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 Household saving behaviour plays an important role in strengthening 

household financial resilience, particularly in the context of rising living 

costs and economic uncertainty. This study examines the influence of 

perceived inflation pressure, perceived income adequacy, and perceived 

government policy effectiveness on household saving behaviour in 

Peninsular Malaysia. Grounded in the Life-Cycle Hypothesis (LCH), the 

study explores how perception-based economic factors shape saving 

decisions among households. Data were collected from 385 households 

using a structured questionnaire distributed through online platforms. 

The findings indicate that perceived inflation pressure has a significant 

positive effect on household saving behaviour, suggesting that 

households tend to increase precautionary savings when they perceive 

rising cost-of-living pressures. Perceived income adequacy also 

demonstrates a positive relationship with saving behaviour, indicating 

that individuals who perceive their income as sufficient are more likely 

to engage in consistent saving practices. Similarly, perceived 

government policy effectiveness contributes positively to household 

saving behaviour by strengthening confidence in financial support 

mechanisms. Overall, the results highlight the importance of perception-

based economic factors in influencing saving decisions among 

households. The study contributes to the literature by providing 

behavioural insights into household financial decision-making in a 

developing economy context and offers policy implications for 

strengthening household financial resilience. 
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1. Introduction  

Household saving behaviour is widely recognised as a critical component of financial stability at both 

the household and macroeconomic levels. Adequate savings enable households to manage unexpected 

expenditures, smooth consumption over time, and prepare for long-term financial needs such as education, 

healthcare, and retirement. At the national level, household savings contribute to capital accumulation and 

economic resilience, particularly in developing economies that are more exposed to macroeconomic 

volatility (Modigliani & Brumberg, 1954; Loayza, Schmidt-Hebbel, & Servén, 2000). 

In Malaysia, concerns regarding household financial preparedness have intensified in recent years, 

particularly following economic disruptions such as the COVID-19 pandemic and rising living costs. 

Recent reports suggest that many Malaysians may not have sufficient retirement savings to sustain their 

long-term financial needs. For instance, it has been estimated that individuals may require approximately 

RM1.3 million to RM1.5 million to retire comfortably, yet existing savings levels for many workers remain 

below this benchmark (New Straits Times, 2026). Similarly, concerns have been raised that savings 

accumulated through retirement schemes such as the Employees Provident Fund (EPF) may no longer be 

adequate for a large proportion of Malaysians (Free Malaysia Today, 2026). These developments highlight 

the increasing importance of understanding the factors that influence household saving behaviour in the 

current economic environment. 

One factor that may influence household saving decisions is inflation-related financial pressure. Rising 

prices reduce purchasing power and increase uncertainty regarding future expenses, particularly for 

essential goods and services. While Malaysia has generally experienced moderate inflation rates, 

fluctuations in the prices of food, housing, and transportation have increased the perceived cost-of-living 

burden faced by households (Bank Negara Malaysia, 2021; Department of Statistics Malaysia, 2024). Such 

conditions may encourage households to adjust their financial strategies, including their saving behaviour, 

in response to anticipated future financial risks. 

Economic theory offers differing predictions regarding how inflation may influence saving behaviour. 

Traditional consumption theory suggests that inflation may discourage saving by eroding the real value of 

financial assets and encouraging households to increase current consumption (Mankiw, 2020). In contrast, 

the precautionary saving perspective argues that inflation-related uncertainty may motivate households to 

accumulate savings as a protective measure against future income or expenditure shocks (Loayza et al., 

2000). These contrasting theoretical perspectives suggest that the relationship between inflation and saving 

behaviour may depend on how households perceive and respond to economic conditions. 

The Life-Cycle Hypothesis (LCH) provides a useful theoretical framework for examining these 

behavioural responses. According to the LCH, individuals plan their consumption and savings over their 

lifetime in order to smooth consumption, basing their saving decisions on expected lifetime income rather 

than current income alone (Modigliani & Brumberg, 1954). Within this framework, perceived economic 

pressures such as rising living costs may influence expectations about future financial needs, thereby 

affecting saving behaviour. 

Empirical evidence on the relationship between inflation and household saving behaviour remains 

mixed, particularly in developing economies. While some studies report a negative or insignificant 

relationship between inflation and saving behaviour, others identify inflation-related pressures as a 

significant determinant of saving decisions (Ahmad Khan & Abdullah, 2010; Yousop et al., 2020). In the 

Malaysian context, existing studies frequently examine saving behaviour together with multiple economic 

and policy variables, making it challenging to understand how specific perception-based economic factors 

influence household saving behaviour. 
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Therefore, this study aims to examine how Perceived Inflation Pressure (PIP), Perceived Income 

Adequacy (PIA), and Perceived Government Policy Effectiveness (PGP) influence household saving 

behaviour among households in Peninsular Malaysia. By adopting a perception-based behavioural 

perspective grounded in the Life-Cycle Hypothesis, this study provides additional insight into how 

households respond to economic pressures and financial uncertainty when making saving decisions. 

2. Literature review 

This section reviews prior theoretical and empirical studies related to household saving behaviour, with 

a particular emphasis on the role of inflation as an economic determinant. The discussion synthesises 

existing literature on household saving behaviour, inflation–saving relationships, and the Life-Cycle 

Hypothesis (LCH) as the underpinning theoretical framework. By examining both global and Malaysian 

evidence, this review highlights inconsistencies in previous findings and establishes the research gap 

addressed by the present study. 

2.1 Household saving behaviour  

Household saving behaviour refers to the portion of disposable income that households allocate for 

future use rather than immediate consumption. Savings are essential for maintaining financial security, 

enabling households to cope with income volatility, unexpected expenditures, and long-term financial 

commitments such as retirement and education (Modigliani & Brumberg, 1954; Loayza, Schmidt-Hebbel, 

& Servén, 2000). In developing economies, household savings play an especially critical role due to weaker 

social safety nets and higher exposure to economic shocks (Loayza et al., 2000). 

Empirical studies consistently identify household income, economic expectations, and perceived 

financial risks as key determinants of saving behaviour (Murugiah, 2016; Sahudin et al., 2024). While 

higher income generally increases saving capacity, households with limited income may still engage in 

saving behaviour as a precautionary response to uncertainty (Loayza et al., 2000). In Malaysia, declining 

household savings and rising financial vulnerability have been widely reported, particularly among lower-

income groups facing persistent cost-of-living pressures (Sahudin et al., 2024; DOSM, 2024). These 

findings suggest that saving behaviour is shaped not only by income levels but also by broader 

macroeconomic conditions. 

Recent studies further emphasise that saving behaviour is shaped by a combination of behavioural, 

institutional, and macroeconomic factors. For instance, cross-country evidence shows that financial 

vulnerability, institutional trust, and economic expectations significantly influence households’ saving 

decisions, particularly in emerging economies where income uncertainty and limited social protection 

systems increase precautionary motives (Albaity et al., 2020; Jabbar & Mirza, 2019). Similarly, research 

examining household financial behaviour suggests that inflation expectations, perceived financial risk, and 

macroeconomic instability often lead households to strengthen precautionary savings as a buffer against 

future uncertainty (Sahudin et al., 2024; Khan et al., 2022). 

Similarly, recent research has emphasised that behavioural responses to financial uncertainty, including 

inflation expectations and perceived economic instability, may encourage precautionary saving behaviour 

among households (Ahmad Khan & Abdullah, 2010; Sahudin et al., 2024). 

2.2 Inflation and saving behaviour 

Inflation is defined as a sustained increase in the general price level of goods and services, which reduces 

the purchasing power of money over time (Mankiw, 2020). The relationship between inflation and 

household saving behaviour has long been debated in economic literature. Traditional economic theory 
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posits that inflation discourages saving by lowering real returns on savings and encouraging households to 

advance consumption before prices rise further (Mankiw, 2020; Loayza et al., 2000). 

However, an alternative perspective highlights inflation as a source of economic uncertainty that may 

encourage precautionary saving. Under this view, households respond to rising prices by increasing savings 

to buffer against anticipated future expenses and income instability (Loayza et al., 2000; Ahmad Khan & 

Abdullah, 2010). Empirical evidence from developing economies supports this argument, showing that 

inflation can positively influence saving behaviour when households perceive heightened financial risk 

(Ahmad Khan & Abdullah, 2010; Sahudin et al., 2024). 

In the Malaysian context, findings remain mixed. Some studies report an insignificant relationship 

between inflation and household savings, suggesting that income constraints limit saving responses among 

lower-income households (Yousop et al., 2020). Other studies, however, identify inflation as a significant 

long-run determinant of saving behaviour, particularly during periods of sustained price increases (Ahmad 

Khan & Abdullah, 2010). These mixed results indicate that household responses to inflation may vary 

depending on economic structure, income distribution, and institutional settings. 

More recent empirical evidence also suggests that the relationship between inflation and saving 

behaviour may depend on households’ expectations and perceptions of economic conditions. Studies across 

developing and emerging economies indicate that inflation expectations can increase precautionary savings 

when households anticipate higher future living costs and economic uncertainty (Jabbar & Mirza, 2019; 

Khan et al., 2022). In such contexts, inflation is not merely viewed as a macroeconomic indicator but as a 

perceived financial pressure that influences household-level financial decisions. This perspective highlights 

the importance of examining inflation from a behavioural standpoint when analysing saving behaviour. 

2.3 Life-cycle hypothesis and precautionary saving 

The Life-Cycle Hypothesis (LCH), introduced by Modigliani and Brumberg (1954), provides a 

foundational framework for analysing household saving behaviour. The theory posits that individuals plan 

consumption and savings over their lifetime to smooth consumption, saving during working years and 

dissaving during retirement. Saving decisions are therefore based on expected lifetime income rather than 

current income alone (Modigliani & Brumberg, 1954). 

Within the LCH framework, inflation can be interpreted as an economic shock that alters households’ 

expectations regarding future consumption needs. Rising prices increase anticipated future expenditures, 

motivating households to accumulate additional savings to preserve consumption stability (Loayza et al., 

2000). This behaviour aligns with the precautionary saving motive, where households save not only for 

planned future expenses but also to hedge against uncertainty related to inflation and economic instability 

(Ahmad Khan & Abdullah, 2010). 

In Malaysia, inflationary pressure combined with rising living costs has intensified concerns about future 

financial adequacy, particularly among households with limited income buffers (Bank Negara Malaysia, 

2021; DOSM, 2024). These conditions suggest that households may increasingly rely on precautionary 

saving strategies to maintain financial resilience, consistent with the predictions of the LCH (Modigliani & 

Brumberg, 1954; Loayza et al., 2000). 

2.4 Research gap 

Despite extensive research on household saving behaviour, limited studies have examined how 

perception-based economic factors jointly influence saving decisions, particularly in developing 

economies. In Malaysia, existing studies often investigate saving behaviour alongside broader variables 

such as income levels, financial literacy, or government support, but less attention has been given to how 

households’ subjective perceptions of inflation pressure, income adequacy, and government policy 
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effectiveness shape saving behaviour (Yousop et al., 2020; Sahudin et al., 2024). Furthermore, empirical 

findings remain inconsistent, highlighting the need for a context-specific investigation grounded in 

behavioural perspectives (Ahmad Khan & Abdullah, 2010; Yousop et al., 2020). This study addresses these 

gaps by examining the roles of Perceived Inflation Pressure (PIP), Perceived Income Adequacy (PIA), and 

Perceived Government Policy Effectiveness (PGP) in influencing household saving behaviour in Peninsular 

Malaysia. 

3. Hypothesis development 

3.1 Perceived inflation pressure and household saving behaviour 

Perceived inflation pressure refers to households’ subjective evaluation of rising prices and the extent to 

which increases in the cost of living affect their financial capacity. When households perceive that price of 

essential goods and services are increasing, their purchasing power is effectively reduced. This situation 

may create financial uncertainty regarding future consumption needs and motivate households to adjust 

their financial behaviour accordingly. In such circumstances, households may attempt to strengthen their 

financial buffer by increasing savings to cope with anticipated future expenses. 

From the perspective of the Life-Cycle Hypothesis (LCH), individuals allocate consumption and savings 

across their lifetime in order to maintain stable consumption patterns (Modigliani & Brumberg, 1954). 

When households expect higher future expenses due to rising prices, they may increase savings in the 

present to maintain their desired consumption level in the future. Previous studies have also shown that 

inflation-related uncertainty can encourage precautionary saving behaviour, particularly in developing and 

emerging economies where economic fluctuations may increase financial vulnerability (Loayza, Schmidt-

Hebbel, & Servén, 2000; Ahmad Khan & Abdullah, 2010). Therefore, when households perceive stronger 

inflationary pressure, they may increase their savings as a precautionary response to future financial 

uncertainty. 

H1:  Perceived inflation pressure positively influences household saving behaviour. 

3.2 Perceived income adequacy and household saving behaviour 

Perceived income adequacy refers to individuals’ assessment of whether their household income is 

sufficient to meet financial obligations and support future financial planning. When households perceive 

that their income is adequate to cover current expenditures, they may have greater capacity to allocate 

resources towards savings. Conversely, households that perceive their income as insufficient may struggle 

to maintain regular saving behaviour due to financial constraints. 

The Life-Cycle Hypothesis suggests that saving behaviour depends largely on expectations regarding 

lifetime income and financial stability. When individuals perceive their income as stable and sufficient, 

they are more likely to accumulate savings in preparation for future consumption needs or unexpected 

financial events (Modigliani & Brumberg, 1954). Empirical studies have also indicated that income 

adequacy plays an important role in shaping saving behaviour, as households with greater perceived 

financial capacity are more likely to engage in consistent saving practices (Yousop et al., 2020). Therefore, 

individuals who perceive their income as adequate are expected to demonstrate stronger saving behaviour. 

H2:  Perceived income adequacy positively influences household saving behaviour. 

 



6 Musaddad et al. / Journal of Emerging Economies and Islamic Research (2026) Vol. 14, No. 2 

https://doi.org/10.24191/jeeir.v14i2.10059  UiTM Press, Universiti Teknologi MARA 

3.3 Perceived government policy effectiveness and household saving behaviour 

Government policies and financial initiatives may influence household saving behaviour by shaping the 

broader institutional environment in which financial decisions are made. Policies such as tax incentives, 

retirement savings schemes, subsidies, and financial literacy programmes are often designed to encourage 

households to build financial security through savings. However, the effectiveness of these policies may 

depend on how households perceive their impact and accessibility. 

When households perceive government policies as supportive and effective, they may develop greater 

confidence in the financial system and become more motivated to engage in long-term financial planning. 

Perceived policy effectiveness can therefore strengthen saving behaviour by providing institutional 

assurance and encouraging households to participate in formal saving mechanisms. Previous research has 

also highlighted the role of government support and financial institutions in promoting saving behaviour, 

particularly in developing economies where public policy plays an important role in strengthening 

household financial resilience. Therefore, households who perceive government policies as effective are 

more likely to engage in saving behaviour. 

H3:  Perceived government policy effectiveness positively influences household saving behaviour. 

4. Methodology 

This section outlines the research methodology employed to examine the influence of Perceived Inflation 

Pressure (PIP), Perceived Income Adequacy (PIA), and Perceived Government Policy Effectiveness (PGP) 

on household saving behaviour in Peninsular Malaysia. It describes the research design, sampling 

procedure, measurement of variables, and statistical techniques used for data analysis. A quantitative 

approach was adopted to allow for objective measurement and statistical testing of relationships between 

variables, which is consistent with prior studies on household saving behaviour (Loayza, Schmidt-Hebbel, 

& Servén, 2000; Murugiah, 2016). The methodological framework was designed to ensure reliability, 

validity, and replicability of findings, following established empirical research practices in household 

finance and applied economics (Hair et al., 2014). 

4.1 Research design 

This study adopts a quantitative, cross-sectional research design to examine the influence of Perceived 

Inflation Pressure (PIP), Perceived Income Adequacy (PIA), and Perceived Government Policy 

Effectiveness (PGP) on household saving behaviour in Peninsular Malaysia. A quantitative approach is 

appropriate as the objective of the study is to test hypothesised relationships between variables using 

numerical data and statistical techniques (Sekaran & Bougie, 2016). The cross-sectional design enables 

data to be collected at a single point in time, allowing for the analysis of household saving behaviour under 

prevailing economic conditions. 

This design is widely applied in household finance and macroeconomic behaviour studies, particularly 

when assessing perceptions and behavioural responses to economic variables such as inflation (Loayza, 

Schmidt-Hebbel, & Servén, 2000; Murugiah, 2016). 

4.2 Sampling and data collection procedure 

This study employed a non-probability sampling approach to collect data from households across 

Peninsular Malaysia. Specifically, a purposive sampling strategy was adopted to target individuals who 

were likely to have experience with household financial management and saving decisions. This approach 

was considered appropriate because the study focuses on behavioural perceptions related to inflation 
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pressure, income adequacy, and government policy effectiveness rather than population-level 

representativeness. 

Data were collected using an online questionnaire distributed through WhatsApp and social media 

platforms, including Facebook and messaging groups commonly used for community and professional 

communication. The survey link was circulated within various online networks and community groups to 

reach respondents from different states in Peninsular Malaysia. To enhance geographic coverage, the 

distribution was extended through multiple contacts and social networks to ensure participation from 

households across the 14 states and federal territories. 

To ensure the relevance of responses, several inclusion criteria were applied. Respondents were required 

to be 18 years old or above, currently residing in Peninsular Malaysia, and involved in household financial 

decision-making, including saving behaviour. Individuals who did not meet these criteria were excluded 

from the analysis. In addition, incomplete responses and duplicate submissions were removed during the 

data screening process to maintain data quality. 

The final dataset consisted of 385 usable responses, representing households from diverse 

socioeconomic backgrounds, including individuals from the B40, M40, and T20 income categories. While 

the use of non-probability sampling limits the generalisability of the findings to the entire Malaysian 

population, the approach remains appropriate for exploratory behavioural research examining perception-

based financial decisions. 

4.3 Measurement of variables 

Household saving behaviour, Perceived Inflation Pressure (PIP), Perceived Income Adequacy (PIA), 

and Perceived Government Policy Effectiveness (PGP) were measured using validated instruments adapted 

from prior studies. 

Perceived inflation pressure reflects respondents’ subjective evaluation of rising prices and cost-of-

living increases, particularly the extent to which such increases are perceived to exert financial strain on 

the household. Perceived income adequacy captures individuals’ assessment of whether their current 

income is sufficient to meet financial obligations and support saving activities. Perceived government 

policy effectiveness refers to respondents’ evaluation of how effectively government policies support 

household financial stability and saving capacity. Household saving behaviour measures respondents’ 

saving tendencies, precautionary motives, and financial preparedness. 

All items were assessed using a five-point Likert scale ranging from 1 (“strongly disagree”) to 5 

(“strongly agree”), which is widely employed in behavioural finance research due to its reliability and 

interpretability (Likert, 1932; Hair et al., 2014). The use of adapted measurement instruments enhances 

content validity and ensures alignment with established methodological standards (Sekaran & Bougie, 

2016). 

The measurement items were adapted from previously validated instruments reported in prior empirical 

studies. For instance, household saving behaviour items were adapted from Dew and Xiao (2011), while 

perceived income adequacy items were adapted from Abdullah Al-Mamun and Adaikalam (2011). Minor 

modifications were made to ensure contextual relevance to Malaysian households. 

4.4 Operational definition of variables 

This study operationalises its variables based on established measurement practices in behavioural 

finance research. All latent variables were measured using multi-item Likert-scale instruments adapted 

from prior studies. Table 1 summarises the operational definitions of each variable. 
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Table 1. Operational definition of variables 

Variable Type Operational definition Measurement Source 

Household Saving 

Behaviour (HSB) 

Dependent 

Variable 

Refers to the extent to which households 

consistently allocate income for savings, plan 

expenditures prudently, and prepare for future 

financial needs. 

3 items (HSB1–HSB3), 5-

point Likert scale (1 = 

Strongly disagree, 5 = 

Strongly agree) 

Adapted from Dew 

& Xiao (2011) 

Perceived Inflation 

Pressure (PIP) 

Independent 

Variable 

Refers to individuals’ subjective evaluation of 

rising prices and cost-of-living increases, 

particularly the extent to which such increases 

are perceived to exert financial strain on the 

household. 

3 items (PIP1–PIP3), 5-

point Likert scale 

Samsir et al. 

(2023) 

Perceived Income 

Adequacy (PIA) 

Independent 

Variable 

Refers to individuals’ assessment of whether 

their current household income is sufficient to 

meet financial obligations and support saving 

activities. 

6 items (PIA1–PIA6), 5-

point Likert scale 

Adapted from 

Abdullah Al-

Mamun & 

Adaikalam (2011) 

Perceived 

Government Policy 

Effectiveness (PGP) 

Independent 

Variable 

Refers to individuals’ evaluation of how 

effectively government policies, incentives, 

and financial interventions support household 

financial stability and saving behaviour. 

3 items (PGP1–PGP3), 5-

point Likert scale 
Yap & Ng (2018) 

All variables were treated as latent constructs reflecting respondents’ perceptions and behavioural 

tendencies. This approach is consistent with prior behavioural finance studies employing perception-based 

instruments. 

4.5 Reliability and validity 

Instrument reliability was assessed using Cronbach’s Alpha, which measures internal consistency among 

scale items. A Cronbach’s Alpha value of 0.70 or higher is considered acceptable for social science research 

(Hair et al., 2014). The results indicate that all constructs achieved satisfactory reliability levels, confirming 

the suitability of the measurement instruments for further analysis. Content validity was ensured through 

adaptation of items from established studies and alignment with the theoretical framework underpinning 

this research, namely the Life-Cycle Hypothesis (Modigliani & Brumberg, 1954). 

4.6 Data analysis techniques 

Data analysis was conducted using the Statistical Package for the Social Sciences (SPSS). Descriptive 

statistics were employed to summarise respondent characteristics and variable distributions. Pearson 

correlation analysis was used to examine the strength and direction of the relationships between Perceived 

Inflation Pressure (PIP), Perceived Income Adequacy (PIA), Perceived Government Policy Effectiveness 

(PGP), and household saving behaviour. Multiple regression analysis was subsequently performed to assess 

the predictive effects of the three independent variables on household saving behaviour. Statistical 

significance was evaluated at the 0.05 level. 

4.7 Summary of methodology 

This study employed a quantitative, cross-sectional research design to examine the influence of 

Perceived Inflation Pressure (PIP), Perceived Income Adequacy (PIA), and Perceived Government Policy 

Effectiveness (PGP) on household saving behaviour in Peninsular Malaysia. Data were collected using a 

structured questionnaire administered to 385 households across different income groups. The measurement 
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instruments demonstrated acceptable internal consistency, with Cronbach’s Alpha values exceeding the 

recommended threshold, indicating reliability of the constructs. Descriptive statistics were used to describe 

respondent characteristics and variable distributions, while Pearson correlation and multiple regression 

analyses were applied to test the proposed relationships. Overall, the methodological approach adopted in 

this study is appropriate for addressing the research objective and provides a robust empirical basis for 

examining household saving behaviour from a perception-based behavioural perspective. 

5. Results 

This section presents the empirical findings of the study, focusing on the relationships between Perceived 

Inflation Pressure (PIP), Perceived Income Adequacy (PIA), Perceived Government Policy Effectiveness 

(PGP), and household saving behaviour among households in Peninsular Malaysia. The analysis is based 

on data obtained from 385 valid responses and was conducted using SPSS Version 29. Descriptive statistics 

were first employed to summarise respondents’ characteristics and the distribution of key variables, 

followed by inferential analyses using Pearson correlation and multiple regression techniques. These 

analyses were performed to address the research objectives and to examine the extent to which inflation 

influences household saving behaviour. All statistical tests were conducted at a 0.05 significance level. 

5.1 Reliability analysis 

The reliability of the measurement instruments was assessed using Cronbach’s Alpha to ensure internal 

consistency among the items measuring each construct. The results indicate that all variables achieved 

acceptable reliability levels, with Cronbach’s Alpha values exceeding the minimum threshold of 0.70 

recommended for social science research. Specifically, household saving behaviour recorded an alpha value 

of 0.787, perceived inflation pressure 0.790, perceived income adequacy 0.881, and perceived government 

policy effectiveness 0.738. These values suggest that the items used to measure each construct were 

consistent and reliable for further statistical analysis. Overall, the reliability results confirm that the 

questionnaire instruments were suitable for examining the relationships between the study variables. 

5.2 Descriptive analysis of respondents 

Descriptive analysis was conducted to provide an overview of the demographic characteristics of the 

respondents. A total of 385 households participated in the study, with female respondents representing 

55.6% of the sample, while male respondents accounted for 44.4%. The majority of respondents were 

within the working-age group of 29–43 years (53.8%), followed by those aged 18–28 years (21.3%), 

indicating that the sample largely comprised economically active households. In terms of income 

distribution, a substantial proportion of respondents belonged to the B40 income group (70.6%), followed 

by the M40 (19.5%) and T20 (9.9%) groups. This distribution reflects Malaysia’s broader income structure 

and highlights the relevance of examining saving behaviour under financial constraints faced by lower-

income households. 
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Table 2. Demographic profile of respondents (n = 385) 

Variable Category Frequency Percentage (%) 

Gender Female 214 55.6 

 Male 171 44.4 

Age Group 18–28 years 82 21.3 

 29–43 years 207 53.8 

 44–59 years 69 17.9 

 Above 60 years 27 7.0 

Income Group B40 272 70.6 

 M40 75 19.5 

 T20 38 9.9 

 

Table 2 presents the demographic characteristics of the respondents. The sample is dominated by 

economically active households, with the majority of respondents aged between 29 and 43 years. In terms 

of income distribution, a substantial proportion of respondents fall within the B40 income group, reflecting 

Malaysia’s broader income structure and underscoring the relevance of examining household saving 

behaviour under financial constraints faced by lower-income households. 

5.3 Correlation analysis 

Pearson correlation analysis was conducted to examine the relationships between perceived inflation 

pressure, perceived income adequacy, perceived government policy effectiveness, and household saving 

behaviour. As presented in Table 3, household saving behaviour demonstrates a strong and positive 

correlation with perceived inflation pressure (r = 0.742, p < 0.01), indicating that higher perceived inflation 

is associated with increased saving behaviour among households. This finding suggests that households 

may adopt precautionary saving strategies in response to rising prices and economic uncertainty. 

In addition, perceived income adequacy exhibits a strong positive relationship with saving behaviour (r 

= 0.748, p < 0.01), reflecting the role of income capacity in facilitating saving decisions. erceived 

government policy effectiveness and statistically significant correlation with household saving behaviour 

(r = 0.701, p < 0.01), suggesting that institutional mechanisms such as EPF contributions and subsidies are 

associated with improved saving practices. Collectively, these results indicate that all independent variables 

are significantly related to household saving behaviour, providing preliminary empirical support for 

proceeding with multiple regression analysis to assess their predictive effects. 

Table 3.  Pearson correlation matrix among study variables 

Variables 1 2 3 4 

1. Household Saving Behaviour (HSB)     

2. Perceived Inflation Pressure (PIP) 0.742**    

3. Perceived Income Adequacy (PIA) 0.748** 0.835**   

4. Perceived Government Policy Effectiveness (PGP) 0.701** 0.733** 0.840**  

     Note: **p < 0.01 (two-tailed) 
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5.4 Regression analysis 

Multiple regression analysis was conducted to determine the extent to which perceived inflation 

pressure, perceived income adequacy, and perceived government policy effectiveness predict household 

saving behaviour as shown in Table 4. The overall regression model was statistically significant (F = 

204.955, p < 0.001) and explained 61.7% of the variance in household saving behaviour (R² = 0.617). 

Among the predictors, perceived inflation pressure emerged as the most dominant factor influencing saving 

behaviour (β = 0.388, p < 0.001), indicating that households are highly responsive to perceived inflation 

pressure when making saving decisions. Perceived government policy effectiveness also had a significant 

positive effect on saving behaviour (β = 0.235, p < 0.001), suggesting that institutional mechanisms such 

as EPF and subsidies support saving practices. Perceived income adequacy, while significant, exhibited a 

comparatively smaller effect (β = 0.156, p < 0.001), highlighting that income alone is not the strongest 

determinant of saving behaviour in the presence of inflationary pressure. 

Table 4. Multiple regression analysis predicting household saving behaviour 

Predictor Variables 
Standardised 

Coefficient (β) 
t value p value 

Perceived Inflation Pressure 0.388 6.292 < 0.001 

Perceived Income Adequacy 0.156 3.749 < 0.001 

Perceived Government Policy Effectiveness 0.235 3.495 < 0.001 

       Model Statistics: R² = 0.617  

       F = 204.955 
       p < 0.001 

5.5 Hypothesis testing 

Based on the regression results, all proposed hypotheses were supported. Perceived inflation pressure 

was found to have a significant influence on household saving behaviour, leading to the acceptance of H1. 

Perceived income adequacy also significantly influenced saving behaviour, supporting H2, while perceived 

government policy effectiveness demonstrated a significant positive effect, supporting H3. The acceptance 

of all hypotheses suggests that household saving behaviour in Peninsular Malaysia is significantly shaped 

by households’ subjective perceptions of inflationary pressure, income adequacy, and government policy 

effectiveness. Importantly, the dominance of perceived inflation pressure as a predictor suggests that 

households may prioritise precautionary saving in response to rising prices and economic uncertainty. 

6. Discussion 

This study examined the influence of perceived inflation pressure (PIP), perceived income adequacy 

(PIA), and perceived government policy effectiveness (PGP) on household saving behaviour in Peninsular 

Malaysia, drawing upon the Life-Cycle Hypothesis (LCH) as the underlying theoretical framework. The 

results indicate that all three perception-based factors significantly influence household saving behaviour, 

with perceived inflation pressure emerging as the most influential determinant. This finding suggests that 

households tend to increase their savings when they perceive rising cost-of-living pressures and economic 

uncertainty. 

The significant role of perceived inflation pressure supports the precautionary saving motive embedded 

within the Life-Cycle Hypothesis. According to this framework, individuals adjust their saving behaviour 

in anticipation of future financial needs and economic uncertainty (Modigliani & Brumberg, 1954). When 

households perceive that inflation reduces purchasing power and increases future expenditure expectations, 

they may respond by increasing precautionary savings in order to stabilise future consumption. In this 
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context, perceived inflation pressure functions as an important behavioural trigger that influences financial 

decision-making at the household level. 

The present findings are also consistent with empirical evidence suggesting that economic uncertainty 

and perceived financial vulnerability can significantly shape saving behaviour. Studies conducted in 

emerging and developing economies have shown that households often increase precautionary savings 

when they anticipate higher future living costs or experience financial uncertainty (Albaity et al., 2020; 

Sahudin et al., 2024). These findings reinforce the argument that behavioural perceptions, rather than purely 

objective macroeconomic indicators, play an important role in shaping household financial decisions. 

Recent studies further suggest that households’ saving behaviour is strongly influenced by expectations 

about future economic conditions. Empirical evidence indicates that inflation expectations and perceived 

financial vulnerability can significantly encourage precautionary savings, particularly in emerging 

economies where households face greater income uncertainty and weaker social protection systems (Jabbar 

& Mirza, 2019; Khan et al., 2022). In such contexts, inflation is not only interpreted as a macroeconomic 

indicator but also as a perceived financial pressure that shapes household financial planning and saving 

decisions. 

The results further contribute to clarifying previously mixed empirical evidence in the Malaysian 

context. While some studies have reported weak or insignificant relationships between inflation and 

household savings (Yousop et al., 2020), the present findings demonstrate that inflation exerts a stronger 

influence when examined from a perception-based behavioural perspective. This suggests that differences 

in prior findings may partly stem from variations in measurement approaches, particularly whether inflation 

is analysed as an objective macroeconomic indicator or as a subjective financial pressure experienced by 

households. 

The findings also highlight the adaptive financial behaviour of Malaysian households in response to 

rising living costs. Households appear to adopt a cautious financial stance by strengthening their saving 

practices in order to safeguard future financial stability. This behaviour is particularly relevant in the 

Malaysian context, where concerns regarding household financial vulnerability remain prominent, 

especially among lower- and middle-income groups facing persistent cost-of-living pressures (Sahudin et 

al., 2024; DOSM, 2024). 

In addition, perceived inflation pressure was found to exert a stronger influence on saving behaviour 

compared to perceived income adequacy and perceived government policy effectiveness. One possible 

explanation is that inflation directly affects households’ day-to-day purchasing power and immediate cost-

of-living experiences. When households perceive that price of essential goods are rising, the perceived 

financial risk becomes more salient, prompting a stronger behavioural response in the form of precautionary 

savings. In contrast, perceived income adequacy and government policy perceptions may influence saving 

behaviour more indirectly, as their effects depend on longer-term income stability and awareness of policy 

interventions. Similar behavioural responses have been reported in recent studies examining saving 

behaviour under economic uncertainty and inflationary pressures in emerging economies (Albaity et al., 

2020; Sahudin et al., 2024). 

7. Conclusion 

This study investigated how perception-based economic factors influence household saving behaviour 

in Peninsular Malaysia, focusing on perceived inflation pressure, perceived income adequacy, and 

perceived government policy effectiveness within the framework of the Life-Cycle Hypothesis (LCH). The 

findings indicate that households’ saving decisions are not shaped solely by objective economic conditions, 

but also by how individuals perceive financial pressures and institutional support in their economic 

environment. 
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The results suggest that inflation-related perceptions play a particularly prominent role in shaping saving 

behaviour. When households perceive rising living costs and declining purchasing power, they appear more 

inclined to strengthen precautionary savings as a means of safeguarding future financial stability. At the 

same time, perceptions of income sufficiency and supportive government policies also contribute to saving 

behaviour by influencing households’ confidence in their financial capacity and institutional environment. 

These findings highlight the importance of perception-driven financial decision-making in household 

economic behaviour. 

From a theoretical perspective, the study contributes to the literature by extending the application of the 

Life-Cycle Hypothesis to a perception-based behavioural context. By incorporating perceived economic 

pressures and institutional perceptions into the analysis of saving behaviour, the study provides additional 

insight into how households adapt their financial strategies in response to uncertainty and rising living costs 

in emerging economies. 

From a policy standpoint, the findings underscore the importance of strengthening household financial 

resilience through targeted and context-sensitive initiatives. Policymakers may consider expanding targeted 

savings schemes for vulnerable income groups, particularly households in the B40 category who are more 

exposed to inflationary pressures. In addition, digital financial literacy programmes and accessible saving 

instruments may help encourage sustainable saving practices across different income groups. Strengthening 

such initiatives may enhance households’ ability to cope with economic uncertainty and support long-term 

financial stability. 

8. Recommendations 

8.1 Policy recommendations 

Based on the findings, policymakers should recognise inflation as a critical factor influencing household 

financial behaviour. While inflation control remains a macroeconomic priority, complementary measures 

are needed to support households in managing inflation-related uncertainty. Strengthening price stability 

policies and ensuring transparency in inflation-related information can help households make more 

informed saving decisions (Bank Negara Malaysia, 2021). In addition, targeted financial education 

programmes that emphasise inflation awareness and long-term financial planning may enhance households’ 

ability to respond effectively to rising living costs. 

Furthermore, policymakers should consider integrating inflation-sensitive mechanisms into existing 

savings-related initiatives. Programmes such as retirement schemes or subsidised savings instruments could 

be designed to protect the real value of household savings during inflationary periods, particularly for low- 

and middle-income households who are more vulnerable to purchasing power erosion (Sahudin et al., 

2024). 

8.2 Implications for financial institutions 

Financial institutions play an important role in translating macroeconomic conditions into household-

level financial decisions. Banks and financial service providers may introduce savings products that offer 

inflation-adjusted returns or flexible contribution structures to encourage sustained saving behaviour during 

periods of price instability. Enhancing accessibility to formal saving instruments can also help households 

transition from informal precautionary saving practices to more secure financial channels (Loayza et al., 

2000). 
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8.3 Recommendations for future research 

Future studies may extend this research by adopting a longitudinal design to examine how household 

saving behaviour evolves over time in response to persistent inflationary pressure. Such an approach would 

allow for a deeper understanding of behavioural adjustments across different economic cycles. 

Additionally, incorporating behavioural variables such as financial literacy, risk perception, and inflation 

expectations may enrich the explanatory power of future models (Yousop et al., 2020). Expanding the scope 

to include East Malaysia could also provide a more comprehensive national perspective on household 

saving behaviour. 
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Appendix  

Table A1. Questionnaire items and measurement 

Construct Item code Item wording 

Household saving behavior (HSB) HSB1 My household saves a portion of income regularly every month. 

 HSB2 My household has long-term saving goals, such as housing, education, or retirement. 

 HSB3 We usually plan our spending to ensure we have money left to save. 

Perceived inflation pressure (PIP) PIP1 Inflation reduces my household's purchasing power. 

 PIP2 Inflation has made it harder for my household to borrow or repay loans. 

 PIP3 Inflation forces my household to adjust or reduce planned savings. 

Perceived income adequacy (PIA) PIA1 When my income increases, I tend to increase my household savings. 

 PIA2 My current household income allows me to save regularly. 

 PIA3 A higher income level would improve my ability to save for the future. 

 PIA4 My current income level is sufficient to cover all basic living expenses. 

 PIA5 My household income is stable enough to allow for long-term financial planning. 

 PIA6 If my income were higher, I would be more likely to set aside regular savings. 

Perceived government policy 

effectiveness (PGP) 
PGP1 

I believe the government considers the needs of middle-income groups in designing 

saving incentives and assistance programs. 

 PGP2 Government housing subsidies help reduce my household financial burden. 

 PGP3 
Policies introduced by the government positively influence my household’s saving 

habits 
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