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L2 2 32 Abstract L2222

Why are there such large differences in saving rates across countries?
Since many proposed economic explanations have been only partially successful
when confronted with the data, economists have reluctantly pald lip service
to the possibility of cultural effects on savings: 1individuals in each
country may have different tastes for savings.

The purpose of this paper is to test the existence of cultural effects
explicitly by comparing the saving patterns of immigrants across countries of
origin and/or with native borns. For example, if the saving patterns of
Japanese immigrants in the U.S. are significantly different from others after
considering other economic factors such as income, education, immigration
year, etc., it can be regarded as evidence for the cultural effects.

From the cross section data taken from the 1982 and 1886 Survey of
Family Expenditures in Canada, we find that the saving patterns of immigrants
in Canada are not dissimilar across countries of origin. From the 1980-85
Consumer Expenditure Survey in the U.S., we find that the saving rate of
Asians is not different from that of Whites, whereas Blacks save more than
Whites within comparable classes. Supplementing Hayashi’s macro evidence that
the savings rate gap between Japan and the U.S. is a statistical illusion due
to different accounting method, our findings provide micro evidence against
the existence of cultural effects on savings.



I. Introduction

For most of the post World War period, the American savings rate has
been considered low by international standards. During the 1970’s, the
average net national savings rate in the U.S. (8.0 percent) was only 53
percent of that in the OECD countries in Europe (15.1 percent) and 31 percent
of that in Japan (25.5 percent). Why are there such large differences in
aggregate savings rate across countries?

Many explanations have been proposed. To name a few, differences in
economic growth rate, social security system, tax incentives, and land and
housing prices have been part of the answer. Recently, however, Hayashi
(1988, 1989) has convincingly demonstrated that much of the savings rate gap
between Japan and the U.S. is a statistical illusion arising due to
conceptual differences in national income accounting; using the U.S.
definition which treats all types of government expenditure as consumption
and values depreciation at replacement cost, the adjusted national savings
rate of Japan was not extraordinarily high by international standards except
for the high growth period of 1865-75. Hayashi's finding is crucial since it
reduces the magnitude of the measured savings rate gap, making it more likely
that economic factors alone, and not cultural factors, are capable of
explaining the cross-country differences. If the resort to cultural factors
is indeed necessary to explain such an important economic variable as the
savings rate differential, economists could not expect to learn much from
cross-country comparison. It is no wonder that economists have reluctantly
paid lip service to the possibility that individuals in each country may have
different tastes for savings: "If all else fails, there is a cultural

explanation. The Japanese are simply different. I refuse to comment on this



explanation." (Hayashi, 1986)

The purpose of this paper is to explicitly examine empirical evidence
for cultural effects by comparing the saving patterns of native borns and
immigrants (across countries of origin) in Canada and the U.S.1 For example,
if the saving patterns of Japanese immigrants and others in the U.S. are
significantly different after considering other economic factors such as
income, immigration year, etc., it can be regarded as evidence for cultural
effects since our samples share the same institutional circumstances.2 This
methodology is free from the trouble due to conceptual differences in
accounting or the choice of the savings rate, which plague international
comparisons based on national data.3 However, we should admit that this
methodology is not free from an adverse selection bias: The very act of

immigration might imply that immigrants are “different” from those who do not

1 Our definition of cultural effect may be confusing to some readers. For
clarity, think of a Korean immigrant to the U.S. who changes his consumption
pattern by imitating yuppie style of life. One could argue that this is the
cultural effect of America on the immigrant. Whereas, we will say in this
paper there is no permanent (Korean) cultural effect on him or cultural
effect is temporary. On the other hand, our definition of cultural effect is
not so broad as the concept implied in the following statement: If one
society has a higher capital gains tax and thereby lower savings than the
other, the difference should be regarded as reflecting cultural factors; The
choice of a tax system must be influenced by the society’s cultural
background by voting etc.

2 This methodology is widely used in epidemiology to examine ethnic

differences in disease patterns. For example, Hughes, Lun and Yeo (1990)
reports that Indians have higher mortality from Ischaemic heart disease than
Chinese and Malays in Singapore. In economics, Kumcu (1989) studies a similar
jdea by comparing the different saving behavior of Turkish "guest workers" in
Germany to native residents of Germany and Turkey.

3 For example, since the relative importance of incorporated businesses

differs among countries, if households can see through the corporate veil,
the international comparison of personal (household) saving may be
misleading.



immigrate. Additionally, immigration policy itself might lend bias since it
might be concentrated towards admission of certain types of individuals.

Our analysis is greatly limited by the available data. To examine the
evidence for cultural effects, one needs information not only on individual
savings rates but also on individual countries of origin. Unfortunately,
there seems to be no suitable data set covering both pieces of information.
The Consumer Expenditure Survey (CES henceforth) in the U.S. and The Survey
of Family Expenditures (SFE henceforth) in Canada have reasonable data for
consumption expenditures and income, but countries of origins are grouped. In
the SFE in Canada, they are categorized as (1) Canada, (2) North and West
Europe (with USA), (3) South and East Europe, (4) China and South-East Asia,
(5) Other Asia, and (6) Others. In The CES in the U.S., relevant information
is the following race code: (1) Whites, (2) Blacks, (3) Asians, (4) American
Indians, and (5) Others. On the other hand, despite the broad categorization,
the bulk of immigrants within the Asian groups in both data sets come from
relatively few countries so that sufficient homogeneity obtains at least
within those groups. (see the discussion in section II.) Keeping this limited
power of the data in mind, this paper examines whether the saving patterns
among these categories are different: If one believes that cultural factors
are unimportant in an economic decision such as savings, saving patterns
should not be significantly different across ethnic origins or races.

From the cross sectional data taken from the 1882 and 1986 SFE in
Canada, we find that the saving patterns of immigrants in Canada are not
different across countries of origin after controlling for their duration of
residence as well as other characteristics. There is some evidence that,

independently of their origin, new immigrants save less than Canadian borns,



and that this immigratidn effect is temporary. From the cross sectional data
taken from The CES in the U.S. (1980-1985), we also find that the savings
rate of Asians is not different from that of Whites, whereas Blacks save more
than Whites within comparable income classes. Together with Canadian
evidence, the finding that newly immigrated Asians, rather than Blacks, show
similar saving behavior with Whites suggests that differences in tastes are
nat a major reason for saving rate differentials. However, nothing in our
finding denies possible cultural effects on other behavior. For example, we
find that Asian immigrants spend proportionally more on education and there
are more international marriage couples in the North and West European group
in the SFE.

The rest of the paper is organized as follows. Section II describes the
data sets and discusses the relative homogeneity of countries in each
category. Section III presents the evidence from The CES (1980-1985) in the
U.S. The evidence from The SFE (1986) in Canada is presented in section IV.
As a related issue, the differences in wealth holding across races and ethnic
origins are discussed in section V. Section VI contains brief concluding

remarks.

II. Data

The CES in the U.S. and The SFE in Canada provide detailed information
on consumption expenditures, selective assets, income, and demographic
characteristics. In order to yield enough Asian cases, we pooled the CES data

for the years from 1980 to 1985.4 The Canadian data come from the 1882 and

4 All nominal figures in each month are deflated by the relevant component



1986 SFE in Canada.

As mentioned in the introduction, the CES has race codes for (1) Whites,
(2) Blacks, (3) Asians, (4) American Indians, and (5) Others. Since the CES
does not report information on immigration histories, the second or the later
generation of Asian immigrants can not be distinguished, and the analysis
with the CES has certain limitations: Even though regressions might show the
different saving pattern of Asians from those of other races, it might be due
to immigration effects instead of cultural effects considering that most of
Asians are recently immigrated. The SFE in Canada has a more suitable
categorization for our analysis. First, jt divides countries of birth into
six groups: (1) Canada, (2) North and West Europe (with UsA), (3) South and
East Europe, (4) China and South-East Asia, (5) Other Asia, and (8) Others.
In China and South East Asia group, only six countries are included: China,
Taiwan, Hong Kong, Japan, Korea, and Vietnam. Other Asia includes Philippines
and South Asian countries (mostly India).5 The SFE also contains the
information on immigrant arrival year. Therefore, after controlling for the
duration of residence, cultural effects can be separated from immigration
effects by comparing the saving patterns of immigrants across countries of
origin.

Despite the broad categorization in each data set, the bulk of
immigrants within Asian groups in both data sets come from relatively few

countries so that sufficient homogeneity obtains at least within those

of the nonseasonally adjusted monthly CPI index.

5 The children of immigrants, if they were born in Canada, are listed as
Canadians. Since an immigrant is defined as a permanent resident of Canada
who does not have a Canadian citizenship by birth, the sample does not
include temporary residents who might have different saving objectives.



groups. Among the six countries in the China and S.E. Asia group in the SFE,
Taiwanese and people from Hong kong are mainly of chinese origin. With
Koreans, Japanese, and Vietnamese, they constituted 5.5 percent of the total
immigrant population in Canada in 1986, and the majority of them are recent
immigrants.6 According to 1980 U.S. Census, 92 percent of the U.S. Asian
population are immigrants from one of the following six countries: Japan (20
%), China (23 %), Philippines (22 %), Korea (10 %), India (10 %), and Vietnam
(7 %).

In order to check whether the Asians as a group have a higher saving
rate than the others, Table 1 presents figures on gross national saving rates
for the countries from which large proportion of immigrants in the micro data
sets came. Using the data in Summers and Heston (1988), the national savings
rate is calculated as the proportion of Gross Domestic Product minus private
and government consumption expenditures over Gross Domestic Pr'oduct.7 The
reported figures are the average rates for the period from 1870 to 1885. The
second column reports the ratio of each country’s GDP per capita (measured in
1980 relative international prices) to the U.S. GDP.

Using the proportions in the 1880 U.S. population as weights, the
weighted savings rate of Asian countries in table 1 is 26.0 percent, which is

higher than that of the U.S. but not much higher than the Canadian rate, 23.5

6 In Canada, the proportion of immigrants in the population has remained at

16 percent since 1951, but recent immigrants are much less likely to be born
in Europe. Before 1961, 87 percent were from Europe, 3 percent from Asia, and
7 percent from the U.S. In the group of recent immigrants during 1981 to
1988, 43 percent came from Asia, 29 percent from Europe and 7 percent from
the U.S. (White (1986), p39, Ethnic Diversity in Canada)

7 < . .

In calculating savings rate, we used GDP, consumption, and government
consumption series valued in countries’ own domestic prices rather than in
a common set of international prices.



percent. One may be tembted to conclude that Asians as a group do not have a
different savings pattern from that of Canadians. However, we think that the
simple comparison of aggregate savings rate across countries is misleading,
Judging from the enormous GDP gap in the second column. What one should look
at is the residuals after controlling for the other economic factors such as
growth rate of income, dependency rates, etc.

In the first regression in table 1, average saving rates of 16 European
countries, the U.S. and 6 Asian countries during 1870 to 1985 are regressed
on the ratio of each country’s GDP per capita to the U.S. GDP per capita, the
average growth rate of real GDP per capita, and an Asian country dummy. In
the second regression, instead of using average values, a fixed (Asian
country) effect model is estimated with panel data. In both regressions,
positive coefficient of asian dummies indicate that asians as a group have a
higher saving rate after controlling for growth and relative income, despite
the broad categorization.

However, we do not think this approach is fruitful or could provide
conclusive evidence for cultural effects. Despite econometric issues such as
omitted variables, a revese causation running from saving to growth, etc.,
this approach is based on national data and is not free from the problem
which Hayashi pointed out -- conceptual differences in accounting.8 Instead
of pursuing this macro line of approach further, we will adopt an alternative

approach which is based on micro data from a single country and, therefore,

8 Also, with national data, it is not clear what variables should be in a

regression. For example, even the effect of income growth on saving rate is
ambiguous depending on relative magnitude of intra-generation income growth
(slope of age-earning profile), intergenerational growth, and population
structure.



free from the above accounting problem. Regardless of the national savings
rate differentials, our strategy of comparing the savings pattern of
immigrants is a superior methodology for testing cultural effects: if a small
savings rate differential across countries in macro data implies
insignificant cultural effects, the savings patterns of immigrants from these
countries would not be different in micro data.

In sum, for our micro approach to be meaningful, countries in each
category need to have homogeneous cultural backgrounds, but are not required
to have similar aggregate savings rate. A thorough investigation of what
constitutes cultural backgrounds seems to be more in the realm of sociology
than economics. But, however the term is defined in sociology, we would not
be wide off the mark in assuming homogeneous cultural backgrounds among the

six countries in the China and South East Asia category.

1II. The Consumer Expenditure Survey in the U.S., 1880-85.

Our sample consists of 15618 households, 13297 of whom are Whites, 1808
are Blacks, 448 are Asians, 66 are American Indians after the following
exclusions: Observations are deleted if the household was part of the survey
for less than six month, if the household is a mixed race couple, if the age
of the head is less than 20 or greater than 70, if the reported after tax
jncome is less than 2,000 or greater than 150,000 dollars, and if housing
tenure is student housing. All dollar values are expressed in terms of 1983
dollars.

For each household, expenditures (approximately 500 narrow categories in
the CES) are grouped into three broad categories of services, non-durables,

and durables following the definitions used in Mace (1988). Income is defined



as after tax income exéluding deductions for social security. Savings are
defined in two ways, depending on whether durable expenditures are included
in savings or not.9 Compared with the detailed information on consumption
expenditures, the information on wealth in the CES is limited. Our measure of
wealth consists of threé components: financial assets which are reported in
the CES, housing equity, and pension wealth. Equity in housing and pension
wealth are calculated using the information on housing values and pension
payments based on the assumptions similar to those in Skinner (1985).10

Some sample means are reported in table 2. The average income of Blacks
is only 70 percent of that of Whites. The average savings rate of Blacks is
the lowest, not surprisingly, considering their lower income and wealth.

Asians’ savings rate is lower than Whites’ even though their average income

is 5 percent higher.11 On average, table 2 shows that Blacks have only S50

Housing rents and mortgage interest payments are treated as consumption.
For homeowners without mortgage payments, we imputed implicit rents to income
as well as consumption. The paper reports the results without this
imputation, since it did not change the conclusions. Weil (1889) discusses
the problem of using mortgage interest payments as a measure of housing
consumption for homeowners.

10 Following Skinner (1985), we assume that homeowners younger than 31 have 20

percent equity in the house. From age 31, equity is assumed to grow linearly
until age 65, at which point 100 percent equity is assumed. (In our data,
among homeowners who are paying mortgages, only 3 percent are above 65.)
Pension wealth is estimated in the following way. If the individual is still
working, social security and pension wealth is estimated by assuming that it
is the accumulated payment from age 20 to the family head’s current age at
2.3 percent (in U.S.A.) and 2.5 percent (in Canada) interest rate. If the
individual is retired, the present value of pension wealth is calculated by
assuming that the current receipts would continue until age 85, and
discounting at the same rates. Maximum component is used if the households
both received and paid into a pension plan or social security. For the
canadian data where the immigration arrival year is available, social
security and pension wealth are the accumulated payment from the arrival
year.

11 The reported average saving rates include durable expenditures which are



percent of the wealth éccumulation of Whites whereas Asians have 18 percent
more wealth than Whites. This Black-White wealth ratio seems too high
compared with the ratios (20 percent) found in other previous studies
(Terrell (1967), Blau and Graham (1990), Smith (1967)). It may be due to an
underreporting tendency in survey data on financial assets, especially on
stocks, which are mostly held by Whites.12 To examine this point, table 2
reports “"financial assets (II)" which is the capitalized value of interest
income and dividend income by six month T bill rate and dividend yields rate
respectively. The large gap between "financial assets (I)", which is a
reported value, and "financial assets (II)" confirms a underreporting
tendency. However, the Black-White wealth ratio is still 40 percent. This
large difference casts doubt on the quality of our wealth measure, even after
considering the different coverage of samples and assets between previous
studies and ours. More discussion on the wealth variable will be postponed to
section \v’.1:3 Before the regression analysis, figure 1 shows how savings
rate of each race changes for seven income classes.14 In each of the seven

classes, Blacks save more than Whites, but the saving rate differentials

among Asians, Whites, and American Indians do not have a consistent pattern.

about one sixth of total expenditures.

12 For an evidence of underreporting, refer to Ferber (1966) and Ferber
et.al. (1969).

13 One interesting statistic is educational expenses. Note that the fraction

of educational expenses in income of Asians is twice as much as those of
Whites and Blacks. However, these figures are not adjusted by the number of
children and, therefore, a simple comparison can be misleading. After
controlling for the number of children and other household characteristics in
the regression, we finds that asians spend significantly more on education
than the others.

14 The seven classes are: 2,000 - 10,000, 10,000 - 20,000, 20,000 - 30,000,
30,000 - 40,000, 40,000 - 50,000, 50,000 - 60,000, above 60,000 dollars.
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The surprising finding that Blacks save more than Whites within comparable
income classes was recognized a long time ago (Mendershausen(1940), Brady and
Friedman (1947), Klein and Mooney (1953)) and played an important role in the
development of consumption theories. In his "relative income" theory of
consumption, Duesenberry (1949) argued that Blacks with a given level of
income would rank higher in the income distribution of Black communities,
and, therefore, have less demonstration pressure on consumption; To Friedman
(1957), the black-white differential implies that Blacks have lower
“permanent income" at the same measured income; According to Tobin (1951),
the differential is due to the larger dissaving among Whites: Blacks do not
save more; Whites merely dissave more since Blacks have smaller financial
resources other than income so that they are less able to dissave as
frequently or as much as Whites.

Though our focus is not to test each theory, we can evaluate Tobin’'s
argument by stratifying our sample into savers and dissavers. Figure 2 and 3
plot savings rate among savers and dissavers, respectively. Our evidence is
against Tobin. Even among savers, Blacks save more than Whites consistently.15
Still, we do not find any consistent saving rate differentials among the
other races. Figure 3 of dissavers suggests that Tobin’s argument does not

apply to Asians.16

15 Galeson (1972) found the opposite results from the 1960-61 Survey of
Consumer Expenditures. We think the difference comes from the fact that she
measures savings from the reported value of changes in assets and

liabilities, which is generally less reliable.

16 To keep the sample more homogeneous, we further divided household types

into married-couple families, families headed by single males or females, and
one person households. Similar conclusions hold except the difficulties due
to the small number of observations in Asian groups.
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We now turn to eéonometrics. A structural approach which explicitly
specifies the source of cultural effects {for examples, differences in time
preference, bequest motives, etc.) would be desirable, but not feasible given
the limit of data availability. Instead we have to revert to old fashioned
econometric specification of a saving function. While we cannot think of a
structural interpretation, we control for characteristics of households such
as income, wealth, age, dependency rate, education, location, occupation
etc., and examine whether unexplained residuals in saving (or saving rate)
regressions can be attributed to race dummy variables. The first problem of
this approach is that there may be too many uncontrolled variables to warrant
the conclusion that race alone is responsible for unexplained residuals.
Second, as Friedman (1957) pointed out, if permanent income is correlated
with race, regression with current income instead of permanent income will
bias the coefficients of race dummies. Though we cannot correct much of the
first problem, we get around the second problem by constructing permanent
income and transitory income by running income (or earning) r‘egressions.17
Following Blau and Graham (1990), permanent income is set to predicted income
evaluated at age equal to 40. Transitory income is defined as the difference
between current income and predicted income evaluated at the actual age.
Marginal propensity to save from transitory income is expected to be higher

than that from permanent income in the saving regressions.

17 In the income (or earning) regressions, the explanatory variables include

age, age squared, education, occupation, location, sex of the head, marriage,
and race.

18 One may object the use of a single equation for all races. The

coefficients of independent variables other than race dummies may not be the
same. In fact, with stratified samples, a Chow test rejects the null
hypothesis that Blacks and Whites have the same coefficients. This suggests

12



The regression resuits are presented in Table 3. We run two stage Aitken
estimation to correct the heteroscedasticity problem in the regressions. The
OLS results are qualitatively similar. The image they give is similar to that
given in figure 1. Both savings and saving rate regressions show a
significant positive coefficient on a Black dummy and insignificant
coefficients on Asians and American Indians dummies. The argument that the
coefficient of Asians is bilased downward if Asians have higher permanent
income than Whites does not seem to be a plausible explanation for this
finding: When measured income is regressed on other characteristics including
dummy variables for race, Asians as well as Blacks and American Indians have
negative signs, implying that the unmeasured portion of permanent income of
Asians is lower, not higher, than those of Whites.19 In the third and the
fourth columns, the regressions with permanent and transitory Ilncome are
reported. As expected, the marginal propensity to save from transitory income

is higher than that from permanent income, and, if there is any saving rate

differential, the evidence is that Blacks save more and Asians save less than

that we should estimate separate equations and employ a standard
means-coefficients analysis. (Blinder (1873), Birnbaum and Weston (1974))
However, in means-coefficients analysis, the reason for different
coefficients is not explicit. Since our focus is not to estimate effect of a
certain variable, we prefer to use dummy variables which capture the weighted
average of race effects from all independent variables in a single equation.
Also, a means - coefficients analysis would not be powerful considering the
limited number of Asian observations.

18 The conjecture that Asians may have a stronger precautionary savings
motive does not seem to be a plausible explanation either. Occupational
dummies are included in the regressions to control for income risk. Moreover,
as shown in section V, Asians hold more assets relative to labor income than
whites, and precautionary savings of Asians must be smaller, if they exist,
within a comparable income risk group. See Zeldes (1989) for the implication
of asset holdings for precautionary savings.

13



Whites contrary to our prior conjecture.zo The comparison between the third
and the fourth regression, which excludes durable expenditures from savings,
suggests that Whites spend relatively more on durables than Asians or
Blacks.21

Interpreting the above results as implying no cultural effects seems
premature. Most Asians are recently immigrated. The temporary surge of
consumption in the initial stage of immigration may have offset a possible

positive cultural effect. This motivates the investigation of the Canadian

SFE which has information on immigrant arrival years.

IV. The Survey of Family Expenditures in Canada, 1986.

The canadian sample consists of 15458 households. Among them, 13789 are
Canadian-borns, 742 are North and Western Europeans, 557 are South and East
Europeans, 192 are Chinese and South-East Asians, and 178 are Other Asians,
after the following exclusions: Observations are deleted if there is missing
variable, if the household is a mixed group couple, if the age of the head is
less than 20 or greater than 65, and if the reported after tax income is less
than 3,000 or greater than 150,000 Canadian dollars. All dollar values are
expressed in terms of 1986 Canadian dollars. The wealth variable is

calculated in the same way as in the CES with two modifications. First, the

20 Our measure of permanent income is a'generated regressor and t-statistics
are biased upward.(Pagan(1984)) Correcting this bias would make the race
effect even more insignificant.

21 Lawrence Summers suggested that we test the view that Asians spend more on
education which should be treated as savings. We found that it is true that
Asians spend significantly more on education with the CES as well as the SFE
data. However, treating educational expenses as savings did not change our
regression results: the Asian dummy is insignificantly negative.

14



financial asset variable 1s the capitalized value of the income from
jnvestment since financial asset holdings are not directly reported. Second,
the pension wealth variable includes only the accumulated payments at 2.5
percent interest rate from age 20 to the family head’s current age. For
immigrants, it is the accumulated payments since the immigration arrival
year'.22 A few sample means are reported in table 4.

The weighted average income of immigrant families is 8 percent higher
than natives’ average income. Based on the 1971 and 1981 Canadian censuses,
Bloom and Gunderson (1988) found that the relatively higher income of
immigrants is the result of a small to moderate assimilation effect:
immigrants make low entry wages relative to “comparable" natives, but they
overtake native earnings within roughly 13 to 22 years after entry into
Ca.na.da.z:3 Note the large differences in duration of residence among
immigrants: the average duration of South East Asians is only 46 percent of
that of North and West Eur'opeans.24

Figure 4 shows savings rate differentials across countries of birth

after controlling for income. Figure 5 plots average savings rate among

22 In SFE data, the Canada/Quebec Pension Plan and other government
retirement pensions benefits are reported together with unemployment
insurance, income from other government transfer programs and other money
income. If we treat this total amount as pension benefits, the calculated
present value of benefits almost doubles our measure of pension wealth. In
order to avoid this overestimation, we exclude households over age 65 since
they are likely to receive most of the pension benefits, and calculate
pension wealth as the accumulated value of payments only.

23 For theoretical reasoning and estimates of the immigrant assimilation
effect, see Chiswick (1878), Borjas (1882), and Bloom and Gunderson (1989).

24 Interestingly, the N.W. Europe sample has relatively more mixed group
marriages. The exclusion of these mixed group couples explains the low
percentage of married couple in N.W. Europe sample. It should also be noted
that the China and S.E. Asia group spends proportionally more on education.

15



savers. The small number of observations for South East Asians and Other
Asians makes it hard to divide them into more refined groups, such as savers
vs. dissavers, as the erratic movements in the savings rate in the figures
jndicate. However, the impression is that the saving rate differentials among
immigrants do not show a consistent pattern in figure 4 and 5.

Using the information on duration of residence, we now estimate the
following regression:

4
S1 =a+b X1 +j§1(¢xj + l3j Dx) RU te,

where S1 is savings or savings rate of household i, Xi is a vector of
household characteristics, le is a dummy variable for country of birth of
group Jj, and Di denotes the duration of residence for household i. We can
regard the coefficient aj as the sum of "immigration effects at the time of
entry (Io)“ and "cultural effects at the time of entry (coj).“25 By the
immigration effect (Io), we mean the immigration related effect on savings
which is common across all immigrants. The portion which is country-of-birth
specific is called the cultural effect (coJ). The coefficient BJ captures the
assimilation speed of these two effects. If cultural effects and/or
immigration effects are washed out gradually, the coefficients aj will have a
different sign from the coefficients BJ. The implied magnitude —ocj/BJ will
denote the crossover period for full assimilation.

A non-zero aj implies a different saving pattern of the immigrant group

j from that of native borns, but it may be either because of an immigration

effect or a cultural effect at the time of entry. Since the immigration

25 Although not reported in table 5, we also estimated equations with
non-linear effects from Dj, but they did not change the qualitative results.
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effect is common acr-osé groups, the cultural effect can be identified by
examing differences of ocj’s across immigrant groups. If a cultural effect
does not exist but an immigration effect does, “5 will be non-zero but the
same across immigrant groups.

The message in Table 5 is similar to that given in Figure 4. In the
first column, a savings regression without controlling for the duration of
residence indicates that immigrants save less in general than comparable
Canadian borns. F tests cannot reject the hypothesis that there is no saving
rate differential. In the second column, we test the existence of permanent
cultural effects and temporary immigration effects: The assimilation speeds
Bj’s are assumed to be independent of the countries of birth. The results
show that new immigrants save less than those born in Canada at the time of
entry. Together with the fact that the F tests cannot reject the hypothesis
of no cultural effects (common ocj’s); this indicates the presence of
“negative and temporary" immigration effects on savings. The third column
shows the regression result when different assimilation speeds are
considered. Still, we cannot reject the hypothesis that all the aj's are
equal across immigrant groups at the 8 percent significance level. For
readers who might think 8 percent is significant enough, we report that one
cannot reject the hypothesis that South Asians, which is the most homogeneous
group, have the same savings pattern from the Vother‘s, especially North-West
Europeans at the 1 percent level. Moreover, if there is any saving rate
differential, the evidence is that South East Asians save less than others
contrary to our prior conjecture. In the fourth and fifth regressions with

permanent income and transitory income, we could not find evidence for
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significantly different savings patterns across immigrants.26

V. Differences in Wealth

Since wealth is the accumulation of savings, people who have higher
savings rates with similar characteristics such as income, wealth, education,
etc, are expected to own higher levels of wealth in the 1long run. But
previous studies show that this is not necessarily the case for black people.
(Terrell (1967), Blau and Graham (1880), Smith (1967)) They found that Blacks
have on average less than one fifth of wealth holdings of Whites, and part of
this racial difference persists even after controlling for a variety of
characteristics. Often cited sources of this difference include differences
in past history of income (permanent income), intergenerational transfers,
and a different set of investment opportunities which has been fostered by an
information gap or discrimination. Without aiming at explaining the
relationship between racial differences in savings rate and wealth holdings,
this section will focus on the wealth difference jitself across races,
especially for Asians.

Total wealth and individual asset regressions for the U.S. data are
reported in Table 6. Although not reported, regressions with estimated
permanent income did not change the result. As was found by other studies,
Blacks hold far less wealth than "comparable" Whites in all categories of
wealth. American indians seem to have less wealth, but the difference is not

statistically significant. Asians show an interesting pattern. They are not

26 Since the regressions with saving rates do not change any qualitative

results, they are not reported for parsimony of presentation.
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much different from Whites in their total wealth or fipancial wealth
holdings, but their share of real estate 1is significantly higher than
Whites’. This pattern is suggestive considering the high land and housing
prices in Asian countries.

For the Canadian data, we estimate

wi=a+bxi+§j(cj+dJDi) Rij+ei’
i=1
where wi represents wealth of household 1, X1 is a vector of household
characteristics, Rij is a dummy variables for immigrant group Jj, and D1
denotes a duration of residence. The coefficient cj represents average wealth
holding of immigrant group j at the time of entry to Canada. The wealth
accumulation speed of each immigrant group is captured by dj. Including the
square of Dl and estimated permanent and transitory income in our regressions
did not change the following results reported in Table 7.

In Table 7, the first two columns compare the differences in wealth
without considering duration of residence. European immigrants seem wealthier
than "comparable" natives or asian immigrants. Total wealth holdings of S.E.
Asians are less than or not different from natives’ but their share of
housing and financial wealth is larger. However, as the third to fifth column
show, immigrant arrival year changes this picture drastically. When they
first enter Canada, all immigrants own less wealth than natives, but they
accumulate faster. The implied catch up periods are 27, 17, 20 and 20 years
for N.W. European, S.E. European, S.E. Asian and Other Asian immigrants,
respectively. However, as in the saving regressions, F test cannot reject the
hypothesis that the speed of accumulation and the initial wealth holdings,

respectively, are equal across Iimmigrant groups. Note that immigrants
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accumulate wealth significantly faster than natives after their entry.

VI. Conclusion

If economists should rely on the weak explanation of cultural effects as
a reason for savings rate differentials across countries, not much can be
expected from cross country studies. That explains why Hayashi’'s (1986, 1989)
arguments are whole-heartedly welcomed by economists: much of the savings
rate gap between Japan and the U.S. is a statistical illusion due to the
conceptual differences in national income accounting. In fact, cultural
effects, if they exist, may not be wholly exogenous: "Under the lingering
influence of Keynes, concern about stagnation due to oversavings has perhaps
had more influence on national attitudes towards savings in the U.S. and
U.K., than in Japan or continental Europe." (Summers (1885))

The purpose of this paper was to test the existence of cultural effects
explicitly by comparing the saving patterns of immigrants. With the cross
sectional data from the 1982 and 1986 Survey of Family Expenditures in
Canada, we find that the saving patterns of immigrants are not dissimilar
across countries of origin after controlling for their immigration arrival
year as well as other socio-demographic characteristics. With the cross
sectional data f;‘om the 1980-85 Consumer Expenditure Survey in the U.S., we
also find that the savings rate of Asians is not different from that of
Whites, whereas Blacks save more than Whites within comparable income
classes. Together with the Canadian evidence, we think our finding that newly
immigrated Asians, rather than Blacks, show similar saving behavior with
Whites provides micro evidence against cultural effects on savings

supplementing Hayashi’s macro evidence. However, nothing in our finding
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denies possible cultural effects on other behavior. For example, we find that
Asian immigrants spend proportionally more on education and that there are
more international marriage couples among North and West European immigrants.

To be sure, some of our conclusions are premature partly because of the
insufficient observations for Asian immigrants in the Canadian SFE data and
partly because of the cross sectional nature of our sample. In particular,
the questions of an adverse selection bias still remains: The very act of
immigration might imply that immigrants are “"different” from those who do not
immigrate. If a data set were available which provided information on
pre-immigration saving patterns of the participants, then adverse selection
effects could be tested. Unfortunately, we are not aware of the existence of

such a data set.
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TABLE 1 : Average Saving Rates of Each Country (1870-85)

e GDP per Capita
Country (GDP-C-G)/GDP U.S. GDP per Capita
U.S.A. 0. 143 -
Canada 0.235 0.94
South East Asia
Japan 0.314 0.67
Korea 0.231 0.18
Taiwan 0.303 0.22
Hongkong 0. 322 0.53
Other Asia
Philippines 0.207 0.12
India 0.180 0.05
North-West Europe
United Kingdom 0.191 0.867
France 0.229 0.79
Germany 0.243 0.80
Finland 0.261 0.69
Austria 0.257 0.867
Sweden 0.225 0.78
South Europe
Greece 0.151 0.35
Italy 0.229 0.57
Spain 0.229 0.50
Portugal 0.162 0.31
REGRESSION RESULTS
Y}/Yus &, Asia Dummy R2
REGRESSION 1 0.00132 1.6090 0.05991 0.5160
{ 3.32) (2.47) ( 2.18)
REGRESSION 2 0.00131 0.4843 0.07998 0.3523
{PANEL) (10.98) (6.31) (10.77)

1) G includes only government consumption expenditures, not investment
expenditures. In the first column, the ratio is calculated using figures
denominated by countrys’ own domestic prices. The second column measures the
average of the ratio using 1980 relative international prices. [source
Summers-Heston(1988) 1]

2) In the regressions, Yi and g, are the level and the growth rate of real

GDP per capita for country i, respectively. The countries included in the
regressions but not reported in tables are Australia, Belgium, Norway,
Netherrlands, Switzerland.
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TABLE 2 : Descriptive Statistics (U.S.A.)

American
Variables Total White Black Asian Indian
No. of Obs. 15619 13297 1808 448 66
Income 20605 21343 14925 22448 15008
Saving Rate
o Docables 0.1616 0.1699 0.0887 0.13863 0.0115
Total Wealth 94855 99321 57537 118923 54032
Financial
oot (1) 1062 1168 216 1374 652
Housing 23078 24117 12695 35375 14735
Wealth
Pension 70715 74035 44625 82174 38644
Wealth
Age of Head 40.35 40.36 40.18 40.68 39.06
Marriage (%) 63.00 65.19 46. 40 68.30 46.96
Financial
oot (11) 8094 9226 536 6013 1092
Edicational 336 340 214 707 242
Expenses

* Financial Asset I is the sum of the reported values of checking account,
savings account, US savings bond, stocks and other securities and money owed.
Financial asset II is a calculated number by capitalizing interest income and
dividend income. Housing and social security wealth are constructed as
described in the footnote S.
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TABLE 3 : Estimated Saving Equations (U.S.)

Savings with|Saving Rate Savings with |Savings w/o
Dependent Var Durables with Durables| Durables Durables
(Permanent I)|(Permanent I)
Income 0.5230 0.000036 0.4197 0.2378
(or Permanent I) (42.72) (66.39) (16.91) (7.19)
Income® ) 0.000002 | -3.17*10°'° | -9.e9*10”7 | -0.0000024
or Permanent I l (8.53) | (~40.24) (-1.61) (-2.93) |
Transitory 0.6455 0.5017
Income (117.2) (64.13)
Transitory 6.13%10" 7.69%10""
Income | | (2.09) (1.87)
Dependency Rate -1711.24 -0.1418
(-11.11) (-18.865)
Marriage ~2240.99 -0.0830
(-24.4) (-16.29)
Financial Wealth -0.0279 -4.88"‘10_7
(-1.54) (-0.74)
Housing Wealth -0.0289 ~7.79%10""
(-11.58) (-9.87)
Pension Wealth -0.0030 1.65*10°°
(-3.58) ( 0.82)
Black 430.68 0.0272 144.40 591.58
(4.27) (4.05) (1.28) (4.01)
American Indian 22.90 -0.0301 -1107.59 -1862.44
( 0.03) (-0.71) (-1.84) (-1.74)
Asian -326.03 -0.0210 -889. 42 -341.76
(-0.95) (-1.72) (-2.76) (-0.86)
R? ! 0.5248 0.4863 0.5365 | 0.2236 h
| \ ) |

* Other variables included are constant,education dummies,occupation dummies,
age and age square of the head, and year dummies. Numbers in parenthesis
(GLS regression)

are t-values.

26



TABLE 4 : Descriptive Statistics (Canada)

parenthesis are t-values.

(GLS regression)

27

U.S.,N.W.| S.E. S.E. Other
Variables Total Canadian| Europe Europe Asia Asia
No. of Obs. 15458 13789 742 557 192 178
Income 31167 30893 32566 33165 33855 37398
Saving Rate | 5595 | .2700 | 0.2653 | 0.2694 | 0.2452 | 0.2545
with Durable
Saving Rate | 1499 | 0.1200 | 0.1232 | 0.1265 | 0.0967 | 0.0965
w/0o Durable
Total Wealth| 98061 84797 | 128220 144229 93631 85541

Financial 14150 13503 16340 25743 19683 12922
Asset (11)
Housing 33194 30252 53938 71107 49344 38521
Wealth
Pension 50717 51041 57941 47377 24603 34097
Wealth
Pglva?e 31554 31542 38440 31149 15841 21946
ension
Age of Head 40.7 40.1 46.8 47.5 41.3 38.7
Marriage (%) 67.9 68.1 53.9 76.3 75.5 78.6
Duratlon of 23.4 22.5 10.9 11.3
Residence
Egucati°“a1 288 266 403 388 1066 358
xpenses

* Other variables included are constant, education dummies, occupational

dummies, age and age square of the head, and year dummies. Numbers in



TABLE 5 ; Estimated Saving Equations (Canada)

Savings’w/ Savings w/ |Savings w/ [Savings w/ |Savings w/
Dependent Var| Durables Durables Durables Durables Durables
Permanent I|Permanent I
Income 0.3649 0. 3646 0.3651 0.0883 0.0889
(Permanent I) (42.38) (42.34) (42.39) ( 5.54) ( 5.58)
Income2 o 0.00000110 {0.0000011 |0.0000011 |0.0000036 |O.0000036
(Permanent I (12.22) (12.25) ( 12.22) (15.01) (14.98)
Transitory 0.3685 0.3689
Income (90.89) (90.95)
Transitory 0.0000026 |0.0000026
Income (17.30) (17.24)
U.S. & -346.49 -645.81 -1276.06 -1358. 27 -2174.08
N.W. Europe| ( -1.81) (-1.87) (-2.91) (-3.60) (-4.53)
S.E. Europe -276.53 -563.81 2086.56 ~1395. 56 -581.15
(-1.19) (-1.56) ( 0.40) (-3.53) (-1.03)
S.E. Asia -381.84 -503.91 -1054.88 ~2020. 23 -2165.24
(-1.00) (-1.27) (-1.81) (-4.86) (-3.41)
Other Asia -378. 38 -1114.70 123. 88 -2219.84 -902.04
(-2.40) (-2.60) ( 0.17) (-4.75) (-1.18)
Duration of Residence
COMMON 12.570 66.626
SPEED ( 1.04) ( 5.04)
U.S. & 38.623 101.0869
N.W. Europe ( 2.34) ( 5.58)
S.E. Europe -20.542 30.811
(-1.03) ( 1.40)
S.E. Asia 70.330 82.451
( 1.52) ( 1.58)
Other Asia -105.68 -62.545
(-1.95) (~1.03)
R2 0.6224 0.6224 0.6227 0.5374 0.5378
p values for Ho : all race dummies are equal
0.4912 0.6690 -0.0830 0.2815 0.0913
* Other variables included are constant, education dummies, occupational

dummies, age and age square of the head, and year dummies, etc. Numbers in
parenthesis are t-values. (GLS regression)
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TABLE 6 ;: Estimated Wealth Equations (U.Ss.)
Financial Total

Dependent Var Financial | Housing Pension + Housing| Wealth
Income 0. 0566 0.2583 3.2696 0.3150 3.5846
(11.17) (5.26) (30.86) ( 6.32) (28.980)

Income® -1.87*10"7| 0.000006 |-6.36%10 '| 0.000006 | 0.000005
(-2.00) ( 7.14) (~0.32) ( 6.83) ( 2.46)

Age -27.87 366.61 -869.81 338.74 -531.07
(-2.57) ( 3.48) (-3.83) (3.17) (-2.00)
Age2 0.5596 6.0395 36.74 6.5992 43.34
(4.43) (4.94) (13.94) (5.32) (14.04)
Urban -0.7158 ~-3612.04 188. 55 -3812.76 -3424.20
(-0.010) (-5.29) ( 0.12) (-5.22) (-1.98)

Dependency Rate -24.28 -792.05 -6147.41 -816.33 ~-6963.75
(-0.30) {(~1.03) (-3.71) (-1.04) (-3.59)
Marriage -112.72 83980. 58 4511.25 8867.87 13379. 13
(-2.31) (18.06) (4.44) (18.56) (11.24)
Black ~-314.75 -2604.54 -4811.51 -2919. 29 ~7730.80
(-5.69) (-4.886) (-4.18) (-5.37) (-5.71)
American Indian| -165.57 -1464.22 ~-4019. 46 ~1629.80 -5648. 26
(-0.64) (-0.59) (-0.75) (-0.64) (-0.90)
Asian -46. 46 4420.35 -2085. 85 4373.88 2288.02
(-0.37) (3.70) (-0.81) (3.61) ( 0.75)
p-values 0.1141 0.0001 0.6106 0.0001 0.0079

R? | 0.3417 | 0.3417 | 0.5088 | 0. 3507 | 0.5686 |
1 | | | | |

* Other variables included are constant,education dummies,occupation dummies,
and year dummies, etc. Numbers in parenthesis are t-values. (GLS regression)
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TABLE 7 : Estimated Wealth Equations (CANADA)

Financial| Total Financial| Total

Dependent Var + Housing| Wealth Housing + Housing| Wealth
Income 1.4800 2.6179 1.1283 1.4583 2.5720
(20.61) (19.42) (24.39) (20.34) (19.09)

Income2 0.0000072 |0.0000173 |0.0000017 |0.0000073 | 0.000017
( 8.69) (11.10) (3.19) ( 8.86) (11.32)
N.W Europe 5570.56 -4867.5 -3211.9 -6164.49| -35733.7
( 3.52) (-1.58) (-1.34) (-1.66) (-5.14)
S.E. Europe 27612.57 9576.6 4124.5 3074.60 | -29877.2
(13.82) ( 2.85) ( 1.47) ( 0.71) (-3.68)
S.E. Asia 10725.76 | -11830.3 -1543.2 581.08 | -22326.8
( 3.35) (-1.98) (-0.49) (0.11) (-2.43)
Other Asia 308.82 | -18521.1 -6638. 4 -4262.79| -37285.6

( 0.09) (-2.86) (-1.76) (-0.72) (-3.39)

Duration of Residence
N.W Europe 441.11 511.14 1318.24
( 4.85) ( 3.82) ( 4.98)

S.E. Europe 751.00 1085.72 1747.55
( 6.88) ( 6.41) ( 5.50)

S.E. Asia 1083.20 1086. 32 1088.57
( 4.18) (2.71) ( 1.48)

Other Asia 747.62 423.38 1790. 46
( 2.49) ( 0.91) ( 2.05)

R? 0.41186 0. 4887 0.43384 0.4138 0.4708

p values for Ho : all race dummies are equal
0.0001 0.0002 0.0875 0.3747 0.6400

* Other variables included are constant, education dummies, occupational
dummies, age and age square of the head, and year dummies, etc. Numbers in
parenthesis are t-values. (GLS regression)
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