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Precautionary Saving with Liquidity
Constraints and Uncertainty

—An Empirical Analysis of Chinese Rural and Urban Households

Harrao Du  XiaNG DENG
(Sichuan University)

Abstract This paper studies the savings behavior of Chinese households by estimating the
log-linearized and second-order approximation of the consumption Euler equation. Expected
changes in income are found to be a strong predictor for expected changes in consumption, and the
random walk hypothesis is rejected. Liquidity constraints and income uncertainty increase precau-
tionary savings. Urban households are more inclined to take precautious savings. The paper also
finds that the stagnation of income growth since the mid-1990s has slowed down consumption
growth.
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