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1 Introduction

Dorante, bas, 4 Doriméne :

C’est un bon bourgeois assez ridicule,
comme vous voyez, dans toutes ses
maniéres.

LE BOURGEOIS GENTILHOMME
Acte III, scéne XVI

Literary critics often say that Moliére used comedy to reveal, not to
disparage. So I may be forgiven for suggesting that the life-cycle theory
presents Monsieur Jourdain without his stilted affectations and dynastic
pretensions.  Stripped of aspirations, what remains is a self-centered indivi-
dual who accumulates and decumulates for his calculated benefit until a
timely death relieves him of this dreary pursuit.

There is much more variety of behavior among beasts. The legendary
phoenix is said to sacrifice itself for its young by feeding them of its
breast. Such allegories are intended to shame humans by alleging altruism
even in animals. In reality, the parents of several existing species become
food for their progeny while some of the young in others get devoured by
their parents without thought or credit. Humans, however, think about
the future, elect to care for others and posture before posterity to varying
degrees, seeking the rewards of nobility not unlike M. Jourdain. Robert
Lucas [1986], p. S425, recently has remarked that insofar economics is
based on a superficial view of individual and social behavior, “it is exactly
this superficiality that gives economics much of the power that it has: its
ability to predict human behavior without knowing very much about the
makeup and the lives of the people whose behavior we are trying to
understand”. Lucas also noted that an ability such as this necessarily has
its limits, limits which, I think, are obvious from the baldness, or one-
dimensionality, of life-cycle theory.

Why should we persist in modelling human kind as monotonous and
singular in its motives? Could one perhaps attempt to account for diversity
by looking for biological clues to differences in tastes and endow-
ments? Intellect, character, the cultural and ethical environment, and the
accepted postulates of faith, ideology and pride are part endowed and part
acquired. Similarly, tastes and endowments affect predispositions about
marital status, family stability, and fertility. Conversely, differences in
demographic status variables may reveal differences in tastes.

If saving behavior differs identifiably between self-selected groups and
the relative size of these groups changes, there will be macroeconomic effects
on personal saving on account of composition effects. Motivation can, of
course, also change over time within any of the classes distinguished, so
that there could be cohort and period effects. The formal part of this
paper will ignore any such effects and deal only with groups whose saving
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behavior may be expected to differ at any one time. However, in develop-
ing the background of life-cycle theory, and the issues it raises, in the next
section, such narrow constraints will not yet be in force.

2 Heritage and Trends

Before attempting to stretch the theory later in this paper, it may be
worthwhile to recall the ideological roots of the systematic egoism that
underlies it. The four psychological assumptions on which classical liberal-
ism is commonly presumed to rest are egoism, quietism, intellectualism, and
atomism (see, for instance, Harry Girverz [1966]). The life-cycle theory
stands on the same pillars, as will be explained briefly for each.

First, psychological egoism, supported by a calculus seeking to maximize
one’s pleasure net of one’s pain over a lifetime, supplies the theory of
motivation. This desire for pleasure helps overcome that natural state of
inactivity known as quietism in which, it is assumed, everyone would rest
unless forced to work for a living. As the life-cycle hypothesis (LCH) has
shown in the same spirit, the self-love that provides the motive power is an
unemotional affair of far-flung calculations. In Franco MoDIGLIANDs
[1986], p. 305, words, ““[tlhe LCH presupposes a substantial degree of
rationality and self-control to make preparations for retired consumption
needs”. Disciplined intellectualism is applied to seeking out the greater net
pleasure from among the alternative combinations that could be reached
both now and in the future. In the systematic pursuit of its interests, the
self is endowed with foresight enabling it to exercise time preference via the
discount mechanism. Apart from this concession to reality which allows
the self to be viewed as an intertemporal organism, the self is pictured as
atomistic. Thus the whole is no more than the sum of the parts, and the
behavior and intent of the parts are unchanged when they are joined to, or
divorced from, society.

In principle, classical liberalism would allow the word family to be
substituted for society in the last sentence, but difficulties were recognized
in doing so. These difficulties tended to be papered over by appealing to
convenient “facts of human nature” that now would be recognized as
factitious. As Gary Becker [1976], p. 817, has remarked, the dominance
of self-interest and the persistence of some benevolence largely limited to
children have usually been explained by “human nature”, or an equivalent
evasion of the problem. In particular, the sexual impulse, —together with
measures of state to discourage birth control and with the imperative
to care for one’s children, —was relied upon to overcome quietism and
intellectualism long enough to start families and to bring the unwelcome
compulsion of work down on the progenitors. Girverz [1966], p. 38,
documents how Malthus mobilizes what is decorously called “the natural
desire for marriage” in this way to provide a necessary stimulus to
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industry. According to Malthus, the acknowledged indolence of humans
is supposed to be overcome by obliging them to care for the families resulting
from impulsive sex. Such acts thus appear as a ‘“‘natural” exception to
the cool pursuit of self-interest otherwise required by intel-
lectualism. Reinforced by equally antinomic prohibitions against “unnatu-
ral or artificial modes of checking population”, the sexual drive ultimately
leads to individually unwelcome but socially useful compulsions to overcome
quietism in this scheme.

Basically, therefore, conjugal relations and family are reduced to a work
incentive, one that ceases to operate when children are either supported by
the state or able to fend for themselves. Indeed children should be educated
and put to work as soon as practicable and not be allowed to lapse
into inactivity by having estates settled upon them. Unlike the effects of
dependent children on their parents, when (elderly or sick) parents become
dependent, they are taken to have little claim on the work effort of their
children. Hence adults, who had received the legacy implied in their rear-
ing, pass it on by temporarily sharing (see MobiGLIANI [1986], p. 304),
and raising offspring of their own. Otherwise, however, they look after
themselves and look out for themselves alone. In particular, doing more
than the minimum for children which biology and culture may urge would
be privately wasteful under this conception since parents have no stake in
the future income or position of their children beyond what is needed to
relieve them of dependents.

This last, unadorned paradigm fits the life-cycle theory to a T and bares
the roots it has in classical liberalism should time have obscured them. The
main difference is that the theory does not require Malthusian or Darwinian
compulsions to overcome quietism but holds that naked self-interest without
families is enough to stir people.

Life without families or without accepting lasting obligations to spouse
and offspring has indeed become increasingly common in a number of
industrial countries. Instead of reciting the bleak litany of changes observa-
ble even within a single generation, I will offer only one quote from Robert
SHILLER [1984], p. 473, and then enumerate and comment further on a few
of the factors in the United States:

There is in the postwar period evidence of substantial changes in behavior big enough to
have a major impact on the market. For example, the percentage of people who said that
religion is “very important” in their lives fell from 75% in 1952 to 52% in 1978. The birth
rate hovered around 2. 5% throughout the 1950s and then began a gradual decline to around
L.5% in the 1970s. These changes may reflect changing attitudes toward the importance of
family, of heirs, or of individual responsibility for others.

What could be behind the statistics and conjectures offered by
Shiller? Making divorce cheaper and more easily available at the option
of either party reduces the value of investing in marriage for both of
them. Although marriage-specific skills are largely transferable through
remarriage, expected lifetime demand for them is at least somewhat reduced
and less certain. Rising divorce rates also raise the expected cost of children
to women who have acquired increasingly independent control of marital
fertility. Thus H. Elizabeth PrTERS [1986], p. 443, notes that women who
foresee the possibility of divorce might decide to have fewer children than
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they would otherwise because divorced women with children have a high
cost of entering, or continuing in, the labor market and are less likely to
remarry. Men might seek to exercise influence toward reducing marital
fertility also if they fear being alienated from any children they might father
as a result of divorce. One of the results of increasing future divorce
probabilities, found by William JoHNnsoN and Jonathan SKINNER [1986], is a
rise in current labor supply of women which, in turn, raises the opportunity
cost of having children. US marriages begun in 1970 were 60% more
likely to end in divorce than those begun in 1950 according to these joint
authors. Cohabitation (with apologies for the use of a politically charged
term) is an increasingly common way of avoiding fertility and the legal and
economic ties of marriage. In the settled forms in which it can be determi-
ned by census takers, it has risen from 1% of all US couples in 1970 to 4%
in 1986. Permanent childlessness has also become more common in marri-
age, as David BLoom and Neil BENneTT [1985] have pointed out for the
United States.

The increasing relative cost of rearing, caring for, and educating the
young and of providing for earlier retirement and longer lasting custodial
and medical care for the old may have contributed to persons having fewer
children and leaving them less. SKINNER [1985] has shown that the bequest
motive may negate and even reverse the positive correlation between longev-
ity and savings implied by the pure life-cycle model. The fact (noted in
BoARD oF GOVERNORS [1986¢], p. 817) that married couples with children
under 18 have fallen from 459 of all US households in 1950 to 28% in
1985 is a harbinger of further changes as family life becomes an increasingly
exceptional and transitory state of being and obligation. In the United
States, at least, the pension and annuity proportions of household wealth
are up and the portion represented by life insurance reserves is down (see
BoARD oF GovERNORs [1986 b]), although this may not hold in other indus-
trial countries (BANcA D’ITALIA [1986]) as a referee has pointed out also for
France. Life insurance policies are very much like reverse annuity contracts
in that they take from the insured to give to his survivors, while pension and
annuity contracts may well diminish the estates otherwise left (B. Douglas
BernHEM [1985]). Even without survivor benefits, the actuarially expected
present value of annuities can not, of course, go to zero as long as those
covered by them are alive. So the fact that the elderly accumulate and
retain substantial wealth at any age need not imply that this wealth will
survive them.

Except for this, possibly misleadingly estimated lack of dissaving by the
elderly noted in France (Bruno Ouper [1979]) and other industrial countries,
the behavior of persons in these countries may indeed be getting closer
to that envisaged in the life-cycle paradigm. Using longitudinal data on
consumption and wealth late in the life cycle, Daniel HAMERMESH [1984]
has found that, on account of a high positive rate of time preference,
retired households optimize by consuming more than sustainable with their
available means early in retirement and then reducing consumption rapidly
as they age. High positive rates of pure time preference are most compati-
ble with the life-cycle story, as Mancur OLsoN and Martin BaiLey [1981],
pp. 22-23 have explained at greater length, and this property is used anal-
ogously also in the model stated in the next section. Furthermore, at least
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at the middle and upper income levels, the family choices of people may
now be made more deliberately than in Malthus’ time. Mark ROSENZWEIG
and T. Paul ScHuLtz [1985], p. 1013, relate that in their sample of white
married women in the United States in 1970, 27% of the couples reported
that they had one or more unwanted children by 1975, while 629, reported
that they had experienced one or more births earlier than they had
intended. Hence perhaps advances in intellectualism and the use of birth
control should not be exaggerated.

Nevertheless the signal to noise ratio of family choices has probably been
growing. They may reveal systematic differences in preferences and hence
in the planned pursuit of egoism, not to say altruism, with implications for
saving. What follows is the sketch of a limited model that could provide
for the heterogeneity of tastes which could be revealed by differences in
demographic status.

3 The Formal Model in Broad
Outline

In the model below these differences are modeled as if they had to do
with the probability of surviving from one year to the next. This subjective
probability is here understood to reflect not just an individual’s mortality
calculations but his intertemporal empathy, concern for heirs, or even for
unrelated generations yet unborn. The “as if”’ mortality rate, 1 —v, is thus
a taste parameter which may differ between groups but is formed with full
knowledge of the actuarial facts of life by each. It may be contrasted with
the objective risk of death per period 1—7*.

Any differences between y and y* are due not to irrationality or to an
unfounded presumption (optimism) that one will beat the fair odds on
surviving that suit one’s particular class. They are not based on asymmetric
information either. Rather they arise in this model from the possibility of
an individual’s concerns extending beyond his life cycle. If v* exceeded v,
a person would spend ““as if there were no tomorrow”’. Myopic behavior
of this kind may exist even at income levels well above subsistence, but it
is not rational and thus ruled out. However, the opposite inequality, y* <4,
may be entirely compatible with rationality and indicative not of dreams of
immortality but the possibility of altruism. The subjective survival rate, v,
can at most be equal to 1, which is the limit value associated with “Ricardian
equivalence” in Jacob FRENKEL and Assaf RaziN [1986]. In what follows I
am borrowing extensively from the formal outlines of that work although
some of the details and the analytical purpose here are quite different.

Treating both y and y* as constants which are independent of age and
spending but potentially different by demographic group has a number of
implications. These need to be brought out to reveal the peculiarities and
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limited usefulness of this specification. Regarding age, the implication is
that the remaining life expectancy is equal for all those currently
alive. There is no biological aging, only longer or shorter exposure to the
decimation caused by accidents which strike at prespecified annual
rates. If, for instance, population is stationary and the generation originat-
ing in year s is normalized as one individual when born, then the surviving
fraction of the generation started one year earlier is y*, and so on backwards,
up to y**. Hence there would be a total of (1 —+y*) ™! individuals currently
living. Turning to the second implication, assuming that y and y* are
independent of consumption and of investments in health implies that
income is at least sufficient for subsistence and that expenditures on health
care, or other types of precautionary spending, have no effect on fatality
rates. Finally, postulating fixed differences between demographic groups
from birth (or from that ““age” on at which accumulation becomes relevant)
assumes that everybody decides irrevocably and very early in life to which
group to belong and to what pattern to conform. This choice is assumed
to be uncorrelated with any individual differences in “fitness”, y*, whether
actual or perceived.

The representative individual’s utility of consumption may plausibly
be characterized by a function indicating constant relative risk
aversion. According to David Cass and Joseph SticLitz [1970], p. 128,
the first derivative of this isoelastic class of functions with utility U and
consumption C is:

(1 U(C)=aC’  b<0

Setting the scalar, a, equal to 1 for convenience, the corresponding utility
function is commonly expressed in either of two ways:

@ { U(C)=(1+b)~1 C1*>=[B/(B— 1)) C*~ ",
B=-1/b>0

Evaluating the utility of a stream of consumption involves the use of the
subjective annual discount factor & which reflects time preference motivated
by factors other than uncertainty of survival (y*<1). Since the time hori-
zon of concern to the individual is dealt with explicitly through survival
rate assumptions, there is no point in forcing variations in time preference
rates, which are a logically separate taste parameter, to mimic differences
in survival rates as well. Thus taking the discount factor & to be constant
and the same for all demographic groups, consumption i years hence
is multiplied by &. With this extension, eq. (1) implies that
U’ (C;, )/U(C)=8(C;,,/C)® so that the intertemporal elasticity of substi-
tution, dIn[C;,,/C}}/dIn[U’(C,,,,/U(Cy), is 1/b= —B.

Eq. (2) shows that the inverse of this intertemporal elasticity of substitu-
tion with sign reversed is the coefficient of relative risk aversion. That
coefficient is —CU” (C)/U’(C)=—b=1/p. Of course if b=—1 in eq. (1),
integrating yields the natural logarithm of C, In C, in eq. (2). By all
previous estimates (summarized, for instance, in Benjamin FriEDMAN [1985],
p- 228; and in Glenn HusBarD and Kenneth Jupp [1986], p. 18, ftnt. 40),
the implied intertemporal elasticity of substitution of unity would be
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high. Nevertheless, the logarithmic (von Neumann) form will be used in
further explaining the particulars of the demographic differentiation that
concerns us.

4 Detailed Specifications

First to be explained are the subscripts that will be used in the formal
development of the model. Index s indicates the year in which the genera-
tion (consisting of one individual) was born while ¢ is the year of reference
(where we are now), and v designates the years from ¢ on to infinity lying
v—t years in the future. We also need to differentiate Y, and hence C, by
demographic group, j, although the objective probability of survival from
one year to the next, y* and hence the budget constraints, are the same
forall. With logarithmic utility and compounded subjective survival proba-
bilities, y,, the expected utility of consumption, from year t on, of the
individual born in year s and surviving at least to year ¢ is:

(3) E, Y 8 'In Co.i= 2. (v;8)"'InC,, ;.

v=t v=t

The budget constraint in period ¢ for an individual born in period s and
faced with a fixed annual market discount factor « is first developed without
regard to differences in j. This constraint takes the form:

4) VEWe=1* (W, o1 + Y, ~Cfat+ 1=y W,_, , 4]

In this equation W, is the individual’s net worth at the end of period ¢t
conditional upon survival from the previous period. It is equal to its value
at the end of the previous period, W,. -1, plus saving out of current labor
income, Y,—C,, all already with one year’s interest (¢! =1 +7,_,). The
one-year rate, r,_,, is the interest rate, quoted on both borrowing and
lending at the end of the previous period, which, while variable in principle,
is here taken to be fixed at .

Looking ahead from the end of period t—1 to the end of period ¢, the
individual’s expected wealth is less than W,, since survival is not
guaranteed. Should the individual die in year ¢, he is taken to leave his
wealth to the immediately succeeding generation, s+ 1, in a will that takes
one period of, say, a year to settle. Limited survival requires multiplication
by v* of the law of motion, eq. (4), if its LHS is to represent expected
wealth. On the other hand, while some part of generation s dies, there is
the chance, (1—v*), of its surviving part receiving an inheritance during
year t from the generation immediately preceding, which is dated s—1. If
it takes one year to settle these inheritances and the entire interest earned
during this year is eaten up by settlement costs, inheritances of constant
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value come from a generation, s—1, which was just as large last year, in
year t—1, as generation s is in year ¢, the size of both being y* ¢ 9.

The last term on the RHS of eq. (4) requires detailed explanation. When
wills are made, generation s is still 1/y* times as large as generation s—1,
so that the average per capita bequest received from s— 1 by those members
of generation s who survive the settlement year, ¢, is (1—7*) Wei-1
multiplied by y*. By the time estates are to be released from escrow, some
of those named in wills are dying. However, by the same token, each
member of generation s surviving year t benefits from some members of
earlier generations having been passed over because they died just when
inheritances were to be settled on them, thereby further delaying the vesting
of such inheritances in the order of succession. Thus, by the end of
year t, survivors from s can expect to receive not only the fraction
Y*(1—7v)* of the wealth of generation s—1, but also y*(1—y*)? of s—2,
and so on from yet earlier generations. The resulting geometric series,
=YW, 4o+ (=2 W, .. ], sums to (1—y) W, ,_,
since the condition that only age and not the cohort matters implies that
W, =W, ;,_;=W,, for any i, j, The above sum of inheritances is
not divided by a on account of the assumed lack of growth in the value of
estates during settlement.

Substituting W, for W,_; ,_, in eq. (4), as explained before, yields the
individual budget constraint:

(5) a'Y* Wst=ws,t~1+Yt_Cst

Taking account of the continuing rate of decimation caused by accidents
occuring at the objective rate 1 —y* each year, the transversality condition
is:

(6) lim (y*)*"* W, =0

v~ ©

Replacing subscript ¢ by v=t, t+1, ...00 and multiplying each term in
eq. (5) by (y*«)""* for matching intertemporal extension yields the present
value of the budget constraint in any future year. Successive substitution
in the resulting equations to the limit for all v, where t<v< oo, with the
help of eq. (6) then leaves the intertemporal budget constraint:

(7 2 () T Cu=W, Y (Y)Y, =W

v=t v=t

Here W, as defined by eq. (7), is the stock value of human and nonhuman
wealth at the beginning of period t. (Consistent with the previous assump-
tion of a full year’s interest being earned on this year’s saving this year,
each year’s income is supposed to be generated in a single pulse at the
beginning of each year which coincides with the end of the previous
year.) This concludes the derivation of the budget constraint, at first
without regard to differences among demographic groups, j.

We will now assume separation by demographic groups such that group
J inherits only from previous members of the same group. This assumption
could be seen as suggestive of dynasty based either on intergenerational
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discipline or spontaneous homogeneity of tates, if inheritances are left
mainly to natural offspring. 1In fact it is little more than a sleight of hand
employed to keep matters simple even though receiving bequests may instill
a sense of obligation to also leave bequests in some. It allows us to avoid
interdependence and to specialize eq. (7) to any group j simply by adding
subscripts, so that:

@) X0 Cp =W,y 4+ Y (v )*Y, =Wi

v=t v=t

5 Solution

Using egs. (3) and (8), the constrained problem of an individual belonging
to demographic group j is to maximize:

(©) L= (+;8)'In Cs,,,,-—7»< 2z o a)v_tcvs,j—W:‘t,j>

v=t v=t

The first order conditions. moving from the present (v=t) any i years into
the future (v=t+1i) are:

oL/oC,, ;=1/C,, ;—1=0, v=t
1o OL/3C,, 11, = (1;8)/Co, i, = A (r* ) =0,
v=t+i

After eliminating A, system (10) has the solution:
1y (7;8)" 7" Cy, j=(v* @)’ Cy,, j, v=t, t+1...00

This shows that C is increasing or decreasing over time depending on
whether y;3 is greater or less than y*a. Summing equations of form (11)
over all v and using eq. (8) yields:

(12) G j/(1-7;8)=F (y*0)* ' C,, ;=W

v=t

a
=ws,t—1,j+ Z (Y* a)v_th,j'

v=t

Eq. (12) shows that consumption is a fixed, group-specific fraction,
(1—v;3), of total wealth, Wi, That fraction is lower the higher the
subjective survival rate of a group, Y Given the human component of

total wealth, which is represented by the discounted present value of the
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0

expected labor income remaining to be earned, ) (y* ®)°"*Y, ;, consump-
v=t

tion at age t—s is higher the greater the non-human component of wealth

at the end of the previous period, W, ,_, ;.

To determine the evolution of this last wealth component, we use the
group-specific version of eq. (5) and substitute for C,, jfromeq. (12). The
final result, with Y, ; the same as Y, for all v and j, is:

(13) ay*wst.j=ws,t—1,j+Y!

—(I_Yja)[ws,t—l,j+ Z (r* a)v_'Yv,j]

v=t

=Y (Wy, -1, ;+Y)—(1=7;8) [y* o/(1 —v* )] Y,

In this equation, [y* «/(1—v*a)]Y, is the present value of an annuity of Y,
starting in year v=t+1. The fraction (1—v;8) of this present value is
consumed in year ¢ and thus substracted to obtain the stock of wealth
outstanding at the end of that year. On the other hand, contributing to
that wealth are the part, v;8, of non-human wealth outstanding last period
and not spent and of current income not spent, as well as the interest
earned on past and present accumulations. Put more intuitively, to the
extent income and non-human wealth are higher at the start, consumption
and the non-human wealth remaining are greater as well.

The first-order non-homogeneous difference equation for non-human
wealth, eq. (13), can be solved for present and future years v>t with a
given initial value of W

(14) W, ;=[(v;)/(y* )" 1 W,y j+ Y /(1 —y* )]
=Y,/(1—v* o).

This solution shows that for individuals surviving to age v—s, non human
wealth is higher for given income the greater Y; Furthermore, if v;6>v*q,
it also rises with the age of the members of generation s remaining. Since
the number of survivors in any such generation diminishes by y* each year,
the aggregate wealth owned by all members of that generation will not
explode and process (14) will be stable if a>y;8.

Once one has standardized by age and (permanent) income, there is no
reason other than differences in v; admitted in the model, for non-human
wealth to differ between groups. Conversely, as stated at the outset of this
paper, these differences in wealth holdings may be interpreted to reveal
differences in cultural endowments and tastes between groups that have
selected their demographic circumstances such as marital status and number
of children. Assuming the objective survival rates, y*, are roughly the
same for all groups in the model, differences in Y; are attributable solely to
group attitudes regarding posterity.

Before concluding the modeling effort it may be useful to emphasize the
peculiarities of the “accidental death” specification by exploring the solution
of eq. (14) for the special case of life-cycle saving. The closest we can
come to the MobpiGLiaNI and BRUMBERG [1951] specification within the
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confines of the present model is to assume equality of the constant subjective
discount factor, 8, and its objective (market) counterpart, a. Likewise, the
subjective survival rate of group j, Y, may be equated to the objective rate
for all groups, y*. Then eq. (14) shows that the particular “life-cycle”
group j meeting these parameter specifications will have no reason to accu-
mulate any wealth at all. If they are nevertheless endowed with some
initial non-human wealth by windfall at the end of year t—1, they will
consume only the annual yield thereon. Hence their wealth conditional
upon survival remains intact. There is no natural aging or retirement in
the model. Then if the time preference rate is equal to the market interest
rate and individuals do not fancy to live longer than actuarial calculations
would indicate, they will not be interested to save at all unless, of course,
the initial endowment arbitrarily takes the form of negative wealth, i. e.,
debt. By contrast, if y* a>7v;0, whatever wealth may have been generated
by windfall initially would be dissaved gradually. Consumption would be
falling in step with wealth and its marginal utility would be rising to
supplement an interest rate that is below the time preference rate (y=y*
implies a>8 above). Once wealth cannot be run down any further and
borrowing has reached the limit of Y,/(1 —y* &), all of current income would
be needed to service the debt. This debt would be forgiven in the event of
death since insurance reserves had been built up from the allowance for
accidents included together with pure interest in the annual rate of charge,
(ay®) ™11

6 Empirical Indications

As often happens in the formal development of research, the variety of
attitudes and behavior evoked at the beginning of the paper has given way
to the study of something much narrower. This paper was limited to
parameterizing differences in altruism when death comes only by accident
at a constant annual rate. Ian HAckING [1975], p. 108, reports that this
assumption about mortality has been used at least as far back as 1662 (in
work published by John Graunt), but it remains wicked
nonetheless. Furthermore, only “survival” preferences, not labor income
or work effort, were allowed to differ.

To bring out the diversity of tastes about “survival”, the first step in
future empirical work would be to interpret differences in non-human
wealth holdings of households. These households would be stratified by
demographic circumstances but standardized by (permanent) income and
age of head. Surveys of consumer finances can provide some of the
material even though they do not reveal many of the factors that bear on
personal saving motivation and concern for posterity. Obviously, per-
manent income (see Fumio Havasui [1982]) is not directly evident from
such surveys. Nor are the many explicit and implicit contracts that govern
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the degree of reliance on social provision and risk sharing (see Roger
GorpoN and Hal VArian [1985]). Also, we normally do not get from
surveys information about contributions to charity. Planned contributions,
even if spent on consumption by the receiving entities, can contribute to
net saving except in religious parables where rich men give to become
poor and have no intention of remaining rich and giving again. Planned
contributions could reveal a generous concern for posterity or a desire for
leaving living monuments comparable to that revealed by a large excess of
Y; over y*.

TABLE 1

Mean and Median Net Worth of Families Distinguished by Life-Cycle Stage of
Family Head

P Net Worth
ef)cfent (thousands of dollars)
Families Mean Median
UnderdSyears .. ...........cvvun.n. (42)
Unmarried, nochildren . . .. ........... 12 16.3 1.1
Married, nochildren . . . . ............. 7 24.9 7.5
Married, with children. . . ... .......... 23 41.4 17.9
45yearsandover ................... (48)
Head in labor force ................. 26 107.1 54.5
Head retired . ... .................. 22 103.0 43.2
Allages. . . . ... ... i . (9
Unmarried, with children . . . . .......... 9 22.8 0.5

Note: Subtotals in parentheses do not add to 100 because of rounding.
Source: Board of Governors of the Federal Reserve System (1984 b, p. 863).

The many two-way classifications published so far from a new data
source, the 1983 Survey of Consumer Finances (BOARD OF GOVERNORS
[1984 a], [1984 D], [1986a]) do not present differences in net worth between
demographic groups ceteris paribus. Nor can empirical distributions of v;
or (y;—7*) be derived for given age and income as required by the previous
model. Nevertheless some of the crude differences revealed in the previous
table are suggestive, revealing large differences in mean and median net
worth between demographic groups distinguished by “life-cycle stage of
family head” Since other two-way classifications (BOARD OF GOVERNORS
[1984 a], p. 682) suggest that “married under 45 years” with “no children”
and “with children” have almost identical incomes, not all of the differences
will disappear after standardizing for age and income. Rather, it appears
that preconceptions or received values, and their differing interpretations
and applications through self-selection, may matter also. So could the
process of gradual adaptation of social and family mores and the degree of
behavioral variance permitted. As Patricia EBrey [1984], p. 164, has writ-
ten in Family and Property in Sung China: “How men responded to new
economic opportunities or political institutions depended on notions in their
heads, but these notions could also change as they came to deal with new
situations”.
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In this light, the life-cycle paradigm should probably not be seen as
timeless or universally paramount for savings behavior. Rather, it is a
caricature telling a good deal about all of us in the one-sided and exaggerated
way usually employed in that intellectual art form. Indeed, with the reduc-
tion of family, its size, endurance and valuation, life may have begun to
imitate art, making the life-cycle theory descriptive of the principal savings
motivation of ever larger shares of declining populations (Michael HurD
[1987]). Nevertheless, for a broader understanding of irreducible heterogen-
eity of preferences, life-cycle concerns may have to be complemented by
other, perhaps more dynastic, more altruistic, or simply prouder objectives
than successful annuitization and consumption smoothing for one’s
lifetime. Before more ambitious objectives for saving usefully can be
claimed, they must first be found feasible in society. They would have to
be supported by a demonstrable (legal, moral, and conventional) order
in which they may be realized and enforced through time with some
assurance. There is little point in saving for a flight to Paris or a business
to leave to your children if you are from Moscow. Some macroeconomic
attempts have already been made to obtain evidence on both broader
savings and wealth motives, and constraints on their exercise (see, for
instance, Michael BoskiN and Laurence KOTLIKOFF [1985]; and BERNHEIM
et al., [1985]). In future work with micro-level data, it may be possible to
get at more of the different motives through demographic detail.
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