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The problem area

The financial behaviour of households has become a vital research issue for social sciences relatively recently. At the beginning of the twentieth century the saving behaviour of households became an important factor, both direct and indirect, for national capital investments. It happened mostly because of an increase in the amount of financial resources of households and an expansion in a variety of ways in which they might be utilised. In Britain, both the increasing of household real money incomes, and the development of new financial tools of capital accumulation for small investors, contributed to the emergence of the new structure of personal finances and the growth of total wealth in households at the close of the XIX century, as well as increases in life expectancy. The first research on pawn broking and building societies took place in the 1870s. The Post Office savings Bank opened for business in 1861 to provide a safe repository for working class savings. Industrial insurance companies began to expand in the same decade (Johnson 1985: 7). Financial behaviour of households became an important issue. As Katona (Katona, 1975) pointed out later, the decisions of individuals to save or to spend their money in the XX century started collectively influencing the economy, since personal savings had comprised a significant source of investment funds. Consequently, economic theory became deeply interested in understanding the saving behaviour of households. 

Nowadays private savings are brought to the centre of the debates on economic and social policies for a number of reasons, in addition to the problems of encouraging home investments and economic growth, consumption and savings decisions of households are important for elaborating policies against poverty, as well as for designing new pension policy schemes. For contemporary economic policy, private savings are considered to be the crucial issue of domestic investments since savings and investments are positively correlated all over the world. Even though the direction of the causal relationship is a point at issue and it is not yet clear whether private savings produce domestic investments or the other way round - investments encourages savings, the study of the financial behaviour of households lies at the basis of the economic policy measures of encouraging investments. Social policy has an interest in household saving behaviour while struggling against poverty because personal savings can function as a safety fund for the households experiencing negative income shocks. Currently, the importance of understanding household’s saving behaviour has risen with the breakdown of a ‘pay-as-you-go’ pension schemes, and the development of a system of private and funded pensions. All these reasons contribute to the increasing importance of explanations concerning saving behaviour of ordinary people. 

Macroeconomists were the first researchers to offer an explanation for the saving behaviour of households. In the mid 50s, after an initial approaching period to this question
, Modigliani, Ando, and Brumberg set up the Life Cycle Hypothesis (LCH) and Friedman elaborated the Permanent Income Hypothesis (PIH) pointing at a strategy of consumption smoothing which is employed by a forward-looking rational agent, whose consumption and saving decisions are taken as a part of an intertemporal decision process. A strategy of consumption smoothing means that a household protect their consumption from the effects of the income shocks by savings when incomes are abnormally high and by dissavings when incomes are abnormally low. Nowadays these models, as before, continue to be regarded as the prevalent way of thinking about household savings in market economies.   
Consumption smoothing behaviour in economic theory is assumed to be universally rational, that means that the same models are considered to be valid for an explanation of personal savings in developing and transition countries as well. However, in contrast to this assumption, empirical work, which has been focused on the stylized facts concerning the households’ saving behaviour in transition countries, indicates the tendencies conflicting with both theoretical grounds and saving patterns in the affluent industrialized countries. Instead of hump savings, the puzzling U-shape forms of savings-age profiles were revealed (Gregory at al., 1999; Denizer and Wolf, 1998). It was fund that neither total consumption nor its two main components are completely insured from income shocks (Skoufias, 2003). In particular in Russia, data
 show that the majority of Russian households in all age groups do not engage in money saving, negative or positive, at all, which implies that either they do not smooth consumption, or they do not use financial savings as an instrument for its smoothing. 

As a result, one can conclude that in transition economies the data seem to contradict the basic assumption of both neoclassical economic models of consumption smoothing (PIH and LCH).

The main purpose of the study 

The main goal of this study is to reveal and explain the patterns of saving behaviour of Russian households as well as to find out if models of consumption smoothing can be used for understanding consumption and saving decisions of households in Russia. The understanding of the saving behaviour of Russian households is an important issue both in theory and for policy. It is an important theoretical question whether neoclassical economic models can be considered as a universal framework which could be used to understand household saving behaviour in the transition countries as well as in the countries with well established market economies. For transition economies, investigating patterns of private household savings is important in many aspects. First and foremost, because the division of income into consumption and savings concerns one of the most fundamental household decisions which influences most other decisions. Furthermore, it is also a relevant social policy issue. The question which is relevant to social policy in Russia is whether individuals approaching the retirement age are able to provide resources for their retirement in spite of the U-shaped saving-age profile, as well as if they are able to accumulate resources to make their end meet in hard times of economic upheavals.

The methodology of the research

The research is accomplished in the tradition of economic sociology adopting ideas of multiple rationalities to the research of saving behaviour and the idea of rationality as a product of specific social conditions rather than as an inherent psychological attribute of human beings.   

The study is based on the methodology of triangulation. We are looking for the quantitative regularities using secondary data from all-Russian surveys, the primary survey data collected in four Russian cities as well as for the qualitative interpretations revealed from individual focused interviews with Muscovites which were collected for this study.

This study uses the following sources of data
:

· the Russian Longitudinal Monitoring Survey (RLMS), 1994-2002 (10,000 individuals living in 4,000 households).

· the Monitoring Survey of Economic and Social Changes, VCIOM, VCIOM-Levada Centre
, (1993-2005, 1500 individuals in each survey)

· two surveys
 carried out in four Russian towns representing different types of regions in the European part of Russia, (750 individuals in March 1998 and 1000 individuals in March 1999)

· face-to-face focused interviews with Muscovites from the upper income bracket (33 individuals, 2004)
 

The main logic of the study

In the first chapter I make a statement regarding the relationship between economic and sociological approaches to studying a human behaviour. I go along with the idea that the subject of economics and sociology nowadays is no longer different. I argue that these two academic disciplines try to study and explain the same thing which is a human behaviour. They are based on different methodologies, e.g. different assumptions about the nature of the phenomena and the ways of getting knowledge about it. Methodological differences make researchers approach studying human behaviour differently. Even though economics and sociology have been hostile to each other for a long time, nowadays they are less and less perceived to be mutually exclusive. As Swedberg has pointed out that ‘while many economic sociologists were hostile to economics in the 1980s, it has gradually come to be understood that economics is a multifaceted science and that it also contains some ideas that are of relevance to economic sociology’ (Swedberg,  2004: 7). Although they have not been jointly used very often they are beginning to be of a great interest to each other especially in developing theories and generating research hypotheses. 

In the second chapter I turn to collating the theoretical ideas regarding the saving behaviour of households which have been developed in economic theory. Even though my research is empirically driven, it is not inductive in such a way that I start doing analysis by setting up a theory to be used in the empirical research later on. That is why the second chapter is centred on the development of theories of saving and consumption behaviour that have been worked out in economics. I refer to the neoclassical models of Franco Modigliani and Milton Friedman as a baseline. Then, I follow the papers in which these models were tested against data collected in the different countries all over the world. I review the discussion about the fact that in many cases private consumption tends to be more sensitive to current disposable income than is consistent with the permanent income hypothesis, and I look for different theoretical ideas which could help to explain the revealed excessive sensitivity of consumption to income. I come to the conclusion that there is a lack of sociological explanations in the literature, despite the fact that sociology is potentially able to contribute in substantial ways to the theory of consumption and savings. 

The third chapter is the most important section of the theoretical part of the thesis since it deals with the explicit elaboration of possible sociological contribution to economic theory of consumption and savings. I focus my attention on the sociological concept of strategy which in my mind can be successfully applied to the problem of household consumption and savings. I introduce the notion of a ‘saving strategy’ in order to place an emphasis on the idea that consumption smoothing in different social contexts can be implemented by using different tools.  The main attention is paid to the concepts of cultural and social capital which had been developed by Pierre Bourdieu and James Coleman, as well as to different types of economies developed by Jonathan Gershuny and Ray Pahl.

Sociology can contribute to economic theories of consumption by developing the idea of Permanent Income Hypothesis/Life Cycle Hypotheses that savings cannot be explained by current income alone. If consumption decisions are taken by households in order to maximise utility over time, taking into account the amount of overall wealth of a decision unit, the estimation of that overall wealth becomes crucial. In standard economic models it is commonly accepted to refer to human and non-human wealth as an approximation of the amount of the overall resources. However, households, in different social contexts may perceive the total amount of resources differently. For example, in the periods of uncertainty, fragility of financial institutions and systemic risk, they can consider their network ties and personal contacts as well as different personal skills
 to be potential or actual means for raising funds in difficult times. That is why social and cultural capital may accompany or even substitute for financial and human capital in the process of consumption smoothing. Social networking or ‘investing’ into the embodied skills which may help to earn money in difficult economic circumstances may begin to be considered more attractive than saving money with the help of financial tools, such as bank deposits or securities, which are external to individual and at risk to decrease in value. The ‘investing’ strategies are put in inverted commas because social and cultural capitals are not created by money savings, e.g. spending money in a way which postpones consumption for the future. On the contrary, they are rather accumulated during the actual consumption. That means that activities in which people are used to being engaged in as a part of their everyday consumption increase their earning capacity in hard times of systemic crises, and are used to derive income in order to keep the marginal utility of consumption constant. That is why, in spite of the facts of excessive sensitivity of consumption to incomes, a strategy of consumption smoothing does not disappear. Social capital is also used for consumption smoothing. Even though people invest into networks which are external to them, the machinery of accumulation of social capital is quite different from the economic one and networks are not as objectified as financial assets. When uncertainty and fragility of financial system is reduced, people again tend to ensure their consumption by financial savings. 

The main idea of my thesis may be illustrated with a simple diagram such as:
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Conventional economic theory actively engages with decisions along axis 1, while sociology focuses attention specifically along axes 2 and 3. This is a subject well understood by economic anthropologists as well (e.g. Mauss 1954). The rapid change and instability of Russian society makes it a very promising subject for study in this context.  

The rest of the thesis is devoted to the assembling and evaluation of the evidence to examine the theory and to consider it against other plausible alternatives. 

Chapter four is needed in order to give an overall picture of the main trends in macro and micro statistics of incomes and savings of households in Russia over the latest decade (1995-2005), as well as the main trends in the developing of the banking system in Russia. I conclude that savings behaviour of households in the 2000s has changed compared to the 1990s. Then I discus why did it happen: whether the growth of incomes or the increase of confidence in banking system encourages households to save more than before. I bring the case of the ‘credibility gap’ in summer 2004 to argue for the importance of confidence issue. And finally I write about the recent tendencies in consumer lending and credit cards market in order to argue that before 2005 Russian households had less possibilities to borrow since they had no case to take bank credits.

In the fifth chapter the availability of appropriate data on household savings in Russia is discussed in order to dispel the suspicion that excessive sensitivity of consumption which is revealed in the analysis of data of Russian Longitudinal Monitoring Study can be artificially constructed due to its survey methodology. Empirical studies of saving behaviour of Russian households in the latest decade are reviewed in order to provide evidence that the lack of savings is a phenomenon of behaviour of households rather than an artefact of data collecting procedures. 
Lack of personal savings in Russia which is revealed on the basis of household surveys can be explained by lack of trust to financial institutions created in the first half of the 1990s. In Soviet period the majority of households did have savings and in spite of the fact that the value of household assets depreciated in 1991-1992 people continued to put aside money when it was possible, mainly in cash US dollars as a cover against inflation.  They enthusiastically started to place their money in commercial banks in 1994-1995 when banks offered high-interest deposits. However, high rates of return turned out to be at most fraudulent practices of banks which operations were based on Ponzi schemes. After the collapse of these banks and the depreciation of purchasing power of US dollars in 1995 households were put at a loss since there were no more funds for small-scale investors left which were worthwhile. The August crisis of 1998 contributed to the formation of distrust to banking system since the majority of large Russian commercial banks collapsed and walked out on their clients.
In chapter six I show that there is an evidence for the consumption smoothing behaviour of Russian households. I describe the influence of the financial crisis in August 1998 on consumption and savings of households, as well as on the shape of the banking industry.  Then on the basis of survey data I show that even though the majority of households do not save, their behaviour during the economic crash in August 1998 in reaction to the negative income shock was consistent with the model of consumption smoothing. I conclude that the low level of incomes fails to explain why smoothing is not revealed on an everyday basis. 

The chapter seven shows that non-saving behaviour of Russian households seems to be even more puzzling since households do not save for their retirement in a situation when the majority of them do not think that their future state pensions will be sufficient to ensure an acceptable living standard. On the basis of VCIOM data I show that Russians do not count on financial strategies of savings for retirement. The majority of people instead of assets accumulation plan to keep working after they will reach the retirement age and if they will be unable to find a paid job they will resort to self-production or will get help from their children. These results are in line with my earlier argument that consumption smoothing may be realised with different kind of resources. When it becomes insecure to save money in bank deposits or securities, individuals may resort to using their human and social capital in order to earn money under difficult economic circumstances. 

In the final chapter I provide qualitative empirical evidence that financial savings results from the lack of trust in financial institutions and high uncertainty about the future prospects of financial system as a whole. The interview data suggests that at the time of interviewing, almost all financial instruments, including cash roubles and cash dollars, were considered to be subject to political risks of different kinds. A high level of distrust for all commercial credit companies which attract private savings results from the obscurity of their financial activities, ambiguity of the state policies towards them, and the absence of performing legislative protection against fraud. The interesting result is that people do not trust the market itself not the particular agents which operate on it. Almost all Russian private banks, not to mention investment funds, are considered to be under the risk of law enforcement investigations, and the criteria which authorities use to launch them are rather political than juridical. Accompanied by the lack of legislative measures which can protect the savings of small investors in case of licence withdrawing or bankruptcy, the risk of law enforcement investigation makes people think of bank deposits as if they are speculative rather than saving transactions. 

The only exceptions to this attitude towards banks are Sberbank and daughter branches of foreign banks which have recently opened their retail services in Moscow. These banks are considered not to be risky by most people. Sberbank as the biggest and the only state bank is very unlikely to be involved in money laundering activities. The same is true for the big, well-known, foreign banks. However, a high level of safety in these banks on the other hand results in their low profitability. When interest rates remain far behind the price rise savings do not make sense.   

In the presence of low impersonal trust in financial institutions, investments into one’s own business or in the business of his or her friends, seems to be an alternative solution to a difficulty of savings for those who have this kind of opportunity. If one has no friends in business, or they do not need credits, the second best decision is to spend money on consumption, improving the quality of his/her life. Buying real estate objects is also safe and profitable and the real estate market forecasts seem to be positive. 

Hence, I conclude that the main problem of private savings can be defined as the lack of trust in financial institutions and financial tools which are offered to private investors by financial companies. When choosing the form of assets, people give preference to instruments about which one can get insider information using his or her personal contacts. The insider information is used not to get more money rather to protect him or herself from loosing money because of fraud or bankruptcy. Decisions on the basis of any public source of information (advertisements or financial analytics) are made when personal contacts are exhausted or absent. In this case the choice is made between short-term risky holdings and consumption, improving of the quality of life.  The last option seems to be more attractive since people keep control over their money. The lack of impersonal trust in financial institutions makes long-term financial savings for retirement impossible. That is why in life-cycle terms pensioners may compensate the loss of incomes by continuing to work after retirement or through sharing incomes in an extended family. 

I conclude that the underlying reason of why private savings in Russia in 1995-2005 deviated from the predictions of neoclassical economic models is the specificity of its institutional context. The basic obstacle keeping investors in the circle of personal contacts comes from the lack of trust in the desire and the ability of the state to enforce the implementation of contracts and to protect savers from financial fraud.
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� The history of economic theory of consumption and savings starts with the work of Irving Fisher (Fisher, 1930), John M Keynes (Keynes, 1936) and early cross-section and time series estimates of saving functions (Brady, 1956)
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� Data of Russian Longitudinal Monitoring Study (RLMS)





� More detailed information on the data sources will be given in the empirical chapters of the thesis (Ch.4-7)
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