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ARE EUROPEAN HOUSEHOLDS RICARDIAN?

Jean-Luc Proutat

Today's deficits are tomorrow's taxes. Therefore, it is
logical for households to save rather than spend the
public transfers they receive, since these are incurred
through debt and will eventually need to be repaid.

Suspicions, but no proof

Although rational on paper, this “Ricardian” effect (na-
med after the eminent English liberal thinker, David
Ricardo) remains difficult to quantify in practice. Ne-
vertheless, recent events in France seem to echo this
theory. The ongoing discourse regarding the sustaina-
bility of public finances in general, and the pension
system in particular, is prompting households to save
at levels not seen in 45 years (18.9% of gross dispo-
sable income in the second quarter of 2025, according
to INSEE). It remains to be seen whether this beha-
viour is a knee-jerk reaction to the current political
instability or a reflection of a more enduring concern,
extending beyond France, regarding the rising govern-
ment debt.

To answer this question, it may be useful to compare
the trends in savings with those of its traditional de-
terminants, to ascertain whether any “Ricardian” be-
haviour is at play. However, the empirical analysis,
shown in our graph and covering the last 25 years
of the EMU (Economic and Monetary Union), provi-
des no evidence of this. Statistically, changes in pu-
blic accounts (as indicated by deficits or shifts in the
debt ratio) do not significantly affect household sa-
vings, once disposable income, interest rates, and the
unemployment rate (considered as a precautionary
motive) are taken into account. This observation holds
true for France and the euro area.
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The lack of an empirically measurable Ricardian ef-
fect can be explained by the fact that concerns about
the financial health of governments is both variable
across Europe (it may even have regressed in ltaly)
and relatively recent in France. To reduce the savings
rate, the decrease in unemployment and real interest
rates are significant factors. While not decisive, alle-
viating the uncertainty surrounding the future of pu-
blic finances could be beneficial.

AN ESTIMATE OF THE SAVINGS RATE OF HOUSEHOLDS IN THE EURO AREA
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Household savings in the euro area are analysed using annual data at constant prices for the period
from 2000 to 2025 (with partial data available for 2025, as along with estimates from the European
Commission).

The relationship is based on a single-step error correction model:
3.40 Ardbr: +0.04 AU:

R? g = 0.88; DW = 1.69; SER = 0.03.

Asr: = +0.01 Arater: -0.34 [sre1 - rdbre] +C

where sr: denotes real household savings (in log), rdbr: denotes real household disposable income
(in log), U: denotes the unemployment rate; and rater: is the real benchmark interest rate in Europe
(yield on 10-year German bonds). Note that the Covid-19 shock (resulting in forced savings due to
lockdown measures) was accounted for using an instrumental variable (set at 1 in 2020 and zero for
the remainder of the estimation period).

All variables show the expected sign and are statistically significant at the 5% (***) or 10% (**)
threshold. Despite several attempts (involving changes in the debt ratio and the total, primary or
structural deficit of the public sector), the inclusion of a public finance health indicator does not
yield statistically conclusive results.
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or Liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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