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Motivation

Numerous studies focus on the relationship between liquidity
constraints and saving (Leland, 1968; Jappelli, 1990; Xu, 1995).

Xu (1995) finds that liquidity constraints have a significant effect on
household consumption and saving behavior.
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Contribution

This paper:

Examines the role that credit constraints play in the saving decisions
of households by focusing on a well-defined set of reasons for saving.

Classifies saving motives as (1) precautionary saving (liquidity), (2)
saving to finance investments, and (3) saving for retirement.

Utilizes probit regressions using cross-sectional data from the Survey
of Consumer Finances (SCF) to examine the effect of credit
constraints on constrained and discouraged households’ saving
behavior.

Employs quantile regression to estimate how credit constraints affect
household wealth at different levels.
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Theoretical Elements

Jappelli (1990) defines an agent as credit-constrained if:

C ∗ − Y − A(1 + r) > D

Which is equivalent to S∗ < Y − C ∗ ⇐⇒ C < C ∗ ⇐⇒ S < S∗

An agent is credit-unconstrained if:
S∗ = Y − C ∗ ⇐⇒ C= C∗ ⇐⇒ S= S∗
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Assumptions

1 The interest rates are very low.

2 Credit constraints exogenously affect households’ saving decisions.
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Hypotheses

1 Credit constraints move cyclically with precautionary saving (liquidity)
motive and counter cyclically with saving to finance investment
motive for constrained households.

2 Credit constraints negatively affect the wealth of constrained
households.
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Data

We use cross-sectional data from the 2016 Survey of Consumer
Finances (SCF).

We classify discouraged and constrained households.

By discouraged households, we refer to households that perceive a
high probability of loan denials, while constrained households are
those whose credit applications are denied by financial institutions.
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Descriptive Statics

Table 1: Constrained, Discouraged & Unconstrained Households

(1) (2) (3)
Households Observations Mean Standard Deviation

Constrained 2,975 .095 .29
Discouraged 2,741 .088 .28
Unconstrained 25,524 .82 .39

Total 31,240

Source: the data is downloaded from 2016 survey of Consumer Finances. Total number of respondents is 31,240
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Descriptive Statics

Table 2: Reasons for Saving

(1) (2) (3)
Group of Households Constrained Discouraged Unconstrained

Can not Save .5 .44 .71
Education 10.95 11.64 6.29
Family 7.29 11.27 6.38
Home 7.93 6.09 2.91
Purchase 13.45 13.6 9.53
Retirement 24.74 18.75 36.24
Liquidity/Future 32.3 35.24 35.08
Investment 2.7 2.96 1.82
No Particular Reason .17 0 1.02

Total 2975 2741 25524

This table reports the motivation of households in 2016 survey of Consumer Finances data to save
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Why Households are Constrained

Table 3: Reasons Why Households’ Applications were Rejected or
Discouraged to Apply for a Loan

(1) (2)
Reasons Rejected Applicants Discouraged Applicants

Marital Status 0 .18
Age .168 .18
Race 0 .18
Other Personal Characteristics .37 .18
No Credit History 14.55 7.7
Credit Score 30.29 29.73
Credit Report 18.76 14.63
Not Enough assets 3.23 2.33
Amount of Debt .6 9.16
Credit References 20.74 0
Other Credit characteristics .71 .91
Bad Credit 7.13 10.07
Time in Job .67 .55

Observations 31240 31240
2016 Survey of Consumer Finances.
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Why Households are Constrained

Table 3: Reasons Why Households’ Applications were Rejected or
Discouraged to Apply for a Loan-Cont

(1) (2)
Reasons Rejected Applicants Discouraged Applicants

Type of Job .168 .36
Unemployed .77 .55
Not Enough Income 12.07 8.43
Source of Income .168 .73
Financial Characteristics .50 0
Not A member of Credit Union 0 .36
Previous Experience 0 4.93
Strict Lending Requirements .77 .36
The Loan is not eligible 0 .18
Discrimination 0 .18
Inconvenient 0 .40

2016 Survey of Consumer Finances.
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Why Households are Constrained

Table 3: Reasons Why Households’ Applications were Rejected or
Discouraged to Apply for a Loan-Cont

(1) (2)
Reasons Rejected Applicants Discouraged Applicants

Other .87 1.28
Not approved for a Loan purpose .57 0
Low Credit supply .71 0
Interest rate 0 .36
Error in credit report .94 .36
Characteristics of Collateral .73 0
No Reasons 2.89 0

Observations 2975 2741
2016 Survey of Consumer Finances.

Maryam Aljahani (FIU) Florida International University January 3-5, 2021 12 / 21



Why do Constrained & Discouraged Households Save?

To classify saving motives for households, we apply the following
probit model:

Si = α0 + α1Crediti + α2Xi + α3FRi + εi

.

Si is a dummy variable indicating household saving decisions.

Crediti is a dummy variable that indicates that a household’s loan
request was rejected by a lender.

Xi represents demographic variables such as gender, age, race,
number of children and marital status.

FRi is a dummy variable indicating financially risk-averse households.

εi is an error term.
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Why do Constrained & Discouraged Households Save?
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Effect of Credit Constraints on Constrained & Discouraged
Households Wealth

We utilize quantile regression to examine the effect of credit constraints on
the wealth of constrained and discouraged households.

Wi = δ0 + δ1Crediti + δ2Xi + εi

Wi refers to wealth, which is the financial assets that are expressed in
logarithm in this model.

δ0 is the constant term.

Crediti is a dummy variable that indicates that a household’s loan
request was rejected by a lender.

Xi represents demographic variables and εi is an error term.
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Effect of Credit Constraints on Constrained & Discouraged
Households Wealth

Following Amemiya (1982), to address potential endogeneity issue, we
apply the Two-Stage Least Absolute Deviations (2SLAD) estimator. We
utilize the credit score (CS) as an instrumental variable in this model as
follows:

Crediti = π0 + π1CSi + π2Xi + υi

Then, we plug the estimated Crediti into the quantile model to estimate
the effect of credit constrained on wealth of constrained and discouraged
households as follow:

Wi = δ0 + δ1Ĉrediti + δ2Xi + εi
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Effect of Credit Constraints on Constrained & Discouraged
Households Wealth
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Effect of Credit Constraints on Constrained & Discouraged
Households Wealth
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Effect of Credit Constraints on Constrained & Discouraged
Households Wealth
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Discussions

Constrained households are less likely to save for retirement and for
precautionary saving (liquidity) purposes.

Discouraged households are more likely to save for precautionary
saving (liquidity) purpose and less likely to save for investment
purpose.

The gap between the targeted and actual saving level negatively
affects the ability of constrained households to accumulate wealth.

The results of this study indicate that researchers should account for
credit constraints when modeling household saving behavior.
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