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Course Objectives

This course focuses on consumption and saving. We will study the empirical evidence and the models that have been developed so far to explain these data. We will highlight the successes of these models, their shortcomings and their policy implications.

We will study the determinants of wealth inequality, the relevance of different saving motives and their implications. We will also analyze the hump in consumption and the role of consumer durables, the possible determinants of the large heterogeneity in savings, portfolio choice, the drop in consumption at retirement, etc.

Suggested Textbooks
• Ljunqvist L. and Sargent T.J., Recursive Macroeconomic Theory, MIT Press, Second Edition, 2004.

• Adda J. and Cooper R., Dynamic Economics – Quantitative Methods and Applications, MIT Press, 2003.

• Deaton A., Understanding Consumption, Oxford University Press, 1992.
Course Requirements

There will be one in-class midterm, worth 40 percent of your grade.  The date of the midterm will be announced in class. There is no final exam. 

An original research paper accounts for 40 percent of your grade. The proposal for this paper is due on Friday, Oct. 17, and the paper itself is due on Tuesday, Dec. 9 (the last day of class).  Late papers will not be accepted.  The paper does not have to relate directly to the material covered in class, but it must address a macroeconomics topic.  

10 percent of your grade will depend on an in-class presentation in the last weeks of class (or earlier, if you want and the paper fits). You will outline and present the main results of a published article using slides. You should submit a written summary of the paper at the time of the presentation.

Finally, there will be several problem sets, worth 10 percent of your grade. Students are encouraged to work in groups. The size of such homework groups is limited to three people. Each group can hand in a single problem set on behalf of all its members. 

Reading List 

The following list of topics is fairly ambitious and therefore subject to change, as time goes by and as we find together the right pace for the course. Most of the items listed below can be found in the library or online. 

1. Consumption

· Attanasio et al. “Humps and Bumps in Lifetime Consumption,” 1999, Journal of Business and Economic Statistics vol.17, no.1 pp. 22-35.

· Gourinchas, and Parker “Consumption over the Life-Cycle,” 2002, Econometrica, vol. 70 no. 1 pp.47-90.

· Fernandez-Villaverde, and Krueger “Consumption and Saving over the Life Cycle: How Important are Consumer Durables?.”

· Yang, “Consumption Over the Life Cycle: How Different is Housing?” Review of Economics Dynamics, forthcoming. 

· Krueger, and Perri “Does Income Inequality lead to consumption inequality? Evidence and theory”, Review of Economic Studies, Vol. 73(1), pp. 163-193.

· Storesletten, Telmer, and Yaron “Consumption and Risk Sharing over the Life Cycle”. Journal of Monetary Economics, 2004, vol. 51, pp. 609-633
2. Wealth inequality

· Davies and Shorrocks, “The Distribution of Wealth”, in Handbook of Income Distribution, North Holland.

· Diaz-Gimenez, Quadrini, and Rios-Rull, “Dimensions of Inequality: Facts on the U.S. Distributions of Earnings, Income, and Wealth,” 1997, Federal Reserve Bank of Minneapolis Quarterly Review, vol.21, no.2, pp.2-21.

· Budria, Diaz-Gimenez, Quadrini, and Rios-Rull “New Facts on the Distributions of Earnings, Income and Wealth,” 2002.

· Quadrini, and Rios-Rull “Understanding the U.S. Distribution of Wealth,” Federal Reserve Bank of Minneapolis Quarterly Review, 1997, vol.21, no.2, pp. 22-36.

· Huggett, Mark, “Wealth Distribution in Life-Cycle Economies,” 1996, Journal of Monetary Economics, vol. 38, no. 3, pp 469-494.

· De Nardi, "Wealth Inequality and Intergenerational Links" . Review of Economic Studies, July 2004, vol. 71, n. 3, 743-768. 

· Quadrini “Entrepreneurship, saving, and social mobility,” 2000, Review of Economic Dynamics, vol.3, no.1, pp.1-40.

· Cagetti, and De Nardi, "Entrepreneurship, Frictions, and Wealth", Journal of Political Economy, October 2006, vol. 114, n. 5, 835-870. 

· Cagetti, and De Nardi, Wealth inequality: data and models", Macroeconomic Dynamics, May 2008. 

· Cagetti, and De Nardi, Taxes, Entrepreneurship, and Wealth", American Economic Review, forthcoming. 

· Castaneda, Diaz-Gimenez, and Rios-Rull “Accounting for the U.S. Earnings and Wealth Inequality,” 2003, Journal of Political Economy, vol. 111, no. 4, pp. 818-857.

· Reiter “Do the rich save too much? How to explain the top tail of the wealth distribution,” available at: http://www.nber.org/˜ confer/2004/si2004/

3. Saving behavior, facts

· Hubbard, Skinner, and Zeldes, “Precautionary Saving and Social Insurance”, 1995, Journal of Political Economy, vol. 103, issue 2, 360-99.
· Huggett, and Ospina, On Aggregate Precautionary Saving: When is the Third Derivative Irrelevant? Journal of Monetary Economics 48, 373-96, 2001
· Dynan, Skinner, and Zeldes “Do the Rich Save More?” 2004, Journal of Political Economy, vol. 112, no. 2, April, pp. 397-445.

· Gustman, and Steinmeier “Effects of Pensions on Savings: Analysis from Data From the Health and Retirement Study,” 1999, Carnegie-Rochester Conference Series on Public Policy, vol. 50, pp 271-324.

· Engen, Gale, and Uccello “The adequacy of household saving,” Brookings Papers on Economic Activity, vol. 1999, no. 2, 1999, pp. 65-187.
· Scholz, Seshadri, and Khitatrakun ,”Are Americans Saving 'Optimally' for Retirement,” Journal of Political Economy, 114(4), August 2006, 607-643

· Venti, and Wise “Choice, Chance and Wealth Dispersion at Retirement.” 2000, NBER working paper 7521

· Banks, Blundell, and Tanner “Is There a Retirement-Savings Puzzle?” The American Economic Review, 1998, vol. 88, no. 4, pp. 769-788.

· Bernheim, Skinner, and Weinberg “What Accounts for the Variation in Retirement Wealth Among U.S. Households?” 2001, The American Economic Review, vol. 91, pp. 832-857.

· Yang,  Accounting for the Heterogeneity in Retirement Wealth, 2006, working paper
4. Bequests

· Altonji, and Villanueva “The Marginal Propensity to Spend on Adult Children”. 
· Bernheim “How strong are bequest motives? Evidence based on estimates of the demand for life insurance and annuities,” Journal of Political Economy, 1991, vol. 99 no. 5, pp 899-927.

· Bernheim, and Severinov “Bequests as signals: an explanation for the equal division puzzle,” Journal of Political Economy, 2003, vol. 111 no. 4, pp 733-765.

· Hurd, and Smith “Anticipated and Actual Bequests,” NBER working paper no. 7380, 1999.

· Hurd, and Smith “Expected bequests,” NBER working paper no. 9142, 2002.

· Hurd, “Mortality Risk and Bequests”, Econometrica, 1989, vol. 57, issue 4, 779-813

· Hurd, “Savings of the elderly and desired bequests”, The American Economic Review, vol. 77, no. 3 pp. 298-312, 1987.

· Laitner, and Juster “New Evidence on Altruism: A study of TIAA-CREF Retirees,” 1996, The American Economic Review, vol. 86, pp. 893-908.

· Laitner “Wealth Inequality and Altruistic Bequests” The American Economic Review 92, no. 2 (May 2002): 270-273.

5. Human capital and earnings shocks

· Storesletten, Telmer, and Yaron “How Important Are Idiosyncratic Shocks? Evidence from Labor Supply”. The American Economic Review, May 2001, vol. 91 (2), 413-17 

· Huggett, Ventura, and Yaron “Human capital and earnings distribution dynamics,” Journal of Monetary Economics, 2006
· Diego Restuccia and Carlos Urrutia, “Intergenerational Persistence of Earnings: The Role of Early and College Education”, The American Economic Review, Vol. 94, No. 5, (Dec., 2004), pp. 1354-1378

6. Portfolio choice

· Banks, Blundell, and Smith “Wealth Portfolios in the UK and the US”, University College London, Discussion Paper 02-03, 2003.

· Bertaut, and Starr-McCluer “Household portfolios in the United States”.
· “Household portfolios,” edited by Guiso, Haliassos, and Jappelli, MIT Press, 2002.

· Caroll “Portfolios of the rich” 
· Gomes, and Michaelides “Portfolio choice with internal habit formation: a life-cycle model with uninsurable labor income risk”

· Flavin, and Yamashita “Owner-Occupied housing and the composition of the household portfolio,” 2002, The American Economic Review, vol. 92, no. 1, pp. 345-362.

· Steven J. Davis, Felix Kubler, and Paul Willen, “Borrowing costs and the demand for equity over the life cycle”, Review of Economics and Statistics, May 2006, 88(2): 348–362
· Poterba, and Samwick “Household portfolio allocation over the life cycle.”

· Cocco “Portfolio choice in presence of housing,” Review of Financial Studies, 18 (2), 2005, 535-567.
· Roussanov “Human Capital Investment and Portfolio Choice over the Life-Cycle” 
· Yao, and Zhang “Optimal consumption and portfolio choices with risky housing and borrowing constraints,” Review of Financial Studies, 2004.
· Willen “Entrepreneurial investment in a life-cycle portfolio choice model” 
· Davis, and Willen “Risky labor income and portfolio choice” 
7. Entrepreneurship
· Hurst, and Lusardi “Liquidity Constraints, Wealth Accumulation and Entrepreneurship,” 2004, Journal of Political Economy vol. 112, no. 2, pp 319-347.

· Hugo A. Hopenhayn, and Vereshchagin, “Risk taking by entrepreneurs”.
· Gentry, and Hubbard “Entrepreneurship and Household Saving,” 2000. Working paper.

· Moskowitz, and Vissing-Jorgensen “The Private Equity Premium Puzzle,” 2001. American Economic Review.

8. Health and wealth
· Smith “Healthy bodies and thick wallets: the dual relationship between health and economic status”, Journal of Economic Perspectives, vol. 13, no. 2, Spring 1999, pp. 145-166.

· Lillard, and Weiss “Uncertain health and survival: effects on end-of-life consumption,” 1997 Journal of Business and Economic Statistics, vol. 15, no 2, pp. 254-268.

· Domeij, and Johannesson “Consumption and health,” 
· French “The Effects of Health, Wealth and Wages on Labor Supply and Retirement Behavior”
· Palumbo “Uncertain Medical Expenses and Precautionary Saving Near the End of the Life Cycle,” 1999, Review of Economic Studies, vol. 66, pp. 395-421.

· Mariacristina DeNardi, Eric French and John Jones, "Differential Mortality, Uncertain Medical Expenses, and the Saving of Elderly Singles" , Federal Reserve Bank of Chicago working paper, n. 13 2005. (Revised March 2006.)

9. Consumer debt
· Li, Wenli, and Pierre-Daniel Sarte, “U.S. Consumer Bankruptcy Choice: The Importance of General Equilibrium Effects,” Journal of Monetary Economics (April 2006), pp. 613-31.
· Igor Livshits, James MacGee, and Michèle Tertilt, 2007. "Consumer Bankruptcy: A Fresh Start," American Economic Review, vol. 97(1), 402-418, March.

· Satyajit Chatterjee, Dean Corbae, Makoto Nakajima, and José-Víctor Ríos-Rull, 2007. "A Quantitative Theory of Unsecured Consumer Credit with Risk of Default," Econometrica, vol. 75(6), 1525-1589, November.

10. Policy, estate taxation

· Poterba, and Weisbenner “Inter-asset differences in estate-tax burdens,” 2003, The American Economic Review, Papers and Proceedings, vol. 93, no.2, May, pp. 360-365.

· Feenberg, and Poterba “The income and tax share of the very-high income households 1960-1995,” 2000, The American Economic Review, Papers and Proceedings, vol. 90, no.2, May, pp. 264-270.

· Goolsbee, “Taxes, high-income executives and the perils of revenue estimation in the new economy,” 2000, The American Economic Review, Papers and Proceedings, vol. 90, no.2, May, pp. 271-275.

· Auerbach, and Siegel “Capital gains realizations of the rich and sophisticated,” 2000, The American Economic Review, Papers and Proceedings, vol. 90, no.2, May, pp. 276-282.
· Bernheim, Lemke, and Scholz “Do estate and gift taxes affect the timing of private transfers?,” Journal of Public Economics, 88(12), December 2004, 2617-2634.

11. Review papers

· Attanasio “Consumption,” Handbook of Macroeconomics, Volume I B. John B. Taylor and Michael Woodford, eds. Amsterdam, New York and Oxford: Elsevier Science, North Holland, chapter 11.

· Bernheim “Taxation and Saving,” Handbook of Public Economics, available on line at http://www.econ.stanford.edu/faculty/workp/swp99007.html

· Browning and Crossley “The Life-Cycle model of Consumption and Saving,” The Journal of Economic Perspectives, 2001, vol. 15, no. 3, pp. 3-22.

· Browning, Hansen and Heckman “Micro Data and General Equilibrium Models,” 1999, Handbook of Macroeconomics, Volume I A. John B. Taylor and Michael Woodford, eds. Amsterdam, New York and Oxford: Elsevier Science, North Holland, chapter 8.

· Browning and Lusardi “Household saving: micro theories and micro facts, Journal of Economic Literature, vol. 34, no. 4, Dec 1996, pp. 1797-1855.
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