the subsequent year. After five years only 62% were still saving while more than
one half have stopped saving within ten years.

Figure 30: Saving survivor rates by income: BHPS 1991-2006
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Figure 31 reveals a similarly clear relationship between persistence in non-saving and
household income. People in the highest income quintile group when first observed as not
saving had the lowest persistence rates in non-saving (and were therefore more likely than
those in other quintile groups to start saving). More than 10% of this group started to save
within one year of first observed as not saving, while 20% started to save by the third year. This
trend continues such that 25% started saving by the fifth year, and 38% by the tenth year. In
contrast persistence in non-saving is almost flat for people in the bottom income quintile group
when first observed as not saving. More than 95% remained not saving in the second year,
while only 10% started to save after five years. Even after fourteen years after first observed as
not saving, fewer than 20% of those in the bottom income quintile group had started to save.
Therefore household income is an important factor in explaining people’s saving behaviour.
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Figure 31: Persistence in non-saving by income: BHPS 1991-2006
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Financial capability

Figures 32 and 33 plot the survival rates out of and saving and persistence in non-saving

by financial capability. Here we focus on the relationships between saving and income-
adjusted rather than income-unadjusted financial capability. This is for two reasons. Firstly the
relationship with income-unadjusted capability mirrors very closely that with income — those
with higher levels of financial capability are most likely to start saving and least likely to stop.
Second, the compressed nature of the income-unadjusted measure means that it is not
possible to create appropriate quintile groups.

Figure 32 plots saving survivor rates by financial capability quintile group when first observed

to be saving. The figure suggests little systematic relationship between financial capability

and surviving in saving — the survival rates remain very similar between those in the bottom,
middle and top financial capability quintile groups. People in the middle capability quintile group
appear to have the highest survivor rates although generally differences in saving survival rates
by financial capability were small. For example, five years after starting to save, 70% of those

in the bottom financial capability quintile group were still saving compared with 73% of those in
the middle quintile group (who had the highest survival rates). This difference remains small as
time passes.
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Figure 32: Saving survivor rates by financial capability: BHPS 1991-2006
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Figure 33 similarly suggests that those who are least financially capable when first observed as
not saving were least likely to start saving as time passes — they had the highest persistence
rates in non-saving. It is those in the middle financial capability quintile group that had the
lowest persistence rates in non-saving, and who were most likely to start saving. However,
differences in persistence rates between those in the highest capability quintile group and
middle quintile group were relatively small. Five years after first observed as not saving, 20% of
those in the middle financial capability quintile group started to save, compared to 18% of those
in the highest financial capability quintile group and 13% of those in the lowest quintile group.
After ten years 71% of those in the middle quintile were still not saving, compared with 78% of
those in the lowest quintile group.

74 Summary

In this section we analysed survival rates in saving and persistence in non-saving by a range
of individual and household characteristics. These showed that survivor rates in saving were
highest for those who saved relatively large amounts or a relatively large proportion of their
income, those of prime working age, married or cohabiting, in smaller households, with high
levels of education, who had a mortgage, were in work (particularly full-time work), with an
employed spouse with relatively high household income. In contrast, survival rates in saving
were lowest for those who were saving relatively small amounts, aged less than 25 or older
than 54, had never been married, had large families, with no qualifications, were not working,
were local authority tenants with relatively low incomes.

Those most likely to start saving were young, never married with high levels of education, with
a mortgage or private tenants, in full-time employment with high incomes. Those with low
financial capability were least likely to start saving. In the next section we examine how robust
these findings are when controlling for a range of potentially confounding and mediating factors
within a multivariate framework.
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8.1 Estimation procedures

The final stage of the analysis investigates in more detail the relationships between a range

of individual and household characteristics, including income and financial capability, and
saving behaviour. There are several issues which need to be addressed in doing this. One is
that there are likely to be mediating and confounding factors that are associated both with an
individual’s financial capability, income and his/her saving behaviour. Descriptive statistics in
previous sections suggest that this is indeed the case. Another is that there are also likely to be
both unobservable factors (such as ability, personality, ambition or motivation) and unobserved
factors (such as an individual’s attitude towards risk) that are similarly associated with both
financial capability, income and saving behaviour. A third issue is the fact that we have several
measures of savings to analyse, including the incidence of saving, the level of saving (both

in terms of amount saved and the proportion of income saved), and transitions into and out

of saving. Our estimation procedures attempt to deal with these issues in a number of ways
which we describe in detail below. We use multivariate models which allow us to control for
other (observable) characteristics of individuals and the households that they live in that might
be correlated with saving behaviour (such as age, gender, marital status, employment status,
income, housing tenure, family type etc). The BHPS is a particularly rich source of a wide range
of such characteristics, allowing more reliable coefficients on the variables of interest to be
estimated.

The amount or proportion of income saved
We can write the model to be estimated as the following, where y is the amount (or proportion
of income) saved per month and x our vector of explanatory variables:

Vi =Xy B+, M

&y =1; +hy 2]

£ is the error term. Estimating [1] using simple Ordinary Least Squares (OLS) regression ignores
any individual-specific characteristics that are included in €. These can be separated, as in [2]
where 1 is a time invariant individual-specific effect capturing unobservable (or unmeasured)
characteristics. If this is correlated with the observable x then estimating [1] using OLS will yield
biased estimates. This is likely to be important in our context if, for example, more inherently
risk averse individuals are more likely to save larger amounts from (or a larger proportion of)
their current income and also less likely to, let’s say, change job.

Panel data models allow us to control for the effects of unobserved variables that are fixed over
time, and that might also be correlated with other explanatory variables. Furthermore, fixed
effects models allow such traits to be arbitrarily correlated with the observable characteristics.
This may be important if, for example, more optimistic or more motivated people are also

more likely to be married, in employment or have higher qualification levels. Such models are
estimated by taking deviations from individual-specific means over time in both the dependent
variable and explanatory variables, and therefore removing the effect of time invariant
characteristics. We estimate:
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Vit _;i = B(x, _;i) +hy, (8

Therefore, a positive value for # would imply that higher values of x are associated with higher
values of y, while a negative 8 indicates that a higher x is associated with a lower y. We estimate
whether the amount saved per month, and proportion of income saved, varies systematically
with a wide range of personal, household, family, and housing-related characteristics.

There are two issues concerning fixed effects models. The first is that they do not allow for the
impact of time-invariant observable characteristics (e.g. ethnicity, gender etc.) to be estimated.
We estimate models with both men and women combined as well as separate models for
each sex to examine whether the factors associated with saving behaviour differ for men and
women.

The second issue is that, although fixed effects models allow for time-invariant unobserved
characteristics, and allow these characteristics to be correlated with observed characteristics,
they do not account for unobserved shocks that affect both the dependent variable and the
explanatory variables of interest. So, for example, if individuals with particular characteristics
experienced an unobserved event that affected both their observable characteristics and their
saving behaviour, the estimated coefficients would be biased. However, this problem is shared
by all other existing estimation methods.

The incidence of saving

The models described above are appropriate when the dependent variable, such as the
amount saved per month or the proportion of income saved per month, is continuous.
However, such models are less appropriate when the dependent variable is categorical, as is
the case with the binary variable indicating whether or not the individual saves from their current
income. Binary dependent variable models are more appropriate in these circumstances,

and therefore we estimate fixed-effects (or so-called conditional) logit models. The model
specification can be written:

Pr(y, = l‘x,-,) =Fm; + px;) [4]

where F(e) is the cumulative logistic distribution. A feature of this approach is that wheny = 0
ory = 1 for all observations for an individual, this individual’s contribution to the log-likelihood is
zero and their data does not contribute to the estimation. Therefore estimation of these models
is identified solely by individuals whose incidence of savings changes over time.

Transition models

In these models we estimate transitions into and out of saving. The model to be estimated is
the probability that an individual stops saving (starts saving) in year T conditional on surviving in
saving (not saving) up to year T (the so called hazard rate), where T=1 in the first year a person
is observed as saving (not saving), T=2 in the second year they are observed as saving (not
saving) etc. We can write the hazard rate out of saving (into saving) in the following way:

h(t,x) = Pe(T = 1|T = 1,,x) 5]

where (F <) is the cumulative logistic distribution. We can define the probability of stopping
(starting) to save as Pr(Ynzl):)Li, while the probability that they continue to save (continue not
saving) as Pr(Yit:O):l-/li and the model to be estimated becomes:

73



Financial Capability and Saving: Evidence from the BHPS

Pr(Yn = l‘xmji )= F(ﬁxn +Y IOg(fi )) (6]

Here we allow the probability of stopping (starting) to save to depend on the elapsed duration
in not saving (j;) as well as a vector of individual and household characteristics x. We estimate
this using a logistic regression, and in this specification a positive coefficient for y implies that
the transition rate out of (into) saving increases with the time spent saving (not saving) while a
negative coefficient implies that the transition rate falls with time spent saving (not saving).

There are two reasons for estimating these survival models in addition to the fixed effects logit
models of savings incidence. Firstly, they directly estimate the impact of the elapsed duration

in saving (and not saving) on the transition rates out of (into) saving — that is they take into
account differences in the time each person is at risk of experiencing stopping (or starting) to
save. Secondly such models also take into account the fact that some people who save are not
observed to stop saving, and others who do not save are not observed to start saving (or what
is known as right censoring). We therefore estimate both fixed effects logit models (that take
into account time-invariant unobserved characteristics) and the transition models (that take into
account both time at risk of experiencing an event and censoring).

8.2 Estimation results

In the following we present results from the fixed effects logit models with whether or not a
person is saving as the dependent variable, fixed effects models with the amount saved per
month and the proportion of income saved per month as dependent variables, and models with
the transition rate into and out of saving as the dependent variables. In each case we include
as explanatory variables a wide range of individual and household characteristics including
household income and financial capability. We estimate separate models using the income-
adjusted index of financial capability but not the income-unadjusted index. This is because we
include income as an explanatory variable and so estimates from using the income-adjusted
and income-unadjusted measure as the dependent variable will yield the same estimates

(with the exception of that on income — which may be underestimated using the income-
unadjusted index). Furthermore, the estimated effects of other explanatory variables are very
similar whether we include the income-adjusted index or the number of financial problems in
the models. Because of this, although we present and discuss the impacts of both the income-
adjusted index and the number of problems on saving behaviour, we only present and discuss
estimates for other explanatory variables from the model including the income-adjusted index.
We present the results from our models by examining the impact of groups of related variables
separately. Therefore although estimates are obtained from models in which all variables are
included, we present them in separate tables in which related variables are grouped together.

8.2.1 Incidence of saving

The first set of results we discuss are from the fixed effects logit models where the dependent
variable takes the value one if a person is saving from current income at a point in time, and
zero if he/she is not saving. In these models, a positive coefficient indicates that the variable
increases the likelihood of a person to be saving at a point in time while a negative coefficient
indicates that the variable reduces the likelihood to be saving. The numbers presented are
the estimated coefficients. These can be exponentiated to give the odds ratio — which is

the proportionate change in the odds of saving associated with a one unit increase in the
explanatory variable holding other variables constant.
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Financial variables and financial capability

Table 39 reports the estimated impacts of financial variables on the incidence of saving. We
present the results for men and women together (‘All’), as well as from regressions estimated
for men and women separately. The other financial variables that enter the models include real
equivalent household income as a cubic term and the Bank of England base interest rate in the
month and year of interview. The latter is included to gauge the extent to which people’s saving
behaviour is sensitive to the rate of return on any savings. We have interacted this with whether
or not the person has a mortgage — changes in interest rates may have a different effect on
those repaying a loan on their dwelling than those who have no such financial responsibilities.

The results show that the incidence of saving is positively related to people’s financial capability
— the estimated coefficients are positive and statistically significant in all three specifications.
The size of the coefficient (0.715) indicates that a one unit increase in financial capability
doubles their propensity to save. The estimated coefficient is larger for men (0.746) than women
(0.688), suggesting that financial capability has a relatively larger impact on the propensity to
save among men than women, but for both it is statistically significant. To illustrate the sizes of
these effects, in Figure 34 we plot the probability of a person saving by sex and their position

in the financial capability distribution, estimated at the sample means. This shows, for example,
that a person with relatively low financial capability (at the 20th percentile of the capability
distribution) has a predicted probability of saving of 32%. Moving this person to the 50th
percentile of the distribution (‘average’ financial capability) increases this probability to 37%,
while moving them to the 80th percentile (‘high’ financial capability) increases it further to 39%.
Therefore moving a person from low to average financial capability increases their probability of
saving by five percentage points (or 17%). Moving them from average to high financial capability
increases their probability of saving by two percentage points (or 7%). Hence, holding all else
equal, improving a person’s financial capability has a relatively large impact on their propensity
to save.

A similar pattern emerges for both men and women. Moving a man from low to average
financial capability increases his predicted probability of saving by six percentage points

from 46% to 52% at the sample means. Moving him from average to high financial capability
increases it by three percentage points from 52% to 55%. Moving a woman from low to
average financial capability increases her probability of saving by four percentage points

from 25% to 29% at the sample means. Moving her from average to high financial capability
increases it by two percentage points from 29% to 31%. These differences in savings
propensities by financial capability are smaller than those in the raw data (see Table 37 for
example). Therefore some of the relationship between financial capability and the propensity to
save is explained by other factors correlated with savings behavior and financial capability such
as income, education, age etc.
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Table 39: Impacts of financial variables on the probability of saving: BHPS 1991-2006

| All | Men Women
Financial capability 0715 (3199) 0746 | (2165 0688 @ (23.42)
Real equiv. hh income (£1000) 0289 (1894) 0338 (1425 0250  (12.38)
Income squared (£10000) . 0116 | (1153)  -0150 | (9.20) . -0.091 & (6.88)
Income cubed (£100000) 0010 (@19 0013 (766) 0008 (5.21)
Interest rate 0037 (08 0094 (139 -0005  (0.08)
Interest rate and has mortgage ~~~ -0.011  (0.94)  -0.007 = (043 -0016 = (1.00)
Log-likelihood -32613 —14721 17827
N observations 83145 | 37896 45249
N individuals 8207 | 3824 | 4383
Notes: Estimates from fixed effects (conditional) logit regressions with whether saves from current income as the dependent
variable. All models also include age, health, marital status, household composition, education, housing, labour market status
of individual and other household members, region and time dummies to capture macro-economic effects. Absolute ratio of
coefficient to standard error in brackets.

Figure 34: Predicted probability of saving by financial capability: BHPS 1991-2006
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The results in Table 39 also show that the prevailing interest rate has no statistically significant
effect on the probability of saving all else equal, irrespective of whether or not people have a
mortgage. However, the propensity to save is significantly associated with household income.
The coefficients on the income terms are all statistically significant, and suggest a non-linear
relationship between income and the propensity to save. To illustrate the sizes of the income
effects, in Figure 35 we plot the probability of saving from current income against household
income for both men and women together and separately by gender. This shows that the
probability of saving increases monotonically with income for both men and women. At the
sample means, a man with a household income of £500 per month has a 36% probability of
saving. This increases to 42% for a man with a household income of £1500 per month and to
48% for a man with an income of £2500. A man with a household income of £4500 per month
has a 60% probability of saving. A woman with a household income of £500 has a probability
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of saving of 20% at the sample means. This increases to 23% for a woman with a household
income of £1500 per month and to 27% for a woman with a household income of £2500.
These income effects are smaller than those observed in the raw data (see Table 24) which
indicates that a substantial proportion of the relationship between saving and income is
explained by other characteristics of the individual and the household in which they live.

Figure 35: Estimated effects of monthly household income on the probability of saving:

BHPS 1991-2006
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A comparison of the relative effects on the probability of saving of financial capability and
income suggests that improving a person’s financial capability from relatively low in the
distribution (the 20th percentile) to average financial capability (the 50th percentile) increases
their probability to save by a similar amount than increasing their income by £1000 per month,
or broadly twice the amount that would be expected from increasing their income by £500 per
month'.

Age and health

Table 40 presents the estimated effects on the incidence of saving of age and health. Both have
statistically significant impacts on the probability of saving — and age has a non-linear effect.
The probability of saving initially falls with age, and then increases and this pattern is evident

for both men and women. We illustrate the sizes of these effects in Figure 36 which shows the
probability of saving by age. This suggests that among men, the probability of saving is lowest
when aged in the mid-30s, while among women it is lowest when aged in the early 40s. This

is generally the age at which financial responsibilities in terms of raising a family and housing
costs are at their largest, reducing a family’s disposable income.

“The exact size of the impact will depend on their original income..
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Table 40: Impacts of age and health on the probability of saving: BHPS 1991-2006

3 Al Men Women
Age . -0.048 | (223) | -0.047 | (147) | -0.046 | (1.61)
Age2/100 0055 | (691) = 0064 | (5220 | 0053 | (4.90)
In good health 0058 @ (235 | 0021 | (056) @ 0087 | (267)
Log-likelihood -32613 —14721 -17827
N observations 83145 37896 45249
N individuals 8207 3824 4383
Notes: Estimates from fixed effects (conditional) logit regressions with whether saves from current income as the dependent
variable. All models also include financial capability, income, interest rate, marital status, household composition, education,
housing, labour market status of individual and other household members, region and time dummies to capture macro-economic
effects. Absolute ratio of coefficient to standard error in brackets.

Figure 36: Estimated effect of age on the probability of saving: BHPS 1991-2006
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The coefficients on the health variable indicate that being in good health is a statistically
significant predictor of saving, especially for women. For men the coefficient is positive but not
statistically significant. For women however the coefficient is positive (0.087) and relatively large
and statistically significant. It suggests that women in good health are about 9% more likely to
save from their current income than those that are not in good health. This effect persists into
the pooled sample, although its size is reduced. In general, people in good health are 6% more
likely to save than those who are not in good health, all else held equal.

Marital status and household composition

Table 41 presents the estimated impacts of marital status and household composition on
the probability of saving from current income, controlling for other observed and unobserved
individual characteristics. These coefficients indicate that the married or cohabiting are less
likely to save than the single never married, and that this holds for both men and women
(although the sizes of effects are larger for women). Women who are widowed or divorced or
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separated are also less likely to save than single never married women (this is not true among
men). However, this table also indicates that the sizes of these effects also depend on the
number of children and household type. For men, the probability of saving falls with the number
of children, while for both men and women it varies significantly by household type.

Table 41: Impacts of marital status and household composition on the probability of saving:

BHPS 1991-2006

All Men Women
Marital status
Married  -0443 (542 -0309  (268) -0509 |  (4.57)
Cohabiting . _0494 (634 -0333 (308 -0584 (5.51)
Widowed . -0237 (203 0098 (049 0411  (2.80)
Divorced/separated . -0203 (239 -0133 (103) | -0293 (2.60)
Number of children
One child . -0170 . (309) . -0.323 | (364) -0059  (0.82
Two children . -0252 (395 -0434 (438 -0144 (1.70)
Three children . -0089 (1.00) -0316 (232 0031  (0.26)
Four or more children . -0158 (099 -0472 (195 0008 @ (0.04)
Household type
Single elderly . 0164 (166) . 0077 . (046) 0129 | (1.08)
Couple no children 0472 (578 0259 (274 0458  (5.00)
Couple dep child 0486 (497) 0434 (400) 0274  (2.66)
Couple non-dep child 0276 (308 0058 (061 0223 (2.31)
Lone parent 0288 (376 0143 (13) 0252 (272
2+ unrelated adults . -0050 (049 @ -0202 (148  -0039 (0.28)
Household size . -0100 (412 -0066  (200) -0085 (2.82)
Log-likelinood ~32613 14721 17827
N observations 83145 37896 45249
N individuals 8207 3824 4383
Notes: Estimates from fixed effects (conditional) logit regressions with whether saves from current income as the dependent
variable. All models also include financial capability, income, interest rate, age, health, education, housing, labour market status
of individual and other household members, region and time dummies to capture macro-economic effects. Absolute ratio of
coefficient to standard error in brackets.

To better understand and disentangle the relative sizes of some of these effects, Figure 37
presents the estimated probability of saving from current income by a range of household types
by gender, estimated at the sample means. This shows that the probability of saving varies
substantially both by household structure, but also by gender within household structures.
Women are less likely than men to save in all household structures, although the size of the
differential varies. Married men with no children, divorced men with no children and single
elderly men have the highest predicted probability of saving at over 0.5. Married men with
children have a lower probability of saving, of about 0.45. Married women with children also
have relatively low predicted probabilities of saving (of about 0.25), while married women with
no children and single parents have relatively high predicted probabilities (exceeding 0.3).

79



Financial Capability and Saving: Evidence from the BHPS

Figure 37: Estimated effect of marital status and household composition on the probability of saving:

BHPS 1991-2006
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Table 42 summarises the impact of education level on the probability of saving from current
income. When controlling for other observed and unobserved characteristics, we find that
having a higher degree or GCSE level qualifications increase the relative chances of saving

for men, as does having GCSEs or the equivalent for women. In particular, men with a higher
degree or GCSEs or the equivalent are about twice more likely to save relative to those with no
qualifications all else equal. Women with GCSEs or the equivalent are 70% more likely to save
than those with no qualifications, holding other characteristics constant.

Table 42: Impacts of education on the probability of saving: BHPS 1991-2006

All Men Women
Higher degree . 0320 (165 0722 (251 -0.005 | (0.02)
First degree 0050 (039) 0187 @ (0.96) -0189 (113)
Other higher qual. 0201 (202 0240 (160) 0172 | (1.29)
A-Levels or equiv 0187 (1290 o168 (106 0127 (0.89)
GCSE or equivalent 0588 (568 0670 @ (424 0541 (3.9
Other qualification 0153 (143) 0402 @ (049 0189 (1.07)
Log-likelihood -32613 14721 17827
N observations 83145 37896 45249
N individuals 8207 3824 4383
Notes: Estimates from fixed effects (conditional) logit regressions with whether saves from current income as the dependent
variable. All models also include financial capability, income, interest rate, age, health, marital status, household composition,
housing, labour market status of individual and other household members, region and time dummies to capture macro-economic
effects. Absolute ratio of coefficient to standard error in brackets.
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Housing

Table 43 presents the estimated effects of housing tenure and value on the probability

that a person saves from their current income. In general, these effects are small and not
statistically significant. There is some evidence that women who are local authority or private
tenants are less likely to save than otherwise similar women who have a mortgage — the
estimated coefficients are negative but on the margins of statistical significance. The sizes

of the coefficients indicate that women who are tenants are 20% less likely than those with

a mortgage to save. The probability of saving also falls with house value for women — each
£100,000 added to the value of their home reduces their likelihood of saving by 4%. For men,
none of the estimated coefficients are statistically significant.

Table 43: Impacts of housing variables on the probability of saving: BHPS 1991-2006

All Men Women
Own outright . -0018 (023 0063 (054  -0072 | (0.68)
Local authority tenant . -0071 . (078) | 0120 (0.89)  -0212 | (1.74)
Private tenant . -0170 . (197) | -0162 | (1.28)  -0212 | (1.81)
House value/£100000 . -0025 (205 | -0.008 | (0.49)  -0.042 | (2.27)
Log-likelihood -32613 14721 17827
N observations 83145 37896 45249
N individuals 8207 3824 4383
Notes: Estimates from fixed effects (conditional) logit regressions with whether saves from current income as the dependent
variable. All models also include financial capability, income, interest rate, age, health, marital status, household composition,
education, labour market status of individual and other household members, region and time dummies to capture macro-
economic effects. Absolute ratio of coefficient to standard error in brackets.

Labour market variables

The results presented in Table 44 indicate that labour market status both of the individual and
other household members have a large impact on the probability of saving for both men and
women. In particular, men and women in full-time employment and with an employed spouse
have the highest probability of saving, while those who are unemployed, retired or economically
inactive have the lowest probabilities, holding other characteristics constant.

Table 44: Impacts of labour market variables on the probability of saving: BHPS 1991-2006

| Al Men Women
Part-ime employee . 0288 (738) -0367 | (382  -0285  (6.29)
Self-employed 0212 (398) -0104 (153 -0379 (4.35)
Unemployed 1321 (1951) 1449 | (1423 1216 @ (13.27)
Retired 4108 | (19.05) 1210  (13.24) -1.014 @ (13.26)
Inactive  _0945 (2248 -0976  (1310)  -0.906 @ (17.06)
Seasonal/casual job 0093 (182 -0107  (1.3)  -0071 (1.07)
Fixed term contract  -0027 (044) -0138 @ (158 0066 (0.76)
Spouse employed 0145 (334 0061 (105 0286  (4.31)
Number employed in household | 0.009 | (0.40)  -0.049 . (147) 0066 (217)
Log-likelinood 32613 14721 17827
N observations 83145 37896 45249
N individuals 8207 3824 4383
Notes: Estimates from fixed effects (conditional) logit regressions with whether saves from current income as the dependent
variable. All models also include financial capability, income, interest rate, age, health, marital status, household composition,
education, housing tenure and value, region and time dummies to capture macro-economic effects. Absolute ratio of coefficient to
standard error in brackets.
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Men who are in part-time employment are 31% less likely than those in full-time employment
to be saving. However, men who are in unemployment, retirement or economic inactivity are
77%, 70% and 62% less likely than those in full-time work to be saving respectively. Women in
part-time employment are 25% less likely than full-time employees to be saving, while those in
self-employment are 32% less likely. As for men, it is unemployment, retirement and inactivity
that have the largest relative impacts. Women who are unemployed, retired and economically
inactive are 70%, 64% and 60% less likely than those in full-time employment to be saving.
However, women with an employed spouse are 33% more likely than those without an
employed spouse to be saving.

To illustrate the relationship between saving and labour market status, Figure 38 plots the
predicted probabilities by gender estimated at the sample means. This indicates that a man

in full-time employment has a predicted probability of saving of 58%, which falls to 28% if
unemployed. The inactive and retired have predicted probabilities of saving of around 35%.
Differences by labour market status are smaller among women, for whom full-time employment
is associated with a predicted probability of saving of 36% compared to 16% if unemployed
and 20% if retired or economically inactive.

Figure 38: Estimated effect of labour market status on the probability of saving: BHPS 1991-2006
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The estimates from the fixed effects logit models indicate that the probability of saving is higher
for the more financially capable (but at a decreasing rate), those in good health, and with higher
levels of education. A person with average financial capability is 16% more likely to be saving
than an otherwise similar individual with low financial capability. This is broadly equivalent

in size to increasing a person’s household income by £1000 per month. In comparison

being unemployed reduces the probability of saving by 73% compared to being in full-time
employment. Age, household type and labour market status also significantly affect the
probability of saving, with those aged around 40, married with dependent children and out of
work having the lowest probability of saving, holding other characteristics constant. In contrast,
the relatively young and old, those with no children with high financial capability and high
income and in employment have the highest probability to be saving.
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8.2.2Transitions into saving

The next set of results we discuss are from the model where the dependent variable is the
transition rate into saving between two consecutive BHPS waves, conditional on not saving.

In these models, a positive coefficient indicates that the variable increases the probability of
starting to save while a negative coefficient indicates that the variable reduces the likelihood of
starting to save. As in the previous models, these coefficients can be exponentiated to give the
odds ratio — which is the proportionate change in the odds of starting to save, associated with
a one unit increase in the explanatory variable holding other variables constant. Note that the
sample sizes are quite different in these models than the fixed effects logit models estimated
previously. That is because in these models, the unit of observation is the person-year spent
not saving.

Before considering the impact of the explanatory variables, we first discuss the impact of the
elapsed duration not saving. One of the advantages of these survival models over the incidence
of saving models estimated previously is that they directly estimate the impact of the elapsed
duration on the likelihood of starting to save — that is they take into account differences in the
time each person has spent saving. For both men and women, the estimated coefficient on
elapsed duration in not saving is large, negative and statistically significant, indicating that the
probability of starting to save falls as people spend more time not saving. This pattern of time-
dependency is known as negative duration dependence and is consistent with the descriptive
findings, shown in Figure 9, and highlights the importance of allowing for this duration
dependence in the multivariate analysis.

Financial variables and financial capability

In Table 45 we present the impact of the financial variables on the probability of starting to save.
The results show that the probability of starting is positively associated with financial capability
— the estimated coefficients are positive and statistically significant in all three specifications.
The size of the coefficient (0.248) indicates that a one unit increase in financial capability
increases a person’s transition rate into saving by 28%. The gender-specific models suggest
that the size of this effect is similar for both men and women.

Figure 39 illustrates the sizes of the estimated effects on the probability of starting to save
(estimated at the sample means) for a person with low (at the 20th percentile), average (at the
50th percentile) and with high financial capability (at the 80th percentile). This clearly highlights
the fact that people with higher financial capability have a higher probability of starting to save,
all else equal. A person with low financial capability has a predicted probability of starting to
save of 13.7% which increases to 15% if they have average financial capability and 15.5% with
high capability. A similar two percentage point differential in the probability of starting to save
between those with low and high financial capability is apparent for both men and women —
moving someone from the 20th to the 80th percentile of the financial capability distribution
increases their predicted probability of starting to save by two percentage points all else equal.
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Table 45: Impacts of financial variables on the probability of starting to save: BHPS 1991-2006

3 Al Men Women
Financial capability 0248 (1167) 0264 (812 0240 (8.48)
Real monthly household income (£1000) | 0133 | (579) = 0.206 | (5.47) 0079 @ (2.72)
Income squared (£10000) 0085 (372 -0143 | (368  -0041 (1.46)
Income cubed (£100000) 0008 (328) 0014 (342 0003 (112
Interest rate 0039 (360) 0046 (278 0035  (2.38)
Interest rate and has mortgage 0002 (015)  -0000 | (0.02)  -0003  (017)
Log-likelinood 26940 12190 14701
N observations 695022 31069 38453
N individuals 13810 6525 7285
Notes: Estimates from logit regressions with whether or not starts saving in the current year as the dependent variable. All models also
include age, health, marital status, household composition, education, housing, labour market status of individual and other household
members, region, year dummies and elapsed duration in not saving. Absolute ratio of coefficient to standard error in brackets.

Figure 39: Estimated effect of financial capability on the probability of starting to save: BHPS 1991-2006
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The results in Table 45 also show that the transition rate into saving is positively associated
with the prevailing interest rate — the coefficients are positive and statistically significant. The
sizes of the coefficients suggest that a one percentage point increase in the base interest
rate is associated with a 3.5% higher transition rate into saving for women, and a 4.6% higher
transition rate among men. This effect does not vary with housing tenure.

The transition rate into saving is also significantly associated with household income. The
coefficients on the income terms are all statistically significant, especially for men, and suggest
a non-linear relationship. To illustrate the sizes of the income effect, in Figure 40 we plot the
transition rate into saving against monthly household income for both men and women together
and separately by gender. This shows that the impact of income is much larger for men than
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women — at low incomes (£500 per month) women have a higher predicted probability of
starting to save than men (13% compared with 11%). At high incomes (e.g. £4500 per month),
men have a higher predicted probability of starting to save than women (18% compared with
16%). Income has a much larger effect at lower incomes than higher incomes — for example a
£1000 per month increase in household income increases the probability of starting to save by
1.3 percentage points for a person with an income of £500 per month, but by 0.7 percentage
points for a person with an income of £3500 per month.

Figure 40: Estimated effect of monthly household income on the probability of starting to save:

BHPS 1991-2006
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Table 46 presents the estimated effects of gender, age and health status on the transition rate
into saving. This shows that a man is less likely to start saving than an otherwise similar woman
—the estimated coefficient is negative and statistically significant and suggests that being a
man reduces the transition rate into saving by 7%. Age has no statistically significant impact on
the likelihood of starting to save for women, while among men the transition rate into saving falls
with age but at a decreasing rate.

Table 46: Impacts of demographics on the probability of starting to save: BHPS 1991-2006

| Al Men Women
Male 0070 | (259
Age . -0007 = (1.57)  -0015 | (205 | -0.002 = (0.33)
Age?/100 0002 | (032 | 0014 = (181) | -0008 @ (1.23)
In good health 0157 (586) 0225 @ (551) | 0104  (2.91)
Log-likelinood —26940 ~12190 ~14701
N observations 69522 31069 38453
N individuals 13810 6525 7285

Notes: Estimates from logit regressions with whether or not starts saving in the current year as the dependent variable. All models
also include income, financial capability, interest rates, marital status, household composition, education, housing, labour market
status of individual and other household members, region, year dummies and elapsed duration in not saving. Absolute ratio of
coefficient to standard error in brackets.

85



Financial Capability and Saving: Evidence from the BHPS

Figure 41: Estimated effect of age on the probability of starting to save: BHPS 1991-2006
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Figure 41 plots these relationships and shows that for women the probability of starting to
save falls monotonically with age. For men the transition rate into saving initially falls with age,
but starts to increase after the age of 50. At the sample means, a man aged 20 has a 16%
probability of starting to save, compared with 17% for a woman of the same age. At the age of
50, both men and women have a predicted probability of starting to save of 14%.

Being in good health increases the transition rate into saving. In particular, a man in good health
is 25% more likely than a man not in good health to start saving while for women the size of the
effect is smaller (11%).

Marital status and household composition

Table 47 presents the estimated impacts of marital status and household composition on

the probability of saving from current income, controlling for other observed and unobserved
individual characteristics. These coefficients indicate that the married and cohabiting are less
likely to start saving than the single never married, and that this holds especially for men.
However, this table also indicates that the sizes of these effects also depend on household
type. People in couple households generally have higher transition rates into saving than those
in single non-elderly households, while living in a larger household reduces the transition rate.

To better understand and disentangle the relative sizes of some of these effects, Figure 42
presents the estimated transition rate into saving by a range of household types by gender. This
shows that differences between men and women are small among those in couple households.
Generally about 15% of men and women in couple households are predicted to start saving,
when estimated at the sample means. However men in single adult households have a higher
transition rate into saving than women in single adult households. For example, men in single
elderly households have a transition rate into saving of 21%, compared with 19% for women.
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Table 47: Impacts of marital status and household composition on the probability of starting to

save: BHPS 1991-2006

All Men Women
Marital status
Married . -0158 | (225) | -0.228 | (225 -0.061 | (0.63)
Cohabiting 0334 (460) -0.353 @ (343 -0264 (262
Widowed 0003 (004 0056 (040) 0072 (0.74)
Divorced/separated . 0069 | (107)  -0156 | (1.54 & -0029 (0.33)
Number of children | | | | | |
One child . -0083 (143) | -0.087 | (0.91)  -0049 | (0.65)
Two children 0055 (0.87) 0078  (077) 0061  (0.79)
Three children 0135 (155) 0167 . (124 0424 (1.06)
Four or more children 0080  (050) -0480 @ (1.77) 0166 (0.84)
Household type
Single elderly 0136 (1530 0M7 | (079 0149 | (1.32)
Couple no children 0286 (356) 0145 (144 0286  (2.96)
Couple dep child 0395 (390) 0261 (214 0338  (2.9)
Couple non-dep child 0285 (318 0090 | (085 0309 (2.89)
Lone parent 0161 @11) 0131 (1.26) 0081 (0.87)
2+ unrelated adults | _0599 (560) -0.843 (604 0494 (3.50)
Household size . -0165 (707) -0142 (4.36) -0163 (5.47)
Log-likelinood 26940 ~12190 14701
N observations 69522 31069 38453
N individuals 13810 6525 7085
Notes: Estimates from logit regressions with whether or not starts saving in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, education, housing, labour market status of individual
and other household members, region, year dummies and elapsed duration in not saving. Absolute ratio of coefficient to standard
error in brackets.

Figure 42: Estimated effect of marital status and household composition on the probability of starting

to save: BHPS 1991-2006
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Education

Table 48 presents the impact of education on the transition rate into saving. This indicates that
education level has statistically significant effects for both men and women. Men with any sort
of qualification are more likely than those with no qualifications to start saving between two
consecutive years, and the sizes of the effects are larger for higher levels of education.

Table 48: Impacts of education on the probability of starting to save: BHPS 1991-2006

: Al Men Women
Higher degree 0092 (087) 0289 (208 -0159 |  (1.01)
First degree 0388 (717) 0431 (551 0338 (447)
Other higher qual. 0312 (763 0334 (549 0284 (5.08)
A-Levels or equiv 0248 (515 0292 (417) 0490  (2.85)
GCSE or equivalent 0257 (BA7) 0271 (426) 0 0229 (4.15)
Other qualification 0163 (325 0231 (301 0091  (1.38)
Log-likelinood 26940 12190 14701
N observations 69522 31069 38453
N individuals 13810 6525 7285
Notes: Estimates from logit regressions with whether or not starts saving in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, marital status and household composition, housing,
labour market status of individual and other household members, region, year dummies and elapsed duration in not saving.
Absolute ratio of coefficient to standard error in brackets.

This is illustrated in Figure 43 which indicates that at the sample means, a man with a university
degree would have a transition rate into saving of 17%. This compares to one of 12% for

an otherwise similar man with no qualifications. Therefore a man educated to degree level

is five percentage points more likely to start saving than an otherwise similar man with no
qualifications. A similar (if marginally smaller) effect emerges for women.

Figure 43: Estimated effect of education level on the probability of starting to save: BHPS 1991-2006
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Housing

Table 49 indicates that housing tenure and house value both have statistically significant
impacts on the transition rate into saving. For men, house value significantly reduces the
transition rate — the estimated coefficient is negative (-0.106) and statistically significant. This
indicates that each £100,000 increase in the value of a man’s home reduces his transition rate
into saving by 10%. Housing tenure has no statistically significant effect for men. For women,
we find that tenants — both private and local authority — are less likely to start saving between
one year and the next than those with a mortgage. The estimated coefficients on these
variables are negative and statistically significant, and suggest that a woman living in local
authority rented accommodation is 29% less likely to start saving than an otherwise similar
woman with a mortgage, while a woman living in privately rented accommodation is 26% less
likely. The value of the house lived in also has a negative and statistically significant impact on
the transition rate into saving for women, with each £100,000 in value associated with a 9%
reduction in the probability of starting to save.

Table 49: Impacts of housing variables on the probability of starting to save: BHPS 1991-2006

Model [1]: income-adjusted index All Men Women
Own outright . _0023 (028) 0024 (0200 -0061 (0.58)
Local authority tenant . -0280  (3.08) -0220  (1.64) -0338 (272
Private tenant  -0.240 (260) -0191 = (143  -0296 (2.30)
House value/£100000  -0096 | (391)  -0106 (336 -0092 (2.52)
Log-likelihood 26940 12190 14701
N observations 69522 31069 38453
N individuals 13810 6525 7285

Notes: Estimates from logit regressions with whether or not starts saving in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, marital status and household composition, education,
labour market status of individual and other household members, region, year dummies and elapsed duration in not saving.
Absolute ratio of coefficient to standard error in brackets.

Figure 44: Estimated effect of housing tenure on the probability of starting to save: BHPS 1991-2006
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Figure 44 shows that home-owners have the highest predicted probability of starting to save,
of about 15%. For tenants this falls to about 12%. Differences between men and women,
however, are small.

Labour market variables

The results presented in Table 50 indicate that labour market status both of the individual

and other household members have a large impact on the transition rate into saving for men
and women. In particular, being in full-time employment and with an employed spouse are
associated with higher transition rates for men, while being in employment is associated with a
higher transition rate for women. For men, unemployment, retirement and economic inactivity
are associated with a lower transition rate into saving, as is economic inactivity for women,
holding other characteristics constant.

Table 50: Impacts of labour market variables on the probability of starting to save: BHPS

1991-2006
Model [1]: income-adjusted index Al . Men - Women
Part-time employee 0008 (019) ¢ -0019  (047) | —-0.000 |  (0.00)
Self-employed . -0470 . (337) -0190 | (307)  -0101 @ (1.14)
Unemployed . —0475 1 (77) -0233 . (255 -0084 (0.94)
Retired . -0180 (298) 0251 (267) -0159 @ (1.93)
Inactive . -0407 | (960)  -0.384 | (546)  -0418 (7.48)
Seasonal/casual job 0106 (171)  -0157 . (166)  -0075 (0.92)
Fixed term contract . -0101 | (132 -0025 | (0.25 -0187 @ (162
Spouse employed 0008 (223) 0146 (242 0028 (042
Number employed in hh 0053 (214 0032 (089 0073 (212
Log-likelinood 26940 12190 14701

N observations 69522 31069 38453

N individuals 13810 6525 7285

Notes: Estimates from logit regressions with whéther or not starts saving in fhe current year as the depehdent variable. All models
also include income, financial capability, interest rates, gender, age, health, marital status and household composition, education,
housing tenure and house value, region, year dummies and elapsed duration in not saving. Absolute ratio of coefficient to standard
error in brackets.

Men who are in self-employment are 17% less likely than those in full-time employment to
start saving. However, men who are in unemployment, retirement or economic inactivity are
21%, 22% and 30% less likely than those in full-time work to start saving. Women who are
economically inactive are 34% less likely than those in full-time employment to start saving.
Men with an employed spouse are 16% more likely than those without an employed spouse
to start saving, while for women the transition rate into saving is higher for those in households
where more individuals are in work.

Figure 45 illustrates the relative sizes of these effects. Full-time employment results in transition
rates into saving of 16% for both men and women. Unemployment reduces this substantially
for men, to 13.5%, but less so for women (to 15%). Retirement has a similarly sized effect.
Economic inactivity is associated with a further fall in the transition rate into saving, to below
12% for both men and women.
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Figure 45: Estimated effect of labour market status on the probability of starting to save:

BHPS 1991-2006
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Summary

Multivariate models of the transition rate into saving indicate that this transition rate falls as
people spend more time not saving — evidence of negative duration dependence. Furthermore,
financial capability is associated with higher transition rates into saving. For example someone
with high financial capability has a transition rate into saving of 15.5% compared with 13.5% for
someone with low financial capability. Therefore moving an individual up the financial capability
distribution from relatively low to relatively high financial capability increases their chances of
starting to save by two percentage points. This is comparable to educating a person with no
qualifications to GCSE level, increasing their household income by £1000 per month, or giving
an unemployed person a full-time job.

8.2.3Transitions out of saving

We next describe results from the model where the dependent variable is the transition rate

out of saving between two consecutive BHPS waves, t-1 and t, conditional on saving at t-1. In
these models, a positive coefficient indicates that the variable increases the transition rate out
of saving while a negative coefficient indicates that the variable reduces the transition rate. As in
the previous models, these coefficients can be exponentiated to give the odds ratio — which is
the proportionate change in the odds of stopping to save, associated with a one unit increase
in the explanatory variable holding other variables constant.

Before considering the impact of the explanatory variables, we first discuss the impact of
the elapsed duration in saving. For both men and women, the estimated coefficient is large,
negative and statistically significant, indicating that the transition rate out of saving falls as
people spend more time saving — evidence of negative duration dependence in saving. The
transition rate out of saving is lower for people that have been saving for a longer period.
This is consistent with the descriptive findings, shown in Figure 8, and again emphasises the
importance of allowing for this duration dependence in the multivariate analysis.
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Financial variables and financial capability

In Table 51 we present the impact of the financial variables on the transition rate out of
saving. The results show that the transition rate out of saving falls with financial capability —
the estimated coefficients are negative and statistically significant. The size of the coefficient
(—=0.142) indicates that a one unit increase in financial capability reduces a person’s transition
rate out of saving by 13%. The gender-specific models suggest that the size of this effect is
slightly larger for women than men.

Table 51: Impacts of financial variables on the probability of stopping to save: BHPS 1991-2006

| All | Men Women
Financial capability 0142 | (562 -0434 | (343 0145  (4.37)
Real monthly household income (£1000).  -0197 | (7.68) = -0.319 . (571)  -0171 = (5.86)
Income squared (£10000) 0130 462 0296 (333 012 (@17)
Income cubed (£100000)  -0021 . (293 -0081 (203 -0016  (2.88)
Interest rate 0070 (572 0046 (2500 0088 (5.37)
Interest rate and has mortgage 0005 (039) 0021 (105 -0005  (0.27)
Proportion of income saved . 1783 (843 1882 (679 1765  (5.38)
Log-likelinood 20808 10617 12142
N observations 45087 21409 23678
N individuals 10322 4922 5400
Notes: Estimates from logit regressions with whether or not stops to save in the current year as the dependent variable. All models also
include age, health, marital status, household composition, education, housing, labour market status of individual and other household
members, region, year dummies, and elapsed duration in not saving. Absolute ratio of coefficient to standard error in brackets.

Figure 46 plots the impact of having relatively low (being at the 20th percentile of the
distribution), average (at the 50th percentile) and relatively high (at the 80th percentile) financial
capability on the probability of stopping to save. It shows that moving a person from low to
high financial capability reduces their transition rate out of saving by one percentage point (from
22.5% to 21.5% for men and from 24% to 23% for women).

Figure 46: Estimated effect of financial capability on the probability of stopping to save:

BHPS 1991-2006
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The results in Table 51 also show that the transition rate out of saving increases with the
prevailing interest rate, all else equal. The coefficients are positive and statistically significant in
all the models. The sizes of the coefficients suggest that a one percentage point increase in the
base interest rate is associated with a 9% higher transition rate out of saving for women, and a
5% higher transition rate among men. However this effect does not vary with housing tenure.

The transition rate out of saving is also significantly associated with household income in both
models. The coefficients on the income terms are all statistically significant and suggest a non-
linear relationship between income and the transition rate out of saving. To illustrate the sizes of
the income effect, in Figure 47 we plot the transition rate against monthly household income for
men and women. This shows that the impact of income is larger for men than women. At the
sample means, a man with a household income of £500 per month is estimated to have a 32%
change of stopping to save, while a woman is estimated to have a 29% chance of stopping

to save. Therefore at low incomes men are more likely to stop saving than women. However

at high incomes the opposite is true — women are more likely to stop saving than men. For
example the predicted probability of a man with a household income of £4500 per month to
stop saving is 19%, compared with 21% for a woman. The figure also suggests that income
has a larger effect at lower incomes than higher incomes — the relative impact of an additional
£1000 per month on the probability of stopping to save is larger at low incomes than at higher
incomes for both men and women.

Figure 47: Estimated effect of monthly household income on the probability of stopping to save:

BHPS 1991-2006
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We include in this specification the proportion of household income people were saving. The
estimated coefficients on this variable are negative and statistically significant and indicate
that for both men and women saving an additional one percentage point of household
income reduces the exit rate from saving by 2%. People who save a larger proportion of their
household income are less likely to stop saving.

Demographic characteristics

Table 52 presents the estimated effects of gender, age and health status on the transition rates
out of saving. This shows that gender has no statistically significant impact on transition rates
out of saving all else equal. Age has little statistically significant impact on transition rates out of
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saving for men, but does for women. To illustrate the impact of age on transitions out of saving,
Figure 48 plots predicted transition rate out of saving by age. This shows the larger impact

age has on the transition rate of women than of men. For men, there is a one percentage point
difference in the predicted transition rate out of saving between those with the highest transition
rate (those aged 20 and 65) and those with the lowest (aged 50). Therefore young and older
men are most likely to stop saving, while middle aged men are least likely. For women, the
difference is much larger and the transition rate out of saving falls almost continuously with

age. Women aged 20 are eight percentage points more likely to stop saving than an otherwise
similar worman aged 65.

Table 52: Impacts of demographics on the probability of stopping to save: BHPS 1991-2006

| All Men Women
Male 0039 (145)
Age 0018 (356) -0009 @ (119  -0026 (3.77)
Age2/100 0014 (264 0010 (17) . 0018 (252
In good health 0085 (297) -0086 @ (198 -0084 (219
Log-likelihood 20808 10617 12142
N observations 45087 21409 23678
N individuals 10322 4922 5400

Notes: Estimates from logit regressions with whether or not stops to save in the current year as the dependent variable. All models
also include income, financial capability, interest rates, marital status, household composition, education, housing, labour market
status of individual and other household members, region, year dummies and elapsed duration in not saving. Absolute ratio of
coefficient to standard error in brackets.

Figure 48: Estimated effect of age on the probability of stopping to save: BHPS 1991-2006
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The estimates in Table 52 also indicate that being in good health reduces the transition rate out
of saving for both men and women, and the sizes of the impacts are similar. In particular, men
and women in good health are about 8% less likely to stop saving than an otherwise similar
person not in good health.
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Marital status and household composition

Table 53 presents the estimated impacts of marital status and household composition on

the transition rate out of saving controlling for other observed individual and household
characteristics. These coefficients indicate that, for men, few household composition variables
have a statistically significant impact on this transition rate.

Table 53: Impacts of marital status and household composition on the probability of stopping

to save: BHPS 1991-2006

All Men Women
Marital status
Married . 0200 (267) | -0020 | (019) 0389 | (3.61)
Cohabiting 01383 (171)  -0009 | (009 0254 (2.30)
Widowed . -0037  (044) -0193 (115 0101 (0.96)
Divorced/separated 0048 (069) -0014 (013 0143  (1.48)
Number of children | | | | | |
One child . 01700  (273) 0235 (229! 0108  (1.34)
Two children 0162 (234 0161 (147) 0153 (1.66)
Three children 0245 (258 038 (@74 0128 (0.98)
Four or more children 0359 (215) 0414 (164 0356 (159
Household type
Single elderly 0040 (041 | 00151 (0.09) 0135  (1.11)
Couple no children 0004 (004 0132 (1.3 0043  (0.44)
Couple dep child 0019 (018 0142 (119 0040  (0.36)
Couple non-dep child 0013 (013 0195 (193 @ 0022 (.21
Lone parent 0153 (1.88) 0271 (257) 0218 (218)
2+ unrelated adults 0475 (407) -0556 (358 @ -0.255  (1.70)
Household size  -0011 (042 -0030 (089  -0010  (0.33)
Log-likelihood 20808 10617 12142
N observations 45087 21409 23678
N individuals 10322 4922 5400
Notes: Estimates from logit regressions with whether or not stops to save in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, education, housing, labour market status of individual
and other household members, region, year dummies and elapsed duration in not saving. Absolute ratio of coefficient to standard
error in brackets.

There is evidence that the transition rate out of saving is higher for men with than without
children — the coefficients are positive and either are, or are on the margins of being, statistically
significant. They indicate that a man with one child is 26% more likely than an otherwise similar
man with no children to stop saving. The sizes of the impacts generally increase with the
number of children, such that a man with three children is 47% more likely than a man with no
children to stop saving. Men living in a household with at least one other unrelated adult are
less likely than those in single non-elderly households to stop saving, by 43%, while being a
single parent increases the rate out of saving by 31%.

Married and cohabiting women are more likely than the single never married to stop saving. The
probability that married or cohabiting women stop saving are 48% and 29% higher than those
for women who are single never married. The numbers of children have a small impact for
women, which are not statistically significant. As for men, being a single parent increases the
transition rate out of saving, by 24%.
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Figure 49 illustrates the sizes of these effects. It shows for example that among men being a
single parent is associated with the highest probability of stopping to save (at 29%), while being
single elderly or divorced with no children is associated with the lowest (at 20% or less). Among
women, being married is associated with the highest transition rates out of saving (exceeding
25%) while, as for men, being divorced with no children or single elderly is associated with the
lowest.

Figure 49: Estimated effect of marital status and household composition on the probability of stopping

to save: BHPS 1991-2006
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Education

Table 54 presents the impact of education on transition rates out of saving. This indicates that
education level has relatively large and statistically significant effects for both men and women.
Men with A-Levels or the equivalent, a first degree or a higher degree are less likely than those
with no qualifications to stop saving, and the sizes of the effects are larger at higher qualification
levels. For example, men with a higher degree have a transition rate out of saving that is almost
half that of men with no qualifications, while that for men with a first degree is 17% lower and
that for men with A-Levels or equivalent is 16% lower. A similar pattern emerges for women.
The transition rate out of saving is 40% lower for a woman with a higher degree than for a
woman with no qualifications. The odds are similarly reduced by 25%, 17% and 11% for women
with a first degree, with other higher qualifications and with GCSEs or the equivalent compared
to those with no qualifications.

These effects are illustrated in Figure 50 which plots estimated transition rates out of saving
by qualification level, at the sample means. Men and women with a university degree have
an estimated transition rate out of saving of 20% compared with 25% for those with no
qualifications, holding other characteristics constant.
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Table 54: Impacts of education on the probability of stopping to save: BHPS 1991-2006

§ All Men Women
Higher degree - -0548 | (685 . -0.576 | (445 | -0451 | (3.27)
First degree ~ -0.253 | (459 -0189  (240) -0288 (3.68)
Other higher qual. 0139 | (331) -0066 (106 -0189 | (3.29)
A-Levels or equiv - 0147 1 (293) 0172 | (238 | -0105 |  (1.48
GCSE or equivalent . -0112 (256) | -0085: (1.26) | -0116 (199
Other qualification { -0.002 | (0.04) : -0.037 | (047): 0.038 (053
Log-likelihood 22808 -10617 12142
N observations 45087 21409 23678
N individuals 10322 4922 5400

Notes: Estimates from logit regressions with whether or not stops to save in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, marital status and household composition, housing,
labour market status of individual and other household members, region, year dummies and elapsed duration in not saving.
Absolute ratio of coefficient to standard error in brackets.

Figure 50: Estimated effect of education on the probability of stopping to save: BHPS 1991-2006
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Housing
Table 55 indicates that neither housing tenure nor house value have statistically significant
impacts on the probability of stopping to save.

Table 55: Impacts of housing variables on the probability of stopping to save: BHPS 1991-2006

| All Men Women
Own outright 0016 (019): 0083  (0.66) | -0103 &  (0.87)
Local authority tenant 0071 (075 0163 (116) | 0005 (0.04)
Private tenant 0039 (040) ! 0174 (122 -0063 |  (0.47)
House value/£100000 ~ -0022 (1149 -0014  (057) | -0029 (1.01)
Log-likelihood 22808 —10617 —12142
N observations 45087 21409 23678
N individuals 10322 4922 5400
Notes: Estimates from logit regressions with whether or not stops to save in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, marital status and household composition, education,
labour market status of individual and other household members, region, year dummies and elapsed duration in not saving.
Absolute ratio of coefficient to standard error in brackets.

Labour market variables

The results presented in Table 56 indicate that the labour market status of the individual has a
large impact on the transition rate out of saving for both men and women. Men in retirement
and other economic inactivity have significantly higher odds of stopping to save than those

in full-time employment — the estimated coefficients are positive and statistically significant.
Holding other characteristics constant, they are 22% more likely than an otherwise similar man
in full-time employment to stop saving. Furthermore, the results indicate that men employed in
seasonal or casual work or on a fixed term contract have transition rates out of saving that are
about 30% higher than that for a man in full-time permanent employment.

Table 56: Impacts of labour market variables on the probability of stopping to save: BHPS 1991-2006

POAL i Men | - Women

Part-time employee 0062 (146) -0118 (1029 . 0405 @  (2.09)
Self-employed 0146 (289) 013 (183 0154 (1.71)
Unemployed 0139 (142 018 (082) 0101 (0.79)
Retired 0281 416) 0201 (1.86) 0309 (3.50)
Inactive 0341 (740) 0499 | (251 0374  (6.25)
Seasonal/casual job 0093 (142 0262 (256) 0007 (0.08)
Fixed term contract 0154 (213 0234 (228 0109 (1.07)
Spouse employed 0013 (028) -0009 | (013  -0077  (1.03)
Number employed in hh 0026 (100) 0086 (2.27) -0022  (0.58)
Log-likelinood 02808 10617 | 12142

N observations 45087 21409 23678

N individuals 10322 4922 5400

Notes: Estimates from logit regressions with whether or not stops to save in the current year as the dependent variable. All models
also include income, financial capability, interest rates, gender, age, health, marital status and household composition, education,
housing tenure and house value, region, year dummies and elapsed duration in not saving. Absolute ratio of coefficient to standard
error in brackets.

Women who are retired or economically inactive are also more likely than those in full-time
employment to stop saving, as are those in part-time employment. The coefficients indicate
that retirement and economic inactivity increase the likelihood of a woman stopping to save by
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36% and 45% respectively. Being in part-time work increases the relative likelihood by 13%.
Therefore labour market status, and in particular being in retirement and economic inactivity,
significantly affects the odds of a person stopping to save.

Figure 51: Estimated effect of labour market status on the probability of stopping to save:

BHPS 1991-2006
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This is illustrated in Figure 51. Men and women in full-time employment are estimated to have a
transition rate out of saving of 21% at the sample means. This increases to 23% if unemployed,
holding other characteristics constant. The largest increases are associated with economic
inactivity and retirement, which increase the estimated transition rate out of saving to 24% for
men and to 27% for women, all else equal.

Summary

Multivariate models of the transition rate out of saving indicate that this transition rate falls as
people spend more time saving — evidence of negative duration dependence. Furthermore,
the transition rate out of savings is inversely related with people’s financial capability. A person
with relatively low financial capability is two percentage points more likely to stop saving than
an otherwise similar person with relatively high financial capability. This is similar in size to the
effect of educating a person with no qualifications to GCSE level, or moving a person from
unemployment into full-time work. The transition rate out of saving is also higher when interest
rates are higher, and for people with lower household incomes, who are young, not in good
health, who have no qualifications, and who are in retirement or economic inactivity.
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8.2.4 The amount saved per month

We next describe results from the models where the dependent variable is the amount of
money people save per month, deflated to January 2006 prices. We have taken the logs of the
amount saved to compress the distribution, which is standard in the literature on, for example,
estimating models of wages. These models are conditional on saving — and therefore people
who are not saving at a particular BHPS wave are excluded from the analysis. In these within-
group fixed effects models, a positive coefficient indicates that the variable is associated with
saving larger amounts per month, while a negative coefficient indicates that the variable is
associated with saving a smaller amount per month.

Financial variables and financial capability
In Table 57 we present the impact of the financial variables on the amount saved. This shows
that the amount saved is strongly associated with financial capability.

Table 57: Impacts of financial variables on the amount saved per month: BHPS 1991-2006

| All Men Women
Financial capability 0209 | (1855) 0212 | (1255 0205 @ (13.59)
Real monthly household income (£1000). 0162 . (23.43) 0183 . (1401) 0144  (15.38)
Income squared (£10000) 0068 (1509) -0081  (6.89)  -0.060 @ (10.50)
Income cubed (£100000) 0007 (1.30) 0009 (388 0006  (8.38)
Interest rate . —0031 | (140) -0028 @ (0.88)  -0.032 (1.06)
Interest rate and has mortgage 0003 (058 -0004 @ (048 0009 (118)
R-squared 01059 01243 01012
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the log of amount saved per month conditional on saving as the
dependent variable. All models also include age, health, marital status, household composition, education, housing, labour market
status of individual and other household members, region, and year dummies. Absolute ratio of coefficient to standard error in brackets.

The estimated coefficients are positive and statistically significant indicating that the amount
saved per month is higher for people with higher levels of financial capability, all else equal. The
sizes of the effects are similar for men and women — a one unit increase in financial capability
is associated with a 23% increase in the amount saved per month. Figure 52 plots the size of
the estimated effects of financial capability on the predicted amount saved per month. This
indicates that a person with relatively low financial capability (at the 20th percentile of the
distribution) is predicted to save £106 per month at the sample means. This compares with
£115 per month for an otherwise similar person with average financial capability and £119
per month for someone with relatively high financial capability (at the 80th percentile of the
distribution). Differences in the predicted amounts saved by position in the financial capability
distribution are slightly larger for men than women.

As expected, the amount saved per month is also strongly related to household income. In
particular, the amount saved per month increases with monthly household income, although
the significant coefficients on the squared and cubic terms indicate that this relationship is non-
linear. To illustrate the sizes of the income effects, in Figure 53 we plot the estimated amount
saved per month against monthly household income for men and women, at the sample
means. This shows that household income has a larger impact on the amount saved for men
than women — at any given level of income men save a larger amount, and the amount saved
increases with income by more for men than women. For example, at the sample means men
who receive a household income of £500 per month are predicted to save £76 per month.
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Women with the same household income are predicted to save £61 per month. The amounts
saved increase with income, such that a man with a household income of £3500 per month

is predicted to save £120 per month compared with £87 per month for women. An additional

£1000 per month increases the amount saved per month by about £15 for men, and by about
£10 for women, holding other characteristics constant.

Figure 52: Estimated effect of financial capability on the amount saved per month: BHPS 1991-2006
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Figure 53: Estimated effect of gross monthly household income on the amount saved per month:

BHPS 1991-2006
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Demographic characteristics

Table 58 presents the estimated effects of age and health status on the amount saved per
month. (These are within-group fixed effects regressions, and so we are unable to directly
estimate the impact of gender on amount saved.) The results suggest that the amount saved
per month is not associated with health. Age also has little statistically significant impact on

the amount saved per month for either men or women, although its square is statistically
significant for men. To illustrate the impact of age on the amount saved per month, Figure 54
plots the estimated amount saved per month by age. This shows quite different relationships

by gender. For women the relationship is almost linear, with the amount saved per month falling
monotonically with age. For men, however, the relationship is non-linear — the estimated amount
saved per month initially increases with age until the age of 28. After this age, the amount saved
per month falls monotonically with age. For both men and women, it is evident that, all else
equal, the youngest save the largest amounts per month.

Table 58: Impacts of age and health on the amount saved per month: BHPS 1991-2006

| All Men Women
Age . 0001 | (014 0018 (1200 -0010 | (072
Age2/100 . -0021 . (614 -0032 | (548)  -0010 | (179
In good health . 0016 (1.38) ) 0020 (114 0014 (0.90)
R-squared 0.1059 0.1243 01012
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the log of amount saved per month conditional on saving as the
dependent variable. All models also include income, financial capability, base interest rate, marital status, household composition,
education, housing, labour market status of individual and other household members, region, and year dummies. Absolute ratio of
coefficient to standard error in brackets.

Figure 54: Estimated effect of age on the amount saved per month: BHPS 1991-2006
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Marital status and household composition

Table 59 presents the estimated impacts of marital status and household composition

on the amount saved per month controlling for other observed individual and household
characteristics. These coefficients indicate that, for men, any marital status is associated with
saving less per month relative to being single never-married (although the coefficient on being
widowed is not statistically significant). In contrast, among women being a widow is associated
with saving more per month relative to being single never-married, while marriage, cohabitation
or divorce/separation has no statistically significant impact. The amount saved per month varies
little by the number of children for either men or women, although household type does have
an effect. For men, those in single elderly households or single parent households save larger
amounts than those in single non-elderly households while living in a couple with dependent
children or with unrelated adults is associated with saving lower amounts. Household structure
has smaller effects for women.

These effects are difficult to interpret, and so to illustrate them more clearly, Figure 55 plots
the estimated amounts saved per month for a range of household types by gender. This

figure shows that the amount saved per month varies considerably between household types.
Focusing initially on men, of the household types illustrated those in single parent households
with one dependent child are predicted to save the largest amounts per month all else equal
(about £195 per month) while the married with two dependent children are predicted to save
the smallest amounts (£109 per month). Single elderly women are predicted to save the largest
amounts per month (£132) holding all other characteristics constant, while the divorced with
no children save the smallest amounts (£85 per month). Married women (with or without
dependent children) are predicted to save between these amounts.

Table 59: Impacts of marital status and household composition on the amount saved per

month: BHPS 1991-2006

Al Men Women
Marital status
Married . -0100 | (275 -0197 | (379  -0.033  (0.63)
Cohabiting . -0063  (1.81)  -0147 = (296) | -001 |  (0.21)
Widowed 0038 (065 -0155 (154 0180 (2.40)
Divorced/separated 0132 (324 -0268 (441) | -0009 |  (047)
Number of children
One child . —0016 | (062 0 0020 (052 -0018 (052
Two children © -0002 (005 0004  (010) 0022 (0.55)
Three children 0049 (143 0046 (072 | 0083  (1.38)
Four or more children 0085 (099) -0079 (065 0273 @  (2.29)
Household type
Single elderly L 0M9 T (228 0 0214 (245 0071 @ (1.08)
Couple no children 0054 (176) 0052 (118 | 0078 (1.82)
Couple dependent child 0055 (1.56)  -0129 @ (253) 0001 @ (0.02)
Couple non-dependent child . 0022 (070) -0042 (095 ! 0087 @  (1.93)
Lone parent 0028 (081) 0124 (226) | -0.080 @  (1.75)
2+ unrelated adults 0159 | (341) | -0205  (323)  -0097 @ (1.42)
Household size  _0048 (434 -0047  (291) | -0045 (2.93)
R-squared 0.1059 0.1243 0.1012
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the log of amount saved per month conditional on saving as the
dependent variable. All models also include income, financial capability, base interest rate, age, health, education, housing, labour
market status of individual and other household members, region, and year dummies. Absolute ratio of coefficient to standard
error in brackets.
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Figure 55: Estimated effect of household composition on the amount saved per month:

BHPS 1991-2006
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Table 60 presents the impact of education on the amount saved per month. This indicates
that education level has relatively large and statistically significant effects for both men and
women. For example men holding qualifications equal to or higher than A-Levels save larger
amounts per month than those with no qualifications, all else equal. The sizes of these effects
are considerable — such that a man with a higher degree or first degree is estimated to save
65% more than an otherwise similar man with no qualifications. The relative impacts of having
other higher level qualifications or A-Levels or the equivalent are smaller. For women, having
a first or higher degree is also associated with saving larger amounts — holding one of these
qualifications is associated with saving between 50% and 60% more per month than an
otherwise similar woman with no qualifications. Therefore the more highly educated on average
save larger amounts per month than those with no qualifications, and the amounts saved on
average increase with the level of qualification achieved.

Table 60: Impacts of education on the amount saved per month: BHPS 1991-2006

| All Men Women
Higher degree 0494 (595 0482 (419 0471 (3.89)
First degree 0468 (751) 0511 (552 0408 (4.81)
Other higher qual. 0123 (245 0184 (251 0060  (0.87)
A-Levels or equiv 0191 (360) 0254 (332  0M2 (152
GCSE or equivalent . _0054 (103 0014 (019 & -0127 | (1.77)
Other qualification 0095 (144 0167 (168 0020 (0.22)
R-squared 01059 01243 01012
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the log of amount saved per month conditional on saving as the
dependent variable. All models also include income, financial capability, base interest rate, marital status, household composition,
age, health, housing, labour market status of individual and other household members, region, and year dummies. Absolute ratio
of coefficient to standard error in brackets.
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This is clearly illustrated in Figure 56. At the sample means, men educated to degree level are
predicted to save £176 per month, all else equal, compared with £106 per month for those
with no qualifications. This difference is smaller among women (£132 per month if educated to
degree level, compared with £88 per month if has no qualifications).

Figure 56: Estimated effect of education level on the amount saved per month: BHPS 1991-2006
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Table 61 indicates that both housing tenure and house value have statistically significant
impacts on the amount saved per month. For men, owning a home outright and being a local
authority tenant is associated with saving more per month than holding a mortgage — the
estimated coefficients are positive and statistically significant. However the relative sizes of
these impacts are quite small. Men owning their home outright are estimated to save 15% more
than those with a mortgage, while those in local authority tenancy save 20% more. Women
who have a mortgage are estimated to save the smallest amounts per month, all else equal.
Those owning their home outright or who rent their accommodation from their local authority
are estimated to save about 13% more than otherwise similar women with a mortgage, while
those in private rented accommodation save about 19% more. However, for women who are
owner-occupiers the amount saved per month is also associated with the value of the home -
each £100,000 on the value of their home is associated with saving about 3% more per month.
House value has no impact on the amount saved for men.

Figure 57 shows that, at the sample means, a man owning his home outright is predicted to
save £146 per month compared with £127 per month if he had a mortgage, £153 per month
if a social tenant, and £137 per month if a private tenant.” In contrast a woman homeowner
is predicted to save £105 per month compared with £93 per month for an otherwise similar
woman with a mortgage, £106 per month if a social tenant and £110 per month if a private
tenant.

°Remember that this definition of amount saved per month does not include mortgage repayments, which could be viewed as a form of saving.
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Table 61: Impacts of housing tenure and value on the amount saved per month: BHPS 1991-2006

All | Men | Women |
Own outright 0132 | (375 0136 (269 @ 0121 = (248)
Local authority tenant 0147 = (830)¢ 0181 (279 0130 = (213)
Private tenant 0126 | (1) 007 (127) 0172 . (3.07)
House value/£100000 0013 | (@21 0002 (033 0027 (3.09)
R-squared 0.1059 0.1243 ‘ 0.1012 :
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the log of amount saved per month conditional on saving as the
dependent variable. All models also include income, financial capability, base interest rate, marital status, household composition,
education, age, health, labour market status of individual and other household members, region, and year dummies. Absolute ratio
of coefficient to standard error in brackets.

Figure 57: Estimated effect of housing tenure on the amount saved per month: BHPS 1991-2006
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Labour market variables

The results presented in Table 62 indicate that the labour market status of both the individual and
other household members has a large impact on the amount saved per month, and this is true

for men and women. The estimates suggest that for men, those in employment tend to save the
highest amounts, while those in unemployment, retirement and economic inactivity save smaller
amounts, all else equal. The sizes of the coefficients indicate that men in part-time employment
save significantly smaller amounts than those in full-time work, by about 16%. However, the self-
employed save approximately 8% more than otherwise similar full-time employees, which may
reflect a more cautious approach to saving in light of the more uncertain income streams of the self-
employed. However the largest relative effects are found for non-employed men. Unemployment

is associated with saving approximately one half the amount of an otherwise similar full-time
employee, while retirement and economic inactivity are associated with saving between 35% and
40% less per month. Furthermore, the estimates for men suggest that non-permanent employment
is associated with saving larger amounts per month. As for the self-employed, this might reflect
economic planning among men who know that their employment position is more precarious.
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A similar pattern emerges for women. Women in full-time employment are estimated to save
the most per month while those out of work, and the unemployed in particular, are estimated
to save the least. The results show that a woman in part-time work is predicted to save about
18% less per month than an otherwise similar woman in full-time work while one in self-
employment saves about 15% less. As for men the largest effects are for women out of work —
unemployment is associated with saving about 38% less relative to full-time employment, while
retirement and economic inactivity are associated with saving about 31% less. In contrast to
men, working in a seasonal or casual job is associated with saving less per month.

Table 62: Impacts of labour market status on the amount saved per month: BHPS 1991-2006

| Al Men Women
Part-time employee . -0183 | (10.08) -0173 | (382  -0200  (9.50)
Self-employed 0015 (058 0076 (233 -0161 (3.87)
Unemployed . _0576  (1480) -0725 | (12.67)  -0480  (8.98)
Retired | —0414  (1434)  -0446 = (1017)  -0.403  (10.36)
Inactive . -0391 | (1857)  -0507 | (13.44)  -0363 @ (13.76)
Seasonal/casual job  -0036  (140) 0144 (352 -0148 (4.51)
Fixed term contract 0039 (141) 0096 | (2.46)  -0015  (0.38)
Spouse employed  -0020  (100) -0016 (173 0006 (019
Number employed in hh 0004 (039) -0019 (1.20) 0025 (171)
R-squared 01059 01243 01012
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the log of amount saved per month conditional on saving as the
dependent variable. All models also include income, financial capability, base interest rate, marital status, household composition,
education, housing, age, health, region, and year dummies. Absolute ratio of coefficient to standard error in brackets.

Figure 58: Estimated effect of employment status on the amount saved per month: BHPS 1991-2006
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These effects are clearly illustrated in Figure 58. Men in full-time work are predicted to save
£140 per month at the sample means, compared with less than £80 per month for an
otherwise similar man who is economically inactive or retired, and less than £70 per month for
a man who is unemployed. The pattern for women is similar, although the differences between
predicted amounts saved if in full-time work and not working are smaller.

Summary

Multivariate models of the amount saved per month indicate that people with higher financial
capability save more per month than those with lower financial capability. Someone with
relatively low financial capability is estimated to save £106 per month compared with £119
per month for an otherwise similar person with relatively high financial capability. This £13 per
month increase in savings is roughly equivalent to that associated with an increase in monthly
household income of £1000, but is considerably smaller than that between being in full-time
work and unemployment (£50 per month). The amount saved also increases with household
income and falls with age. Being more highly educated, not having a mortgage and in full-
time employment are associated with saving more per month, holding other characteristics
constant. In contrast factors associated with saving smaller amounts per month include having
no qualifications, having a mortgage and being unemployed, economically inactive or retired.

8.2.5 The proportion of household income saved per month

The final set of models use the proportion of gross household income saved per month as the
dependent variable. As with those for the amount saved per month described previously, these
models are conditional on saving — and therefore people who are not saving at a particular
BHPS wave are excluded from the analysis. In these within-group fixed effects models, the
dependent variable takes a value between zero and one and a positive coefficient indicates that
the variable is associated with saving a larger proportion of income per month, while a negative
coefficient indicates that the variable is associated with saving a smaller proportion per month.
As before, we discuss the impacts of variables by group, although models are estimated with all
variables included.

Financial variables and financial capability

In Table 63 we present the impact of the financial variables on the proportion of household
income saved per month. The results indicate that financial capability has a statistically
significant and positive impact on the proportion of income saved. Therefore people with higher
financial capability save a larger proportion of their household income, all else equal, and this
effect is found in all three specifications. The sizes of the coefficients indicate that a one unit
increase in financial capability increases the proportion of household income saved per month
by 1.2 percentage points, and that this effect is larger for men (1.4 percentage points) than
women (1.0 percentage points).

To illustrate the sizes of these effects Figure 59 plots the predicted proportions of household
income saved per month estimated at the sample means when people have relatively low

(at the 20th percentile of the distribution), average (at the 50th percentile) and relatively high
financial capability (at the 80th percentile). This highlights the fact that people with high financial
capability save the largest proportions of their incomes, all else equal. For example, a man with
relatively high financial capability is predicted to save 7% of his monthly household income,
compared with 6% for an otherwise similar man with relatively low financial capability. Among
women this difference is smaller, with a woman with relatively high financial capability predicted
to save 5.5% of their household income compared with 5% for an otherwise similar woman with
relatively low financial capability. These differences in the proportion of income saved between
people with high and low financial capability are considerably smaller than those in the raw
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data (see Table 37) which indicates that much of the relationship between financial capability
and the proportion of income saved is explained by other factors that jointly determine financial
capability and savings behaviour.

Table 63: Impacts of financial variables on the proportion of income saved per month:

BHPS 1991-2006

3 Al Men Women :
Financial capability 0012 (1302 0014 (@76 0010 (9.07)
Real monthly household income (£1000) ~ -0.018 = (3317) = -0.018 = (2571) -0.016 = (23.51)
Income squared (£10000) 0008 (2194 0019 | (1830) 0007 | (15.95)
Income cubed (£100000) 0001 (1719)  -0.003 | (1513) -0.001 @ (12.86)
Interest rate . -0006  (330)  -0.009 | (3.30) -0.002 |  (111)
Interest rate and has mortgage -0.001 (1.45) —-0.001 (1.39) -0.000 0.64)
R-squared 0.0865 01069 0.0847 |
N observations 45662 21688 23974
N individuals 10412 4974 5438

Notes: Estimates from within-group fixed effects regressions with the proportion of household income saved per month
conditional on saving as the dependent variable. All models also include age, health, marital status, household composition,
education, housing, labour market status of individual and other household members, region, and year dummies. Absolute ratio of
coefficient to standard error in brackets.

Figure 59: Estimated effect of financial capability on the proportion of household income saved

per month: BHPS 1991-2006
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The results in Table 63 also show that the proportion of income saved is inversely related to
the prevailing interest rate, although this is only evident for men. The estimated coefficient is
negative and statistically significant, indicating that a one percentage point increase in the base
interest rate is associated with a one percentage point reduction in the proportion of household
income saved. This may reflect the additional financial burden to those who are net borrowers
that an increase in interest rates incurs, although this effect is not more pronounced among
people with a mortgage.
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The proportion of household income saved is also significantly associated with household
income in both models. The coefficients on the income terms are negative and statistically
significant and suggest that people with higher household incomes save a lower proportion of
their income. However, the coefficients on the squared and cubic terms are also statistically
significant, indicating a non-linear relationship between income and proportion of income
saved. To illustrate the sizes of the income effects more clearly, in Figure 60 we plot the
proportion of income saved against monthly household income, estimated at the sample
means. This shows that the effect of income is quite similar for men and women — both men
and women save larger proportions of their income at lower income levels. However differences
between men and women are most pronounced at low income levels, where men save a
substantially larger proportion of their income than women. For example, when in receipt of

a household income of £500 per month, men are estimated to save more than 12% of their
income while women save 9%. This differential falls with income, such that when receiving an
income on £4500 per month, men save 4.3% while women save 3.5%.

Figure 60: Estimated effect of monthly household income on the proportion of household income saved

per month: BHPS 1991-2006
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Table 64 presents the estimated effects of age and health status on the proportion of income
saved per month. These effects suggest that health status has little effect on the proportion
of income saved. The coefficients on the age variable are also statistically insignificant,
although those on its square are significant. They suggest that older men and women save a
smaller proportion of their income. This is illustrated more clearly in Figure 61, which plots the
estimated effects of age on the proportion of household income saved. This suggests that age
has a similar impact for men and women. It also suggests that a man of 65 saves about five
percentage points less of his income than an otherwise similar man aged 20 (8.5% compared
with 3.5%). A similar differential emerges for women but at a lower level (7.5% at age 20
compared with 2.5% at age 65). The proportion of household income saved falls with age for
both men and women, but falls faster at older ages.
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Table 64: Impacts of age and health on the proportion of income saved per month: BHPS 1991-2006

| All Men Women
Age 0000 (044) | 0001 | (0.87)  -0.000 | (0.00)
Age?/100 . -0002 @ (6.24) | -0003 | (632  -0.001 | (3.37)
In good health . 0001 | (098 | 0003 (1.80) -0.000 | (0.27)
R-squared 0.0865 0.1069 0.0847
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the proportion of income saved per month conditional on
saving as the dependent variable. All models also include income, financial capability, base interest rate, marital status, household
composition, education, housing, labour market status of individual and other household members, region, and year dummies.
Absolute ratio of coefficient to standard error in brackets.

Figure 61: Estimated effect of age on the proportion of household income saved per month:

BHPS 1991-2006
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Marital status and household composition

Table 65 presents the estimated impacts of marital status and household type on the
proportion of income saved controlling for other observed characteristics. For men we find
marriage or cohabitation to be associated with saving one percentage point less of income,
while divorce or separation is associated with saving 1.8 percentage points less of household
income. Being divorced or separated reduces the proportion of household income saved by
one percentage point among women. The number of children has no impact on the proportion
of income saved for men or women. Some of the household type variables are also statistically
significant. Men and women in single elderly households save a significantly larger proportion of
their income (by 1.5 and 3.3 percentage points respectively), while for women being in couples
with dependent children and lone parents is associated with saving about one percentage
point less of income.
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saved per month: BHPS 1991-2006

All
Marital status

Married -0.006 212) |
Cohabiting ~0005 | (1.62)
Widowed 0007 | (1.50) |
Divorced/separated -0.014 (4.34) |
Number of children

One child -0.002 0.96) '
Two children ~0002 | (1.03)
Three children ~0002 | (0.45)
Four or more children 0.002 (0.24)
Household type

Single elderly 0026 | (6.26)
Couple no children -0.003 (1.25)
Couple dep child -0.008 (2.87)
Couple non-dep child 0005 | (215)
Lone parent -0.010 (3.70)
2+ unrelated adults 0022 (5.97)
Household size ~0002 | (2.45)
R-squared 0.0865

N observations 45662

N individuals 10412

Men

-0.011 |
-0.010
0.010
0018 |

-0.004
~0.004
~0.007 !
~0.008 |

0.015
~0.002 |
~0.006 |
~0.006 |
~0.003
~0.025 |
~0.002 |

0.1069
21688
4974

Table 65: Impacts of marital status and household composition on the proportion of income

Women
-0.004 (112
—0002 | (0.47)

0009  (1.55)
~0009 | (217)
0.000 = (017)
0000 | (0.02)
0004 | (0.95)
0009  (0.97)
0033 (6.87)
—0001 | (0.19)
~0007  (2.04)
~0002 | (0.58)
~0010 | (3.07)
~0015 | (2.89)
~0002 | (1.96)
0.0847
03974
5438

Notes: Estimates from within-group fixed effects regressions with the proportion of household income saved per month
conditional on saving as the dependent variable. All models also include income, financial capability, base interest rate, age,
health, education, housing, labour market status of individual and other household members, region, and year dummies. Absolute

ratio of coefficient to standard error in brackets.

Figure 62: Estimated effect of household type on the proportion of household income saved per month:

BHPS 1991-2006
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To get a clearer idea of the association between household type and the proportion of income
saved, Figure 62 illustrates the predicted proportion of income saved for some household types
calculated at the sample means. Among both men and women it is the single elderly that are
predicted to save the largest proportion of their incomes (about 10%). In contrast it is those in
couple households with dependent children that are predicted to save the smallest proportions
of their income (between 4% and 6%).

Education

Table 66 presents the impact of education on the proportion of household income saved. This
indicates that education level has relatively little effect on the proportion of income saved (in
contrast to the amount saved described earlier). As with the amount saved, men with higher
qualifications save a larger proportion of their income than those with no qualifications — having
a degree is associated with saving a proportion of income some two percentage points higher
than an otherwise similar man with no qualifications.

Table 66: Impacts of education on the proportion of saved per month: BHPS 1991-2006

| All | Men Women
Higher degree 0015 (223 0016 (157) 0014  (1.58)
First degree 0012 (239) 0023 (285 0004  (057)
Other higher qual. 0004 (108 0011 (178  -0002 (0.31)
A-Levels or equiv 0004 (097) 0009 (143  -0001 (0.25)
GCSE or equivalent 0004 (084 0002 (025 -0.008 (1.56)
Other qualification 0005 (0.87) 0008  (0.87) -0016  (2.41)
R-squared 0.0865 01069 0.0847
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the proportion of income saved per month conditional on
saving as the dependent variable. All models also include income, financial capability, base interest rate, marital status, household
composition, age, health, housing, labour market status of individual and other household members, region, and year dummies.
Absolute ratio of coefficient to standard error in brackets.

Figure 63: Estimated effect of household type on the proportion of household income saved per month:

BHPS 1991-2006
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For women, however, being highly qualified is not associated with saving a higher proportion
of household income. In fact education has almost no effect for women — with the exception
that women with qualifications below GCSE level save a proportion of their income that is
1.6 percentage points lower than those with no qualifications, holding other characteristics
constant. Figure 63 illustrates this clearly. At sample means, a man with a university degree
is predicted to save 8% of his household income, compared with 6% for a similarly educated
woman. This proportion declines such that an otherwise similar man or woman with no
qualifications is predicted to save less than 6% of their household income.

Housing

Table 67 indicates that housing tenure and house value are associated with the proportion of
income saved. In particular, for men local authority tenants save 1.4 percentage points more

of their household income than home-owners with a mortgage, although house value has no
impact. Among women, it is private tenants that save the largest proportion of their household
income, all else equal — saving a proportion that is 1.7 percentage points higher than home-
owners with a mortgage. This is illustrated graphically in Figure 64 which shows that at the
sample means, men who are social tenants are predicted to save almost 8% of their household
income while those with a mortgage are predicted to save the lowest proportion (6.3%). Among
women, private tenants are predicted to save the largest proportion of their income (6.7%) while
mortgage holders save the least (5%).

Table 67: Impacts of housing tenure and value on the proportion of income saved per month:

BHPS 1991-2006

Model [1]: income-adjusted index All | Men | Women

Own outright 0006 | (204 i 0007 (155 | 0005 | (1.30)
Local authority tenant 0.007 = (205 0014 | (246) | 0002  (0.50)
Private tenant 0012 (@61 0005 (104 | 0017 @  (4.03
House value/£100000 . 0003 (694 0001 | (1.01) 0006 | (9.06)
R-squared 0.0865 0.1069 0.0847

N observations 45662 21688 23974

N individuals 10412 4974 5438

Notes: Estimates from within-group fixed effects regressions with the proportion of income saved per month conditional on

saving as the dependent variable. All models also include income, financial capability, base interest rate, marital status, household

composition, education, age, health, labour market status of individual and other household members, region, and year dummies.

Absolute ratio of coefficient to standard error in brackets.

Table 67 indicates that the value of the house also has a statistically significant impact on the
proportion of income saved for women who are home-owners. Each £100,000 on the value
of the home increases the proportion of income saved by 0.6 percentage points. (This would
suggest that a woman owning a home worth £300,000 would save a proportion of income
similar to that for an otherwise similar woman who was a private tenant.)
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Figure 64: Estimated effect of housing tenure on the proportion of household income saved per month:

BHPS 1991-2006
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Labour market variables

The results presented in Table 68 indicate that the labour market status of the individual and
other household members have statistically significant associations with the proportion of
household income saved. The estimated coefficients indicate that, holding other characteristics
constant, a self-employed man saves a proportion of income that is 1.8 percentage points
higher than that of an otherwise similar man in full-time employment.

Table 68: Impacts of labour market status on the proportion of income saved per month: BHPS 1991-2006

| Al Men Women
Part-time employee 0004 (302 -0006 (162 -0.005 &  (3.29)
Self-employed 0013 (655 0018 (651) 0000 (0.02)
Unemployed 0009 (288 -0015  (310) -0.008 @  (1.99)
Retired 0010 @413 -0017 (462 -0007 (252
Inactive 0006 (338 -0012 (360) -0.005 (273
Seasonal/casual job 0001 (027) 0011 (303 -0006  (2.39)
Fixed term contract 0003 (154 0006 (1.80) | 0002 |  (0.57)
Spouse employed 0006 (388 -0007 (323)  -0.004 (179
Number employed in hh 0001 | (141 0002 (127) 0001 (1.2
R-squared 0.0865 01069 0.0847
N observations 45662 21688 23974
N individuals 10412 4974 5438
Notes: Estimates from within-group fixed effects regressions with the proportion of income saved per month conditional on
saving as the dependent variable. All models also include income, financial capability, base interest rate, marital status, household
composition, education, housing, age, health, region, and year dummies. Absolute ratio of coefficient to standard error in brackets.

Men in non-permanent employment also save a larger proportion of their income than those in
permanent jobs, by 1.1 percentage points. Men in unemployment, retirement and inactivity save
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a lower proportion of their household income, by between 1.2 and 1.7 percentage points, while
men with an employed wife also save a lower proportion of their income. The impacts of labour
market status are generally smaller for women than men. Women in part-time employment save
a proportion of their income that is 0.5 percentage points smaller than that saved by women in
full-time work, while unemployed and retired women save a proportion that is 0.8 percentage
points smaller. Working in a seasonal or casual job and being economically inactive reduce the
proportion of income saved by an amount similar to being in part-time employment.

Figure 65 illustrates the relative sizes of these effects, estimated at the sample means. It
shows that men in full-time employment are predicted to save 6.8% of their household
income, compared with about 5% if in unemployment or retirement. These differences are less
pronounced among women, who at sample means are predicted to save 5.6% of their income
if in full-time employment compared with about 5% if not employed.

Figure 65: Estimated effect of labour market status on the proportion of household income saved per

month: BHPS 1991-2006
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Summary

Multivariate models of the proportion of household income saved per month indicate that
people with higher financial capability save a larger proportion of their income than those with
lower financial capability. Someone with low financial capability is estimated to save up to
one percentage point less of their income than an otherwise similar person with high financial
capability. This effect is approximately similar in size to reducing a person’s household income
by £500 per month while unemployment is associated with saving one percentage point less
income relative to full-time employment. The proportion of income saved per month also falls
with age, is lower for the married with children than the single, for those in unemployment,
retirement or economic inactivity than the full-time employed, and for those with no
qualifications relative to those with a university degree.
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The aim of this project is to investigate the complex relationships between saving behaviour,
household income and financial capability in Britain, and to establish which characteristics of
individuals and the households in which they live are most associated with saving patterns.

We model individuals’ savings processes — the incidence of saving, the level of saving, and the
transition rates into and out of saving — as functions of a wide range of individual and household
characteristics, together with an individual-level index of financial capability, using appropriate
descriptive and multivariate statistical techniques.

Using individual-level data from the first sixteen waves of the British Household Panel Survey
(BHPS), covering years 1991-2006, we find that people with the highest incidence of saving
tend to be aged between 25 and 54, married or single never-married, with non-dependent
children, in good health, with higher education, have a mortgage, in full-time work and with
relatively high household income. In contrast, people with the lowest incidence of saving are
on average older (aged 65 or older), widowed or divorced, lone parents, have no qualifications
living in local authority housing, are unemployed or economically inactive, and with relatively
low household income. In terms of amount saved per month conditional on saving, we find
that it is the middle aged (between 35 and 54 years old), the single non-elderly with high level
qualifications in full-time or self-employment who own their home outright and have relatively
high income levels that tend to save the highest amounts. In contrast those aged below 25 and
above 65 who are widowed or lone parents, in poor health with no qualifications, local authority
tenants who are unemployed or economically inactive with low household income save the
lowest amounts on average. However, it is the young (aged below 25), couples with non-
dependent children with a mortgage, and the unemployed and economically inactive who save
the lowest proportion of their household income, while those aged 55 or above, the widowed,
with high level qualifications who are self-employed or retired, own their home outright and with
relatively low incomes that save the highest proportion of their household income.

Analysis also reveals positive correlations between financial capability and saving behaviour.
Higher financial capability is associated with a higher savings incidence and saving a larger
amount per month and proportion of income per month. Furthermore increases in financial
capability are associated with a higher probability of saving and with increases in the amount
and proportion of income saved. This descriptive evidence is supported by estimates from
multivariate models.

Estimates indicate that the probability of saving is higher for the more financially capable (but

at a decreasing rate), those in good health, and with higher levels of education. A person with
average financially capability is 17% more likely to be saving than an otherwise similar individual
with low financial capability. This is broadly equivalent in size to increasing a person’s household
income by £1000 per month. In comparison being unemployed reduces the probability of
saving by 73% compared to being in full-time employment. Someone with high financial
capability also has a higher transition rate into saving — 15.5% compared with 13.5% for
someone with low financial capability. Therefore moving an individual up the financial capability
distribution from relatively low to relatively high financial capability increases their chances of
starting to save by two percentage points. This is comparable to educating a person with no
qualifications to GCSE level, increasing their household income by £1000 per month, or giving
an unemployed person a full-time job. Furthermore, the transition rate out of savings is inversely
related with people’s financial capability. A person with relatively low financial capability is two
percentage points more likely to stop saving than an otherwise similar person with relatively
high financial capability. This is similar in size to the effect of educating a person with no
qualifications to GCSE level, or moving a person from unemployment into full-time work.
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Someone with relatively low financial capability is estimated to save £106 per month compared
with £119 per month for an otherwise similar person with relatively high financial capability. This
£13 per month increase in savings is roughly equivalent to that associated with an increase in
monthly household income of £1000, but is considerably smaller than that between being in
full-time work and unemployment (£50 per month). In terms of the proportion of income saved,
someone with low financial capability is estimated to save up to one percentage point less

of their income than an otherwise similar person with high financial capability. This effect is
approximately similar in size to reducing a person’s household income by £500 per month while
unemployment is associated with saving one percentage point less income relative to full-time
employment.

The results from our analysis lead us to conclude that financial capability has a large impact on
people’s saving behaviour, over and above that of their household income and independent of
their individual and household characteristics. This suggests that improving people’s financial
management skills would have substantial impacts on their propensity to save, transition rates
into and out of saving, and on the amount and proportion of income saved per month. Linking
this with previous research which establishes strong associations between financial capability
and psychological health, our findings indicate that programmes that promote financial
capability among consumers will have lasting beneficial effects for the population.
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Table A1: Summary of financial capability by whether saves

Whether saves from current income Income-unadjusted financial capability
Yes 0.169
No -0.095

Notes: See text for how indices of financial capability defined. All differences by whether saves statistically significant at the 5% level.

Table A2: Saving behaviour by income-unadjusted financial capability: BHPS 1991-2006

Year Average
1991 1 1996 = 2001 . 2006
Saves from current income

Most financially capable . 0611 0555 0560 0537  0551*
Second quintile 0488 0475 0422 0409 0457

Middle quintile 0288 0249 0220 0202 0250

Fourth quintie 0396 0407 0363 0399 0395

Least financially capable 0184 0168 0187 | 0172 | 0188

N 8506 8010 7531 6958 122102

Amount saved conditional on saving

Most financially capable . 21589 | 23333 | 24328 @ 27360  244.25*
Second quintile 13814 | 14103 | 14237 14732 140.21

Middle quintile 7289 8006 11247 8719 86.03

Fourth quintile 14787 | 13648 17510 17125 | 16219

Least financially capable 8172 8440 9174 10269 @ 91.96

Proportion saved conditional on saving

Most financially capable . 0072 0076 0071 0080  0.076*
Second quintile 0055 0056 0054 0052 0054

Middle quintile 0035 0044 0052 0037 0042

Fourth quintile . 0061 0055 0061 0061 0061

Least financially capable 0036 0039 0041 0045 0042

N 3202 3140 3007 2671 48249

Notes: Weighted using cross-sectional weights. Table reads, for example, that in 1991 61.1% of adults in the most financially
capable quintile of the income-unadjusted index of financial incapability saved from their current income, compared to 18.4% of
those in least financially capable quintile. ‘Average’ shows data pooled from waves 1 to 16. * indicates that the average scores by
household type category over the sample period are significantly different at the 5% level. Income deflated to January 2006 prices.
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Table A3: Mean changes in saving behaviour by changes in income-unadjusted financial

capability: BHPS 1991-2006

=1 t Change N
Sample average
Saves from current income 0.400 | 0.399 -0.001 | 96907
Conditional amount saved 183.21 | 191.30 8.09 | 27958
Conditional proportion saved 0.061 0.063 0.002 27958
Financial capability increased
Saves from current income 0.321 0.391 | 0.070 30240
Conditional amount saved 138.47 | 165.22 | 2675 7267
Conditional proportion saved 0.053 0.059 | 0.006 | 7267
Financial capability fell
Saves from current income 0.401 0.328 -0.073 27585
Conditional amount saved 17135 | 149.46 | 2189 | 6837
Conditional proportion saved 0.060 ' 0.057 ~0.004 | 6837
Notes: Table reads, for example, that individuals in households that experienced an increase in their financial capability between
two consecutive years on average experienced an increase in their propensity to save from their current income from 0.321 to
0.391. Amount saved and gross monthly household income deflated to January 2006 prices.
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