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This study examines the effect of savings on investment in East African countries in the face of the 
recent reduction in trade barriers and other regional integration policies. The findings reveal that 
among all the regions in Africa, East Africa had the lowest household saving for the period 2000-2016 
and only Burundi and Kenya savings and investment rates were co-integrated. The policy implication is 
that the domestic saving rates significantly drive economic growth via investment in only Burundi and 
Kenya. In addition, there was weaker impact of savings on investment in the East African Community 
(EAC) due to flexible capital mobility and harmonized government policies. These findings also 
corroborate the Solow model that capital accumulation (saving) is not the main driver of economic 
growth (investment) but rather exogenous technological progress. The study therefore recommends 
that knowledge, education and skills of the labor force, number of years of schooling, learning by 
doing, the strength of property rights, the quality of infrastructure, cultural attitudes towards 
entrepreneurship and work should be improved in the EAC. 
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INTRODUCTION 
 
The high economic growth of the newly industrialised 
countries (NICs) of East Asia has caused heated debate 
about the impact of domestic savings on investment in 
Sub-Sahara Africa countries, which despite various 
economic reforms are trapped in poverty. According to 
the World Bank’s African Development Indicators, gross 
domestic savings as a fraction of GDP across Africa is 
relatively low. It roughly stood at 20, 17 and 21% in the 
1980s, 1990s and 2000s, respectively. Comparatively, 
these figures were 28, 32 and 37% respectively for Asian 
countries  over   the  same  periods.  There  is  increasing 

beliefs that saving increases investment which in turn 
leads to sustainable economic growth. Feldstein and 
Horioka (1980) discover that domestic saving and 
investment are strongly correlated in 21 industrialised 
countries since in the real world, there are significant 
barriers to capital mobility and this may partly be as a 
result of some government protectionism policies.  

Furthermore, Young (1995) uses detailed growth 
accounting to argue that the higher growth in the NICs is 
almost entirely due to rising saving- investment, 
increasing   labour   force   participation,   and   improving
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Table 1. Annual average Gross Domestic Saving of African Regions % share of GDP (1980-2016). 
 

Region 1980-1984 1985-1989 1990-1994 1995-1999 2000-2016 

East Africa 5.8 9.0 5.6 4.8 2.8 

South Africa -3.0 6.7 10.9 4.1 17.9 

Central Africa 9.9 9.1 11.9 15.2 28.3 

North Africa 22.1 22.6 13.8 14.3 19.2 

West Africa 6.1 7.8 8.0 7.7 9.7 

Total  8.2 10.0 10.0 9.2 15.6 
 

Source: World Development Indicators (2019). 
 
 
 

labour quality (in terms of education) and not due to rapid 
technological progress and other forces affecting the 
Solow residual. This study thus supports the Solow 
model of economic growth states that countries will 
always converge to their balanced growth paths and that 
poorer countries will catch up with richer ones if all the 
additional savings are invested locally, since the marginal 
product of capital in that country is higher than that in 
other countries and there is no incentive to invest abroad. 
Like Romer (2012) and Helliwell (1998) find out that the 
saving-investment correlation is much weaker across 
regions than across countries. This implies that with 
removal of restrictions on capital and labour mobility, 
countries in a regional bloc tend to conditionally 
convergence at a steady economic growth path than 
countries in autarky.  

In the past three decades, East African’s national 
governments have taking steps to prevent large 
imbalances between aggregate saving and investment, 
but such imbalances can develop in the absence of 
government intervention. Among other macroeconomic 
convergence criteria, the EAC protocol requires partner 
states prior to joining the East African Monetary Union to 
have domestic savings as a percent of GDP of least 20%. 
Although compared to other regions in Africa, East Africa 
has the lowest saving rates as shown in Table 1; it is far 
outperforming other regions in terms of investment. Since 
the strong relationship between saving and investment in 
the East Asia differs from the predictions of a natural 
baseline model, there is need to examine whether those 
associations also exist in The East African Community 
(EAC) with their widening and deepening social, 
economic and political co-operation through a Customs 
Union in 2005, a Common Market in 2010, proposed 
Monetary Union in 2024 and a Political Federation of the 
East African States at in a distant future. Hence, there is 
flexible capital, goods and services, and people 
movement presently among the Partner States of 
Burundi, Kenya, Rwanda, Tanzania and Uganda. To this 
extent, this study investigates whether domestic saving 
impacts investment in the East African community. The 
rest of this study is organized as follows. Section 2 
provides a brief summary of the literature review. The 
data and methodology are presented in Section 3.  

Section 4 presents the discussion of the research results.  
The final section gives conclusions and policy 
recommendations on improving domestic savings and 
investment in the EAC. 
 
 
LITERATURE 
 
The workhouse theory of this study is the Solow-Swan 
Growth Model (commonly known as Solow Model) which 
postulates that sustained increase in capital investment 
rises economic growth only transiently and that in thelong 
run only differences in technological change cause 
variation in GDP growth across countries/regions. This is 
because countries/regions with high marginal rate of 
return on capital tend to initially attract more investment 
funds, especially from developed nations that have 
reached a relatively low return on investment. The model 
however argues further that as the economies grow, 
people accumulate wealth through high rates of savings. 
This, coupled with reduction in investible projects, leads 
to demand for capital to fall and gradually the region or 
countries converge to their balanced steady growth 
paths. Further, Romer (2012) opines that over time 
developing countries are expected to conditionally 
converge to developed countries’ growth path as the 
marginal products of investment across the world 
convergence due to high savings and low incentives 
elsewhere.  

According to the Solow Model thus, the EAC countries 
are anticipated to have similar living standards 
(measured by GDP per capita) and form an economic 
convergence club as a result of regional economic 
integration. In the absence of barriers to capital 
movement, there is no reason to expect countries with 
high saving rates to also have high investment, labour 
productivity or GDP growth rates in the long run because 
they may invest in other countries with higher marginal 
product of additional capital and cheap labour supply. 

A lot of empirical researches have been done in both 
developed and developing countries on the nexus be-
tween domestic savings rate and investment. However, 
there still remains a significant knowledge gap due to the 
growing divergence in saving and investment between and 
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across countries, falling saving rates in major OECD 
countries (despite huge investment) on one hand and on 
the other hand, the vital role of investment in the NICs of 
East Asia. This section presents a summary of empirical 
works on the nexus between Saving-Investment in and 
across different regions of the world. 

The above empirical evidence shows that since the 
Solow model postulates that savings does not drive 
growth (via investment), lots of research have been done 
in both developed and developing countries. 
Unfortunately, the evidences are mixed-positive, negative 
and no association between saving and investment. This 
study adds to the literature by examining the savings 
effect on investment in East African countries. It also 
bridges the gap as to whether savings impacts 
investment among these countries due to the recent 
reduction in trade barriers and other regional integration 
policies (Table 2). 
 
 
DATA AND METHODOLOGY 
 
This study uses Co-integration and Error Correction Models to test 
the causal relationship between domestic saving rates and 
investment rates in the East African Community member countries. 
Although these methodologies are often applied to multivariate 
models, this study applied them to Feldstein and Horioka (1980)’s 
reduced form bivariate model to examine the long-run relationship 
between domestic saving and investment (both as percent of GDP). 
The model takes the following form: 
 

                                                      (1) 
 
An econometric expression of Equation 1 then becomes:  
 

                                               (2) 
 

where (
 

 
) is the average share of investment (I) in GDP (Y), (

 

 
) is 

the average share of savings (s) in GDP, α denotes the constant 
and β is the elasticity of investment rate with respect to savings 
rate, measuring the long run adjustment, ε is the error term and i 
are indices for member countries of the EAC that is, East Africa, 
Burundi, Kenya, Rwanda, Tanzania and Uganda.  

There are two major steps in testing co-integration between the 
two economic variables, saving rates as percent of GDP and 
investment rates as a percent of GDP. The first stage involves 
testing stationarity of the variables, using unit root tests. This is 
accomplished using the Augmented Dickey Fuller (ADF) test.  The 
test is based on the regression equation with the inclusion of a 
constant and a trend of the form: 
 

 (3) 

 
Where               , X denotes the variable under 
consideration   is the number of lags in the dependent variable, 
chosen so as to induce a white noise term and    is the stochastic 
error term. If      , the given variable has a unit root and thus it  is  

 
 
 
 
non stationarity, and if      , then it is stationary.  ADF test is 
preferable to other unit root test due to the stability of its critical 
values as well as its power over different sampling experiments 
(Engle and Granger, 1987). 

The second stage involves the direct testing of the stationarity of 
error processes of two co-integration regressions estimated in 
previous step.  Clearly, the residuals from the co-integrating 
regression can be considered stationary. Thereafter, to allow a 
gradual adjustment of investment rates to new saving rates we 
consider the Equation 2 as the long run relationship around which 
short term dynamics adjust.  Correspondingly, this co-integration is 
linked to the short run dynamics adjustment, Error Correction Model 
of Equation 4: 
 

        
                                                                                                       (4) 
Where    denotes the first difference operator,    is constant,     is 
the measure of short run impact multiplier,    indicates the speed of 

adjustment of (
 

 
) toward the long run equilibrium relationship 

described by Equation 2 and    is the white noise error term. 
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)
   
 𝛾 represents the error correction term lagged by 

one period, and is the residual, ε obtained from Equation 2. A high 

value for    reveals a faster economic response in order to restore 
equilibrium after short run disturbances, and   is the long run 
adjustment and is expected to be negative.  

According to Granger (1986), the error-correction models 
produce better short-run forecasts and provide the short-run 
dynamics necessary to obtain long-run equilibrium. A cross country 
correlation analysis is also carried out. Due to unavailability of 
annual data on investment and domestic saving for Tanzania prior 
to 1990, the study period covers 1990-2015, compiled from the 
World Bank and Africa Development Bank databases (Appendix 
Table 4). The sample of countries consists of Burundi, Kenya, 
Rwanda, Tanzania and Uganda, all part of the East African 
Community.   
 
 

RESULTS AND DISCUSSION 
 

This section presents and discusses both the descriptive 
and empirical analysis results of the study. Descriptive 
statistics were mainly tables and figures while the unit 
root test, co-integration test and Error Correction Model 
results were discussed in the empirical subsection. 
 
 

Descriptive statistics 
 

Figure 1 reveals that from 2008 to 2017, the GDP per 
capita growth in the EAC countries, except Burundi have 
seem impressive growth. This massive economic deve-
lopment in per capita terms was mainly by normalcy in 
agricultural activities due to favourable weather con-
ditions and stable external environment. However, since 
2015 Burundi entered economic recession as political 
instability roam over the country. If peace is restored in 
Burundi, and weather remains favourable since 
agriculture is rainfed, the EAC will possibly achieve 
economic convergence in the not too distant future.  

As a result of the tremendous rise in the households’ 
disposable  income  in  the  region  recently, the countries 
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Table 2. Summary of empirical studies on saving and investment. 

 

S/N Author(s) Sample size Research method Findings 

1 
Feldstein and 
Horioka (1980) 

21 Industrialised countries 

1960-1974 
Ordinary Least Squares Method Saving and investment rates are strongly correlated 

     

2 
Attanasio et al. 
(2000) 

123 Countries 

1961-1994 

OLS, Granger Causality and Impulse 
Response functions 

Lags of saving rates are positively related to investment rates and investment rates granger cause 
growth rates negatively and vice-versa 

     

3 
Lu and McDonald 
(2006) 

Asian Countries (China, Japan and 
Asia Tigers) 

Ordinary Least Squares Method 
Using Ramsey Model, savings was directly correlated to economic growth as current generation 
forgo current consumption at equilibrium to improve economic growth 

     

4 Verma (2007) 
India 

1950/51-2003/4 

Auto Regressive Distributed Lagged 
(ARDL) bonds test and OLS 

Findings corroborate Carroll-Weil hypothesis that saving drives investment both in the short run 
and long run but no evidence that investment drives economic growth in India 

     

5 Weale (2008) 
United Kingdom 

1960-2007 
Ordinary Least Squares Method 

Balance of payments deficit is proportional in size to the IS gap. To promote saving and reduce 
this gap, she proposes imposition of taxes on consumer credit, mortgages and subsidy of saving 

     

6 Kudaisi (2013) 
West Africa 

1980-2006 
Generalised Least Squares Method 

Financial market has positive effect on savings and the real interest rate and terms of trade have 
insignificant impact on saving in West Africa 

     

7 
Adom and 
Elbahnasawy 
(2014) 

Five developing countries (Egypt, 
Cote d’Ivoire, Ghana, Kenya, Nigeria) 

1980-2012 

Calibrated Ramsey Model and 
Stimulation 

Positive impact of reduction in SI gaps on output expansion and the findings point out that these 
gaps are associated with relatively lower growth rates of actual output compared to simulated 
output, with the notable, but limited, exception of Nigeria until 2019. Thus, there is need for 
appropriate policies to address both structural and non- structural factors that limit the ability of 
these developing countries to effectively bolster households’ deposits. 

     

8 Hundie (2014) 

Ethiopia  

1969/70-2010/11 

 

ARDL and TYDL Granger Causality 
tests  

Bi-directional causality between gross domestic savings and economic growth as well as between 
GDS and gross domestic investment. Thus, to attain high and sustained growth, increased savings 
and investment are required due to its due effect. 

     

9 Ogbokor (2014) 
Namibia 

1991-2012 

ADF, Error Correction Model and 
OLS 

The results suggest that inflation and income have positive impact on savings, whilst population 
growth rate has negative effects on savings. Further, deposit rate and financial deepening have no 
significant effect on savings and the need to achieve a higher rate of savings in Namibia by 
improving upon income levels cannot be overstretched. 

     

10 Jagadeesh (2015) 
Botswana 

1980-2013 
ARDL and OLS 

There is significant relationship between saving and economic growth in accordance with Harrod-
Domar growth model 

 
 
 

have recorded relative improvement in domestic 
savings. Figure 2 shows that across the EAC, 
Tanzania and Uganda have the highest domestic 
savings as a percent of the GDP. In 2016, 23  and 

15% of all households’ earnings in Tanzania and 
Uganda were saved respectively. On the other 
hand, Burundians were on average in debts as 
their  savings  to  GDP  ratio  stood   at   -8.8%.  In 

addition, Rwanda and Kenyan had very low 
savings rate. This implies that Burundians, 
Rwandans and Kenyans are the highest spenders 
or  consumers in the region while Tanzanians and  
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Figure 1. EAC GDP per capita growth (annual %). 
Source: World Economic Indicators (2019). 

 
 
 

 
 

Figure 2. 2007-2016 Gross Domestic Savings as a percent of GDP in EAC.  
Source: World Economic Indicators (2019). 

 
 
 

Ugandans are the highest investors (since in classical 
economic theory savings equals investment). The 
decreasing growth in the savings in Rwanda and Kenya 
despite drastic increase in their household incomes could 
be attributed to higher cost of living and openness 
relative to other countries. 

Over the same ten years 2007-2016, EAC relative to 
other African economic communities recorded an 
abysmal performance in terms of capital formation mainly 
as a result of its low domestic savings mobilisation. 
Expectedly, Figure 3 shows that Tanzania and Uganda, 
with the highest domestic resources also had the highest 
gross capital formation on average. However, compared 
to  Kenya,   Burundi  and  Rwanda  outperformed  despite 

their lower domestic wealth, implying that foreign grants 
and aids resources received by these two countries were 
judiciously employed in fixed capital investment.  

However, the community continues to face severe 
challenges in accessing finance for both public and 
private sector development investment. These problems 
range from the small and relatively undeveloped financial 
system, high transaction and logistic costs to high 
dependence on the public sector as key driver of 
economic growth. For instance, despite the region 
acutely in need of finance to meet its developmental 
needs, Figure 4 shows that borrowing cost remains very 
high in member countries. During 2014 and 2016, the 
real  interest  rates  rose in both Burundi and Uganda, fell  
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Figure 3. Gross capital formation (% of GDP) in the EAC. 
Source: World Development Indicators (2019). 

 
 
 

 
 

Figure 4. Borrowing cost of capital in the EAC Countries. 
Source: World Development Indicators (2019). 

 
 
 

slightly in Rwanda and Tanzania but it remains relatively 
the same in Kenya. However, capital remains still 
cheaper in Kenya than the rest of the other partner 
states. In fact, in 2016 alone borrowing cost was on 
average 20% in Uganda, while it was barely 8% in 
Kenya. This high cost of borrowing could crowd out 
investment funds in some countries in favor of others and 
adversely impact on entrepreneurship and economic 
transformation in the region. The major source of this 
high cost is the high demand by the public sector for 
commercial banks loans to finance their  programmes,  in 

face of high risk in the private sector, especially the 
agricultural sector. The community thus needs to review 
policies governing financial institutions, public sector’s 
borrowing strategies, and attempt to de-risk the private 
sector. 
 
 
Empirical evidence 
 
A cross country correlation analysis between savings and 
investment  for  the  period 1990 to 2015 for the EAC and  
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Table 3. Cross Correlation Analysis of Savings and Investment 
 

  iBD iKY iRW iTZ iUG iEAC sBD sKY sRW sTZ sUG sEAC 

iBD  1 
           

iKY 0.22 1 
          

iRW -0.12 0.56* 1 
         

iTZ -0.07 0.31 0.33 1 
        

iUG 0.08 -0.07 0.09 -0.09 1 
       

iEAC 0.32*** 0.41** 0.47* 0.44** 0.74* 1 
      

sBD -0.04 0.27 0.1 0.50* 0.03 0.29 1 
     

sKY -0.14 -0.33*** -0.46** -0.49* -0.45** -0.74* -0.43** 1 
    

sRW -0.09 0.38** 0.58* 0.33*** -0.01 0.29 0.32 -0.47* 1 
   

sTZ -0.08 0.50* 0.72* 0.51* 0.40** 0.72* 0.16 -0.75* 0.49* 1 
  

sUG -0.03 0.35*** 0.58* 0.67* 0.31 0.68* 0.49* -0.82* 0.39** 0.80* 1 
 

sEAC -0.14 0.51* 0.71* 0.59* 0.12 0.53* 0.52* -0.65* 0.86* 0.76* 0.74* 1 
 

*, ** and *** means 1, 5 and 10% significance level 
Source: Author’s estimations (2019). 

 
 
 

Table 4. Summary of the ADF unit roots. 
 

  Burundi Kenya Rwanda Tanzania Uganda 

Saving 
-4.6714 
(0.0052) 

-5.6804 
(0.0010) 

-4.6013 
(0.0060) 

-4.6230 
(0.0061)* 

-3.7966 
(0.0339) 

      

Investment 
-5.0961 
(0.0020) 

-5.9926 
(0.0003) 

-6.3246 
(0.0001)* 

-7.7892 
(0.0000)* 

-3.0906 
(0.0403) 

 

*Means at I (1). 
Source: Author’s estimations, (2019).  

 
 
 

the individual countries was performed (Appendix Figure 
1). Table 3 presents the results of the correlation 
analysis. The analysis shows that although investment in 
the EAC is strongly positive and significantly related with 
investment in the individual countries, it is more 
correlated with investment in Uganda and weakly related 
to investment in Burundi. The analysis also reveals that 
EAC total savings is positively associated with all 
individual countries’ savings rates, except with Kenya 
savings rate. At individual countries level, apart from 
Kenya, all countries’ savings and investment rates are 
positively correlated. On the other hand, savings rates in 
Kenya, the largest economy in the EAC, is statistically 
significant and negatively associated with all other 
countries’ investment and the overall EAC investment 
level, implying that most of the domestic savings in 
Kenya are invested in other EAC member states, instead 
of in Kenya itself. This is evident in the region as Kenya 
businesses, especially commercial banks dominate the 
region’s financial system. However, the results show that 
Burundi is not benefiting significantly from the savings 
and investment in other countries, due to its political 
instability and less openness to trade.  

The consequences are that intra EAC trade continues 
to   be   pulled   by   Kenya,  Uganda  and  Tanzania  with 

Rwanda and Burundi continuing to record massive trade 
deficit. According to the EAC trade statistics, between 
2006 and 2015, trade surpluses stood at USD 993.8 
million, USD 143.5 million, and USD 60 million for Kenya, 
Tanzania and Uganda respectively. For the same period 
however, Rwanda and Burundi recorded massive trade 
balance deficit of USD 139.2 million and USD 375.6 
million respectively. This shows that Kenya investments 
dominate all countries in the East African Community. 

At this point, we now conduct unit root tests on savings 
and investment variables for all countries in the EAC 
before carrying out the cointegration and Error Correction 
Models tests. Table 4 shows the results of unit root tests 
obtained using the Augmented Dickey Fuller Test (ADF). 
The results show that all the data series were stationary 
at levels (that is at I (0)) except Tanzania investment and 
savings series and Rwanda investment rates. For these 
series, they were stationary at first differences (that is at I 
(1)).  In other words, all the ADF tests rejected the null 
hypothesis of unit root in favor of the alternative in the 
level with trend and intercept apart from Tanzania 
variables and Rwanda’s investment rates, in which the 
latter variables are stationary at first differences. 

Next, we test cointegration between savings rates and 
investment rates  in  member states of the EAC using the  
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Table 5. Summarised co-integration results using engle granger tests. 
 

Variable 
Engle-Granger t-statistic Engle-Granger z-statistic Co-integrated 

Value Prob.* Value Prob.* 
 

Burundi SAV and INV -5.2346 0.0014 -26.649 0.0009 YES 

Kenya SAV and INV -5.3364 0.0011 -27.933 0.0004 YES 

Rwanda SAV and INV -3.4321 0.0677 -16.386 0.0506 NO 

Tanzania SAV and INV -2.4735 0.3176 -10.605 0.2475 NO 

Uganda SAV and INV -3.0423 0.1355 -13.453 0.1198 NO 
 

*Denotes MacKinnon (1996) p-values.  
Source: Authors’ estimations (2019).   

 
 
 

Table 6. Regression results using fully modified ols least squares method.  
 

Variable Constant 
Coefficient 

R-Squared 
(Savings) 

East Africa Investment 19.10 (4.506) 0.43 (0.134) 0.287 

Burundi Investment 1.614 (1.414) 0.014 (0.163) 0.0018 

Kenya Investment 4.633 (0.936) -0.21 (0.082) 0.097 

Rwanda Investment 4.091 (0.662) 0.235 (0.058) 0.285 

Tanzania Investment 0.79 (3.066) 0.486 (0.218) 0.25 

Uganda Investment 13.97 (0.319) 0.52 (0.611) 0.018 
 

Source: Authors’ estimations (2019).   

 
 
 

Engle- Granger Causality test. The essence of the co-
integration analysis is to determine if there is a long-run 
relationship between the two variables, and if so, the 
number of co-integrating vectors. In general, economic 
variables (often non-stationary variables) are said to be 
co-integrated if a linear combination of these variables is 

stationary (that is, X and Y variables are I1(0)).  
The Engle granger co-integration test between the 

saving rates and investment rates results is presented in 
Table 5. The results show that only saving rates and 
investment rates of Burundi and Kenya are co-integrated. 
All the other countries in the EAC have non co-integrated 
saving and investment rates because their p- values are 
greater than 0.05 (5% significance level). Therefore, 
there is no long run relationship between saving rates 
and investment rates in all countries in the EAC, except 
Burundi and Kenya. This has an adverse implication on 
the policy of encouraging domestic savings in hope of 
encouraging investment in these countries. 

Furthermore, a co-integrating regression was estimated 
in order to examine the long run impact of savings rates 
on investment levels in the EAC. Table 6 presents the 
regression results, with standard errors in parentheses. 
The results reveal that with the exception of Kenya, all 
the other countries have positive long term impact of 
savings on investment. These results are supported by 
the findings from the cross country correlations, where 
savings and investment were positively correlated in all 
member countries, apart from Kenya (Appendix  Table 1). 

However, the sole impact of savings on investment levels 
is very weak. For instance, in the EAC the R-squared of 
0.287 implies that only 28.7% of changes in investment 
are attributable to changes in saving rates and it points to 
the possibility of high capital mobility from the region to 
other regions. Thus, the bulk of the changes are caused 
by other factors such as foreign direct investment, 
infrastructure and political stability etc (Appendix Table 2).  

In consonance with the correlation analysis, the results 
further reveal that across individual countries, Uganda 
has the higher saving-investment impact while Burundi 
has the lowest impact in the region. In Rwanda, saving 
contributes only 24% of changes in investment. However, 
there was significant positive relationship between them 
and the R

2 
almost like that of the entire region. This may 

be partly due to political stability, peace, security of lives 
and property, conducive economic environment including 
government investment policies and its high portfolio and 
foreign direct investment. The result thus corroborates 
the findings of Helliwell (1998) of weaker saving-
investment correlation across regions than across 
countries due to capital mobility but contradicts the 
findings of Feldstein and Horioka (1980) who found a one 
to one relation between savings and investment.   

Finally, an Error Correction Model Estimations was 
done for those countries whose savings and investment 
are co-integrated (Appendix Table 3). If savings and 
investment are not co-integrated (that is not moving 
together in the long run), it is very unlikely that they would  



70          J. Econ. Int. Finance 
 
 
 

Table 7. Error correction models. 
 

  

  

Burundi Kenya 

Coefficients Standard errors Coefficient Standard errors 

D(COUNTRYXSAV) -0.09 0.14 -0.03 0.18 

Correction Factor (E(-1) -1.07 0.22 -1.13 0.23 
  

    

R-squared 0.54 0.55 

F-statistic 12.64 12.46 
 

Source: Authors’ estimations (2019).   

 
 
 

move in the same direction together in the short run 
either. As such, the empirical results of the estimated 
error correction model presented in Table 7 report only 
for Burundi and Kenya. The high F-statistics for both 
countries show the models are well specified and this 
could be justified further by their high short term 
predictive power since the R-squared of the models 
reveals that 54 and 55% of changes in investment is 
accounted by changes in domestic savings alone in these 
countries. The policy implication is that the domestic 
saving rates significantly drive economic growth via 
investment in both Burundi and Kenya.  

The empirical results further depict that in the short run 
any shocks on investment levels as a result of changes in 
domestic savings will be restored to equilibrium within the 
next fiscal year only, since the correction factors are -
1.07 and -1.13 in Burundi and Kenya respectively 
(approximately 100%). The adjustment factor should be 
negative and significant or else the economic shocks will 
not be dissipated but rather keep compounding year in 
year out in both countries. The results further imply that in 
Burundi and Kenya if there is a fluctuation in domestic 
saving rates among citizens it will take just a year to 
normalize the investment rates. Despite this faster 
adjustment rates, these countries are among the 
countries with the lowest domestic savings rates in the 
EAC. In particular Burundi continues to face increasing 
threats to its plans to improve domestic savings and 
investment as one third of its economy has shrunk since 
2015 due to heightened political tensions. 
 
 
CONCLUSION AND RECOMMENDATIONS 
 
The empirical evidence on the nexus of saving-
investment analysis is mixed. In addition, while there is a 
wide range of research in other parts of the world on this 
important topic, such research is few in Sub-Sahara 
Africa. In fact, to the author’s best knowledge this is the 
first research conducted on the nexus of savings and 
investment using Co-integration and Error Correction 
Models in the EAC. These methods are superior and 
preferable to the traditional Ordinary Least Regression in 
that they are less prone to its restrictive assumptions. 
Some research confirms the  Solow  model  that  the  rich 

and poorer economies can always converge to balanced 
growth paths because (rational) investors could choose 
to invest in poor countries with often higher return on 
capital in the absence of barriers to trade. With respect to 
this, one of the measures taken by various governments 
around the world is regional economic integration, 
whereby higher savings in other countries within the 
same region or bloc could be invested in needy countries 
with higher marginal return on capital, without fear of 
capital mobility restrictions and other trade barriers often 
imposed by sovereign states. With the EAC pursuing a 
monetary unification by 2024, and already implemented 
two regional integration road marks such as the custom 
union and the common market area, this study is apt and 
timely in investigating the relationship between savings 
and investment in the EAC partner states. 

The findings revealed that amongst all the regions in 
Africa, East Africa has the lowest saving rates. The cross 
country correlation analysis shows that savings and 
investment are statistically positively correlated with 
investment levels in all the member states, except in 
Kenya. The negative association of Kenyan domestic 
savings with the rest of the other countries is evident in 
the presence of high Kenyan investment across the 
region, especially in wholesale and commercial banks. 
Further, although all the variables were stationary, only 
Burundi and Kenya domestic saving rates, and 
investment rates were co-integrated. The Error correction 
models show the level of domestic savings impact greatly 
on investment in the short run and that it takes only one 
fiscal year for the savings and investment to stabilize at 
equilibrium in the face of external shocks. Nonetheless, 
the co-integrating regression results show there is 
weaker impact of savings on investment in the EAC due 
to flexible capital mobility and harmonized government 
policies.  

To sum up, these results conform to the traditional 
Solow economic growth theory, in which that capital 
accumulation (through saving) is not the main driver of 
long run economic growth (investment) but rather some 
exogenous technological progress factors. The study 
supports the EAC partner states’ regional economic 
integration, especially its monetary unification prospects, 
in removing significant barriers to capital mobility, 
exorbitant  and  multiple  taxes  on  rate   of   returns  and  



 
 
 
 
capital income, lower discount rates to encourage higher 
savings, strong workers’ unions, increased labour 
productivity so as to encourage households’ savings and 
investment. But for EAC to have strong and sustainable 
economic growth in the long run, this study recommends 
that the community focuses on impressively improving 
the Solow residuals (1-R

2 
) of abstract knowledge (basic 

and applied research), education and skills of the labor 
force, number of years of schooling, learning by doing 
(thereby improving innovation), the strength of property 
rights (collateral reduces risk and makes finance 
accessible), the quality of infrastructure (to reduce 
transaction costs), and cultural attitudes towards 
entrepreneurship and work. 
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Appendix Figure 1. Trends in Savings and Investment in Tanzania from 1990 to 2015. 
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Appendix Table 1. Cross Country Correlations, 1990-2015. 
 

 
 
 
 

Appendix Table 2. Ordinary least squares regression results. 
 

Dependent Variable: BURUNDIINV  

Method: Fully Modified Least Squares (FMOLS)  

Date: 03/13/17   Time: 13:52   

Sample (adjusted): 1991 2015   

Included observations: 25 after adjustments  

Cointegrating equation deterministics: C   

Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth 

        = 3.0000)   
     

Variable Coefficient Std. Error t-Statistic Prob. 

     

BURUNDISAV 0.014135 0.164863 0.085737 0.9324 

C 1.613811 1.141175 1.414166 0.1707 
     

R-squared -0.001844 Mean dependent var 1.558982 

Adjusted R-squared -0.045402 S.D. dependent var 4.300247 

S.E. of regression 4.396783 Sum squared resid 444.6292 

Durbin-Watson stat 2.141535 Long-run variance 15.57239 
     

Dependent Variable: KENYAINV   

Method: Fully Modified Least Squares (FMOLS)  

Date: 03/13/17   Time: 14:03   

Sample (adjusted): 1991 2015   

Included observations: 25 after adjustments  

Cointegrating equation deterministics: C   

Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth 

        = 3.0000)   

Covariance Analysis: Ordinary

Date: 09/07/18   Time: 14:37

Sample: 1990 2015

Included observations: 26

Correlation

t-Statistic IBURUNDI IKENYA IRWANDA ITANZANIA IUGANDA IEAC SBURUNDI SKENYA SRWANDA STANZANIA SUGANDA SEAC 

IBURUNDI 1.000000

----- 

IKENYA 0.222714 1.000000

1.119182 ----- 

IRWANDA -0.115707 0.561851 1.000000

-0.570678 3.327333 ----- 

ITANZANIA -0.071725 0.313900 0.327262 1.000000

-0.352287 1.619656 1.696681 ----- 

IUGANDA 0.084373 -0.075283 0.087449 -0.089655 1.000000

0.414822 -0.369858 0.430058 -0.440996 ----- 

IEAC 0.320370 0.416467 0.474463 0.448135 0.742763 1.000000

1.656812 2.244140 2.640518 2.455802 5.434625 ----- 

SBURUNDI -0.036446 0.276289 0.104765 0.506091 0.036632 0.294036 1.000000

-0.178665 1.408353 0.516084 2.874652 0.179580 1.507101 ----- 

SKENYA -0.138173 -0.331773 -0.463115 -0.494729 -0.454533 -0.736842 -0.431643 1.000000

-0.683461 -1.722940 -2.559852 -2.788881 -2.499913 -5.339385 -2.344243 ----- 

SRWANDA -0.089719 0.382796 0.588978 0.337244 -0.011201 0.294682 0.316506 -0.465891 1.000000

-0.441312 2.029924 3.570374 1.754963 -0.054876 1.510725 1.634589 -2.579432 ----- 

STANZANIA -0.082495 0.503272 0.723888 0.514212 0.402229 0.728403 0.159456 -0.750018 0.493810 1.000000

-0.405525 2.853188 5.140192 2.937182 2.152293 5.208264 0.791296 -5.555226 2.782023 ----- 

SUGANDA -0.030608 0.355662 0.580874 0.675870 0.306427 0.683416 0.496972 -0.820018 0.391507 0.806780 1.000000

-0.150016 1.864279 3.495963 4.492514 1.577046 4.586179 2.805656 -7.019034 2.084366 6.689321 ----- 

SEAC -0.143940 0.514733 0.712025 0.592632 0.125493 0.535706 0.529329 -0.648662 0.869538 0.763624 0.741898 1.000000

-0.712580 2.941234 4.967850 3.604457 0.619688 3.108002 3.056480 -4.175382 8.625504 5.794030 5.420549 ----- 
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Appendix Table 2. Cont’d 
 

Variable Coefficient Std. Error t-Statistic Prob. 

     

KENYASAV -0.210298 0.082180 -2.559003 0.0175 

C 4.632617 0.936468 4.946901 0.0001 

     

R-squared 0.096833 Mean dependent var 2.388115 

Adjusted R-squared 0.057565 S.D. dependent var 2.503213 

S.E. of regression 2.430097 Sum squared resid 135.8235 

Durbin-Watson stat 2.109299 Long-run variance 4.076459 

     

Dependent Variable: RWANDAINV   

Method: Fully Modified Least Squares (FMOLS)  

Date: 03/13/17   Time: 14:07   

Sample (adjusted): 1991 2015   

Included observations: 25 after adjustments  

Cointegrating equation deterministics: C   

Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth 

        = 3.0000)   

     

     

Variable Coefficient Std. Error t-Statistic Prob. 

RWANDASAV 0.235444 0.058146 4.049202 0.0005 

C 4.091170 0.661962 6.180374 0.0000 

     

     

R-squared 0.285032 Mean dependent var 4.146768 

Adjusted R-squared 0.253946 S.D. dependent var 3.334137 

S.E. of regression 2.879841 Sum squared resid 190.7501 

Durbin-Watson stat 1.623663 Long-run variance 10.94982 

     

Dependent Variable: TANZANIAINV  

Method: Fully Modified Least Squares (FMOLS)  

Date: 03/13/17   Time: 14:13   

Sample (adjusted): 1991 2015   

Included observations: 25 after adjustments  

Cointegrating equation deterministics: C   

Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth 

        = 3.0000)   

Variable Coefficient Std. Error t-Statistic Prob. 

     

     

TANZANIASAV 0.486385 0.218245 2.228620 0.0359 

C -0.791964 3.065656 -0.258334 0.7984 

     

     

R-squared 0.252778 Mean dependent var 4.846974 

Adjusted R-squared 0.220290 S.D. dependent var 6.435191 

S.E. of regression 5.682349 Sum squared resid 742.6490 

Durbin-Watson stat 0.846355 Long-run variance 65.06259 

    

Dependent Variable: UGANDAINV   

Method: Fully Modified Least Squares (FMOLS) 
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Appendix Table 2. Cont’d 
 

Date: 03/13/17   Time: 14:15   

Sample (adjusted): 1991 2015   

Included observations: 25 after adjustments  

Cointegrating equation deterministics: C   

Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth 

        = 3.0000)   

     

Variable Coefficient Std. Error t-Statistic Prob. 

UGANDASAV 0.529623 0.611024 0.866779 0.3950 

C 13.97166 6.319464 2.210893 0.0373 

R-squared -0.018736 Mean dependent var 18.52710 

Adjusted R-squared -0.063029 S.D. dependent var 11.08429 

S.E. of regression 11.42827 Sum squared resid 3003.921 

Durbin-Watson stat 1.018238 Long-run variance 219.9762 

 
 
 

Appendix Table 3. Error correction model results. 
 

Dependent Variable: D(BURUNDIINV)  

Method: Least Squares   

Date: 03/13/17   Time: 14:01   

Sample (adjusted): 1992 2015   

Included observations: 24 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob. 

D(BURUNDISAV) -0.094981 0.140991 -0.673666 0.5079 

E(-1) -1.073219 0.216494 -4.957275 0.0001 

C 0.041781 0.928309 0.045008 0.9645 

R-squared 0.542704 Mean dependent var 0.036761 

Adjusted R-squared 0.499152 S.D. dependent var 6.425159 

S.E. of regression 4.547125 Akaike info criterion 5.983336 

Sum squared resid 434.2033 Schwarz criterion 6.130593 

Log likelihood -68.80003 Hannan-Quinn criter. 6.022403 

F-statistic 12.46105 Durbin-Watson stat 1.992743 

Prob(F-statistic) 0.000270    

Dependent Variable: D(KENYAINV)  

Method: Least Squares   

Date: 03/13/17   Time: 14:06   

Sample (adjusted): 1992 2015   

Included observations: 24 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob. 

D(KENYASAV) -0.029853 0.179451 -0.166358 0.8695 

S(-1) -1.132963 0.226467 -5.002773 0.0001 

C -0.064918 0.505284 -0.128479 0.8990 

R-squared 0.546246 Mean dependent var 0.207925 

Adjusted R-squared 0.503032 S.D. dependent var 3.432988 

S.E. of regression 2.420119 Akaike info criterion 4.721979 

Sum squared resid 122.9965 Schwarz criterion 4.869236 

Log likelihood -53.66375 Hannan-Quinn criter. 4.761046 

F-statistic 12.64031 Durbin-Watson stat 1.936939 

Prob(F-statistic) 0.000249    
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Appendix Table 4. Macroeconomic Time Series Data for East Africa Community, 1990-2015. 

 

Years BV UV KV RV TV BS US KS RS TS 

1990 1.12 .00 2.76 2.52 2.04 -5.365178 0.575976 18.52811 6.1950422 1.278450 

1991 0.82 .00 1.10 2.10 0.43 -4.178041 0.697929 19.45603 3.2829851 2.958188 

1992 0.52 2.63 0.43 1.77 -1.05 -10.0894 0.408965 16.51074 2.9394659 0.320028 

1993 0.44 4.07 0.20 1.77 -0.65 -6.23892 1.130992 22.55914 1.4185057 -4.599150 

1994 0.01 8.53 0.31 0.00 1.40 -11.2358 4.323537 22.10794 -48.50794 1.638546 

1995 3.12 21.00 1.67 1.15 3.08 -7.98850 3.372865 15.25719 -7.261453 2.356828 

1996 2.14 12.18 0.58 1.11 1.34 -1.72327 8.709425 8.092988 -5.796891 4.631252 

1997 1.87 13.85 2.67 1.01 1.62 1.49241 10.73908 6.456699 -4.063005 5.428324 

1998 0.74 16.34 0.49 2.42 1.44 -4.66892 5.681318 8.133912 -2.816672 7.483576 

1999 .50 42.10 0.69 0.53 2.36 -2.50329 8.027555 8.994628 -5.154609 7.214713 

2000 21.83 24.35 5.01 2.55 2.45 -7.13464 8.037604 7.280151 -5.182551 10.05453 

2001 0.02 39.11 0.22 5.80 3.51 -6.13738 7.008241 8.706622 -2.062357 13.17007 

2002 0.04 29.58 1.39 0.52 2.87 -8.35356 6.36618 9.761485 -3.197895 14.93043 

2003 0.01 21.12 3.33 1.01 1.51 -6.74469 7.171864 10.52341 -1.239291 14.91839 

2004 0.02 18.03 1.68 3.46 2.05 -7.32352 10.07936 10.70694 1.3925724 16.15531 

2005 0.22 43.21 0.67 3.50 2.16 -2.86909 11.72026 10.18891 2.013888 16.21806 

2006 0.01 17.66 1.05 5.90 1.58 -17.6322 8.047911 9.366957 3.729603 18.13499 

2007 .20 18.68 11.15 11.51 0.70 -3.35862 8.755775 10.40022 9.9273607 20.08406 

2008 1.66 27.43 1.36 8.91 0.27 -1.77049 15.27979 7.382288 8.1204727 19.93571 

2009 0.16 18.58 1.61 9.46 0.68 -13.0733 12.79438 8.534276 7.4245939 16.22100 

2010 0.21 10.33 2.14 3.20 21.78 0.25744 15.35002 7.821894 6.5302437 16.91245 

2011 0.79 14.37 3.68 7.05 11.22 -0.72301 12.37748 4.506046 7.7743109 17.95804 

2012 0.11 16.60 2.38 8.55 16.13 -0.14567 14.16493 5.952824 7.4859075 16.67641 

2013 0.83 15.49 4.67 5.55 14.48 1.89555 17.76884 5.183262 9.9712171 16.90609 

2014 1.01 13.68 5.14 6.83 14.75 2.04193 17.01670 5.218337 9.4717330 19.75654 

2015 1.70 14.24 6.09 7.99 15.06 -6.78462 13.27506 7.936885 9.8852150 23.15261 
 

Source: World Bank and Africa Development Bank Databases (2019). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


