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Outline

= Private Asset Reallocations
= Capital
= Credit and Property.
= Private Iransfers
" [nter-hnousenold
= [ntra-heusehold
= Capitall transfiers

= Conecepts and principles, not calculation
details



Most Important Graph in the World!
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Total Reallocations: Lifecycle Deficit
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Asset Reallocations

= |nvolve inter-temporal exchange.
= Asset IS acquired In one period (an eutflow)

= Asset yields income In subseguent period
(an inflew); or,

= Asset Is liguidated in subsequent period
(@an Infiow)

= Reallecation s i upward direction — from
younger te elder ages — except as noted.



Types of Assets

= Capital
= Reproducible: aggregate supply can vary.
= Material

= | and

= Non-reproducible: aggregate supply:is fixed.
= Viaterial

" Credit

= Non-reproducible: aggregate net credit IS zero.

= Non-material: credit can be negative; can be used o
reallocate downward — from elder to Younger ages.



Examples of Asset Reallocations

= Capital: A worker invests in a company; when
she retires she receives dividends and
eventually sells her share of the company.
(Upward flow).

= | and: A worker buys land from a retiree; when
ne Is older he receives rent and eventually sells
IS land (Upward flow).

= Credit: A college student borrews from a Worker
(downward flew); aiter graduation she repays
the werker (Upward flow):




Classitying Saving by Asset Type

= Vlost saving IS threugh financial
Intermediaries; therefore, acquisition of
assets Is often indirect.

= Goeverning principle: saving Is classified
Py ultimate use of the funds.

= Credit reallocations: consumer credit only.



lliustration ofi classification principle

= Sanjay buys a house for $100,000

= Down payment is $10,000

= [ oan of $90,000 from Rita (through the bank)
= |nvestment in capital

= Sanjay $10,000

= Rita $90,000

= AS Sanjay repays Rita his investment
Increases and hers declines.



A Lifecycle Saving Scenario:
US Synthetic Cohort

= Consumption and laboer income profiles for
US 2000 hold

= US 2000 sunvival rates, death at age 90

= Asset reallocation only to shiit frem the
Working ages to old age

= Saving concentrated at the end of the
WOrking ages

= Costless annuities; 6 per cent real rate of
Interest



Annual per capita flows (US$)

Expected Labor Income, Consumption, and
Lifecycle Deficit
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Annual Per Capita Flows (US$)

Asset Reallocations, Life Cycle Model

40000
30000 -
20000 -
10000
O rFrrrrrrrr1r 11T T INCT T T T 17T N T 11T 1T 1T 17T T T T 7T T T 1T T T T 1T T T T T T°1
4 70 75 80 85
-10000 H _ . .
Dis-saving begins
il Reallocations turn
30000 positive at age 58.

Asset Income — Less: Saving Asset Reallocations




Pure Lifecycle Asset Reallocations

= Reallocations less than zero for ages with
a lifecycle surplus (LCD<0)

= Saving (outflow) exceeds asset income
(Inflow)

= Reallecations > 0 for ages with a lifecycle
deficit (LCD>)

= ASSel Income exceeas saving.
= Eventually dis-Saving 6Ceurs.



\Why asset reallecations deviate
from the lifecycle model

= Time effects: short-run economic
fluctuations may dominate any particular
year

= Other motives
= Education for children
= Sandwich years (supporting kids and parents)
= RAISINg consumplion at young ages
= Beguest motive



Beqguest Motive

= Save during working ages
= Re-Invest asset Income

= Elows at high survival ages
= Outflow! Inithe form: off saving
= |pflow: In the ferm| ofi asset Income
= Net reallecations zero or negative

= Elows at lew sunvival ages

= Dis-saving (Inflew) matched: by transier
(euttliow)



Computation

= Current estimates do not distinguish
petween the alternative forms of saving
(Investment, land, credit)

= Saving Is a balancing item egual to the
difference between inflows and all other
outilows

S(a)=1.(a)+1y(a)
=Y, (a)+y.(a)+7(a)—c(a)



Private Transfers

» Reallocation of economic resources from
One age group toe another

= Familial transfers
" |nter-household transfers
= |ntra-household transfers
= Capital transfers
= Non-familial transfers: transfers through

private feundations, religious erganizations,
ete.



How Impoertant are familial transfters?

Familial Transfers (Inflows) as a Percentage
off Consumption, Taiwan and US

Taiwan US
Children? 64% 62%
Elderly” 39% 5%
Beguests -1 7% -17%

*Inter-vivos transfers only.



Forms of Familial Transfers

" |nter-nousehold inter vivos transfers
" |ntra-household inter vivos transfers
= Beguests and other capital transfers



Inter-household Familial Transfers

= Assumption: All'inter-household transfers
are between household heads

" |nter-nousehold transfers are estimated
directly fram EIES or similar surveys

= Capital transfers are excluded

= Differences between inflows and outfiows
= Reporting error: giving > receiving
= Glfts torandl from ghost househelds
= [ransfers te and from: rew
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Intra-household Transters:

Principles and Assumptions

Net inflows to individuals with consumption in
excess of their net disposable income.

Net outtlows from Individuals with net disposable
INCOME [N excess ofi thelr consumption.

Net dispesable income Is defined as labor
Inceme + net public transiers + net inter-
nousenhold transfers.

Disposable inceme Is “taxed™” at the same rate
Within each heusehold.

Residuallis transferred to the househeld head
and saved.



Warming!

= \ethod reguires estimates of key.
variables for individuals or detailed
Imputation methods;

" Lor Talwan, we have labor iIncome and net

public cash transfers for each household
member;

= Controlling| for age, consumption Is
assumed toe he Independent ofian
Individuals iIncome.
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Intra-household Transfers: Issues

= |ntra-nousenold transfers are only as good
as consumption estimates;

= |mportance of imputing Income. varables,
e.q., labor income and public transfers to
Individual members;

" | the absence of Information anout
Individual heteregeneity, only net intra-
household transfers can be estimated.



Generational SucecessIion:
Familiall Capital Transfers
= |nter- and intra-household transfers
support current consumption

= Capital transfers are intended to transfer
wealth, per se, to descendant generations



A Simple Model of
Patrilineal Succession

Households consist of father and his sons: Father Is the
head until his death; eldest son takes over as head;
brothers remain.

Mortality of eldest males and households equivalent.

Capital outflows:
= |dentical to beguests;
= [Depend en mortality of males/households and co-variance
petween mortality and wealth,.
Capital inflows:

= New households are reconstituted ghost hoeuseholds (with sens
as heads)

= [Estate taxes.



Complexities

= Head may abdicate household leadership
prior to his or her death
= Household fusion

= Headship succession

= | NTA system wealth follows' headship:
death of the household net death of an
Individual leads to a capital transier.




Complexities

= |ntra-generational succession

= |0 many societies, household leadership
DaSSEeS 1o the sunviving spoeuse If any;

= I[n NTA, this Is a non-event in the sense that
the household of age a survives;

= However, the death of the head may.
precipitate an inter-generationall transfer even
though the househeld persists;

= Relevant to moedeling relationship between
nousehoeld transitiens, and mortality.




Complexities

= |ntra-generational transfers

= [f individuals or couples purchase annuities,
their death leads te an intra-generational
transter rather thamn an inter-generational
transfter;



Complexities

= Sharing rules for intergenerational
transters

= Eldest son
= Equal division
= Other?
Estate taxes
" Beguests
= Other capital transfers



Complexities

= Other Capital Transfers
= Estate tax avoidance

= Other inter vives capital transfers
= Dowry
= Bride price
= Eancy wedding
= Help with heuse



NTA Bequests

" Transfers that arise due to the decline In
the number of households:

I"(a,t)=H(a+1t+1)/H(a,t) fora>a*
= Decline Is due to:
= Death te the household head
= FUsion (parents moeve in withrthelr children)

= Generational succession (neadship
designation; passes to Younger generation)



Household Survival Rate, Taiwan, 1978-1998
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Cumulative Survival, Talwan, 1978-1998
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NTA Bequests - Outflows

1"(a,t) =1"(a,t) + p, CV, /1" (@, )1 —1"(a, 1))

Survival of cohort wealth:  17(a,t)

Surnvival of households: 1"(a,1)
Correlation between
wealth and survival: £ an

Coefficient of variation for
wealtn: CV,



NTA Bequests - Outflows

" The correlation between wealth and
nousehold survival captures some of the
complexities:

" Effect of wealth on individual survival

= Effect of wealth on household fusion and
neadship transition



NTA Beqguests - Inflows

= Sharing Rules
= Eqgual sharing among effspring
= Parity bias, e.g., eldest or eldest son
= Gender bias — no effiect

" |nflows are to households of non-head
peneficiaries



Other Issues

FState taxes
= Other capital transfers
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