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Abstract

We revisit the seminal paper on endogenous fertility by Barro and
Becker (1989) taking into account households’ heterogeneity in terms of
capital endowments, mortality differential and cost per surviving child.
Focusing on an endogenous growth version, we show at first that there
exists a unique balanced growth path (BGP) where the population growth
rates of all dynasties are identical. Then, we study the long-run effects of
shocks on mortality rates (such as epidemics), mortality differential and
total factor productivity (TFP) on the economic and demographic growth
rates. The main mechanism rests on the adjustment of the average rearing
cost of a surviving child. Finally, we extend the model considering the
effects of labor taxation. We find that a higher tax rate may, on the one
side, enhance growth but, on the other side, raise wealth inequalities.

JEL classification: D20, J13, 040.

Keywords: endogenous fertility, heterogeneous households, mortality differen-
tial, labor taxation, endogenous growth.

*We would like to thank Eleni Iliopoulos for her helpful comments to the section on com-
parative statics. Usual disclaimers apply.

fTHEMA, Université de Cergy-Pontoise, 33 bd du Port, 95011 Cergy-Pontoise CEDEX,
France. Tel: + 33 1 34 25 22 54. Fax: + 33 1 34 25 62 33. E-mail: stefano.bosiQu-cergy.fr.

fCorresponding author. CNRS and GREQAM, Centre de la Vieille Charité, 2 rue de la
Charité, 13236 Marseille CEDEX 02, France. Tel: + 33 4 91 14 07 27. Fax: + 33 4 91 90 02
27. E-mail: thomas.seegmuller@univmed.fr.



1 Introduction

Barro and Becker (1989) have pioneered the optimal growth literature with
endogenous demography and provided a popular framework to represent the
interplay between economic and demographic dynamics. As claimed by these
authors, they have extended ”the literature on optimal economic growth [...]
to allow for endogenous and optimizing choices of population growth and in-
tergenerational transfers.” In this paper, we want to go one step further, by
encompassing households’ heterogeneity, specified as heterogeneous capital en-
dowments, mortality rates and costs of rearing children.

We also depart from Barro and Becker (1989) revisiting their contribution
in a model of endogenous growth. Indeed, considering dynamics along a bal-
anced growth path (BGP) allows us to highlights the role of shocks on mortality
rates (such as epidemics), mortality differential (such as health reforms), total
factor productivity (such as industrial revolutions) on economic and popula-
tion growth. In addition, endogenous growth is also suitable to understand the
policy implications, namely the effects of labor taxation, on the growth rates,
wealth inequalities and social welfare.

Our model is connected with two streams of literature. On the one hand,
some contributions, that introduce heterogeneous households and borrowing
constraints in the Ramsey (1928) model, characterize the resulting stationary
capital distribution and study how the convergence to the steady state takes
place.! We depart from these works by considering the fertility choices: endoge-
nous fertility is in fact a way to introduce endogenous discounting. Moreover,
we pay attention to the properties of the BGP.

On the other hand, a second stream of literature encompasses endogenous
fertility in growth models to study the interaction between economic and de-
mographic growth.? In recent years, this topic has been enriched taking into
account households’ heterogeneity to study the links between demographic tran-
sition, inequality and growth.? To the best of our knowledge, surprisingly, no
effort has been made to include agents’ heterogeneity in the seminal work by
Barro and Becker (1989) to understand the trade-off between inequality and
growth, either economic or demographic. What we can learn about inequality
and growth from this benchmark is the focal point and the aim of the paper.*

In the spirit of Doepke (2005), we introduce survival probabilities in the
Barro and Becker (1989) framework, that can be interpreted as shares of surviv-
ing children. Following Becker (1980), we consider also borrowing constraints to
avoid negative bequests. This assumption does not matter in presence of a rep-
resentative household, but becomes crucial when dynasties are heterogeneous,
and prevents deviant behaviors of individuals overburdened with debt.

1See Becker (1980) for a seminal contribution and Becker (2006) for an extensive survey of
this literature.

2See Nerlove and Raut (1997) for an introductory survey.

3See, among others, de la Croix and Doepke (2003), de la Croix and Sommacal (2009) and
Dahan and Tsiddon (1998).

4However, following Galor (2005) who argues that the Barro and Becker (1989) model is
not suitable to study transitions in the very long-run, we ignore this issue.



For simplicity and tractability, we consider only two heterogeneous dynas-
ties, but heterogeneity is threefold: capital endowments, survival probabilities
and time costs of having children. The assumption of heterogeneous survival
probabilities implies a mortality differential. Moreover, the time cost of rearing
children will be often specified as an affine function of the survival probability
(as in Doepke (2005)). In this case, the mortality differential accounts also for
the heterogeneity in the costs of children.

To allow for endogenous growth, we assume that production benefits from
knowledge externalities that depend on capital intensity. This specification of
externalities was pioneered by Frankel (1962), a paper rarely quoted.

We start the BGP characterization, by showing that the borrowing con-
straints are never binding and so, everybody holds capital along the BGP. Then,
we prove the existence and the uniqueness of the BGP. In addition, studying
local dynamics, we find the equilibrium determinacy: the jump variables adjust
as usual in the basic models of endogenous growth and growth is balanced from
the beginning, i.e. there is no room for transitional dynamics. An interesting
feature of our model is that, even if agents are heterogeneous, each dynasty
experience the same demographic growth rate along the BGP and any fertility
differential is ruled out, in contrast with the relative decline of a subpopulation
found in de la Croix and Doepke (2003).

Two key mechanisms work along the BGP and account for the behavior of
the model. On the one side, we observe a positive relationship between the aver-
age cost per surviving child and economic growth; on the other side, a negative
link between economic and demographic growth. Both of them can be explained
on the ground of the quantity-quality trade-off of rearing children. Following
an increase in the cost per surviving children, households would like to have
less children, but making higher bequests, which promotes capital accumula-
tion. This slows down the population growth, while enhancing the economic
growth. We show that the average cost per surviving child is increasing in the
mortality rates of both types of households as well as in the mortality differen-
tial. As a consequence, an increase in the mortality rate of one or all the agents,
due for instance to epidemics, promotes economic growth, while it pushes down
population dynamics. The same happens when the mortality differential be-
comes larger: economies with more dispersed mortality rates due, for example,
to a more unequal access to health services and medical care, experience higher
economic growth rates. De la Croix and Sommacal (2009) reach a similar conclu-
sion in a model without endogenous fertility, where the mortality rates depend
on medical knowledge. Of course, the mechanism to explain the positive link
between mortality differential and economic growth, is different in our paper.

Finally, we extend the model considering labor income taxation. We in-
vestigate whether economies experiencing smaller mortality rates or a lower
mortality differential, due for instance to a more equal access to medical care,
should always cut their tax rates to enhance economic growth and reduce their
gap with respect to economies with higher mortality rates or larger mortality
differential. We argue that increasing the tax rate on labor income has two
opposite effects on economic growth. Indeed, on the one hand, it reduces in-



come, which implies in turn a lower number of children and a higher rate of
economic growth, due to the quantity-quality trade-off. On the other hand, it
cuts down the time cost of rearing children, which induces households to have
more children with a negative impact on economic growth. Therefore, even if
public spending is not productive (Barro (1990)) or does not enter households’
preferences, we may have a non-monotonic relationship between tax rate and
growth. There are also configurations of fundamentals where a higher tax rate
always promotes economic growth. In these cases, however, wealth inequali-
ties increase and a positive relation between growth and inequalities emerges.
Welfare analysis puts forward another argument which mitigates the benefits of
raising growth through the increase of the tax rate. Focusing for simplicity on
the model without households’ heterogeneity, we prove that welfare is decreasing
in the labor tax rate. Indeed, even if a higher level of the tax rate promotes eco-
nomic growth, it reduces the initial consumption and above all the population
growth rate: both these effects have a negative impact on households’ welfare.

The paper is organized as follows. In the next section, we present the model.
Section 3 is devoted to the definition of equilibrium. In Section 4, we show
that everybody holds capital along a BGP, while, in Section 5, we study the
existence and uniqueness of the BGP without binding borrowing constraints.
Our results on comparative statics are gathered in Section 6. Finally, we extend
our framework to take into account labor taxation in Section 7. Many proofs
and technical details are relegated in the Appendix.

2 The model

2.1 Dynasties

In the spirit of Becker and Barro (1988) and Barro and Becker (1989), we
consider an economy where each person lives for two periods, childhood and
adulthood, and has children at the beginning of his adult period. Parents are
altruistic towards their children, i.e. utility depends on their own consumption,
the number of surviving children and the utility of each child. In addition, we
assume that child’s utility enters linearly that of his parents. Thus, the utility
of an adult of type 7 belonging to the generation born at ¢ — 1, is given by:

Uit = u(cit) + [a (%‘nit)_g} YinvitUst41 (1)

¢it 1s the individual consumption giving an instantaneous utility u (¢;;), while
;N 18 the number of surviving children. Indeed, n;; is the number of children
per adult, whereas 7; € (0, 1] can be interpreted as a surviving probability or
life expectancy:® the larger «;, the lower the mortality rate. Finally, we notice
that o (y;ni;) © measures the degree of altruism towards each surviving child,

5We notice that there is no uncertainty and +; denotes the deterministic share of surviving
children. Doepke (2005) observes that introducing uncertainty does not change very much
the properties of the Barro-Becker model.



with o, e € (0,1), and Ujz4q is the utility attained by each surviving child. The
utility function (1) augments the preferences in Becker and Barro (1988) and
Barro and Becker (1989) to take into account a surviving probability.

Throughout this paper, we consider, as in Becker and Barro (1988), an
isoelastic instantaneous utility function, with some parametric restriction to
ensure a well-defined maximization program:

Assumption 1 u(¢)=cl/o, with0 <o <1—e¢.

To introduce heterogeneity among dynasties, we assume that each generation
is formed by two classes of agents ¢ = 0,1 who differ for capital endowments
kio > 0, child mortality rates «; and cost per child. As shown by Becker and
Barro (1988), the recursive model (1) can be equivalently written as a discrete-
time growth model where the household of type ¢ maximizes a dynastic utility:

“+o0
Ui=> o' Nj u(cq) (2)
t=0

where U; = Nil(fs ;0 and N;; denotes the size of the ith subpopulation at period
t, under the sequence of budget constraints:

Cit + Yilitki41 = Rekar + (1 — Bingg) wy (3)

borrowing constraints k;;41 > 0,5 for t = 0,1, ..., and given the possibly unequal
distribution of initial capital: koo # k19.

The left-hand side of (3) represents the expenditures. Note that k;;11 repre-
sents bequest per surviving child. It is materialized by physical as well as human
capital used for the production at the next period. The borrowing constraints
ensure that bequests can never be negative. Moreover, setting vy # v1, we take
into account a mortality differential.

The right-hand side of (3) represents the disposable income, where R; =
1— 4§+ r; and w; are the gross return on capital and the wage rate, respectively,
with § € (0,1) the depreciation rate of capital and r; the real interest rate.

FEach households reduces his working time to educate his children. The
opportunity cost of rearing children is given by 8;n;;w;, where (; is the constant
cost per child in units of time. The cost per child is also heterogeneous and
depends on the social class: By # (1. It makes sense to assume that 3; is
an increasing function of v;: the better off the family, the higher the survival
probabilities, the larger the time spend with each child. In this respect, we
encompass the affine form considered in Doepke (2005) in a model without
heterogeneity: 8 = ag + a1y, with ag,a; > 0. The child-rearing cost is the sum
of an initial cost per child (ag) and an adding cost when the child survives (a;).
Time devoted to children cannot exceed the endowment of time per period:
Bing < 1.

6Becker (1980) introduced such borrowing constraints in a Ramsey model with heteroge-
neous households. In contrast to his paper, discount factor are endogenous in our framework,
because of the endogenous fertility.



Let m;; = ~;n;+ be the population growth factor of dynasty . Hence, the
size of a dynasty at time ¢ is given by:

t—1
Nit = my—1 N1 = Ny H My (4)
s=0

with N;g > 0 given.”
Setting d; = HZ:O R;1, with d_; = 1, allows us to write the budget con-
straint (3) as follows

diNig1 (ki1 + bywy) = Ny [di—1 ki + di (wy — ¢it)] (5)

fort =0,1,..., where b; = 3;/v; denotes the cost per surviving child. Instead of
choosing an optimal sequence (c;t, ki1, nit);og, the household i can maximize
the utility function (2) with respect to the sequence (c;z, kiz11, Nit+1)jzog under
the budget constraints (5) and borrowing constraints k41 > 0.

Deriving the infinite-horizon Lagrangian gives:®

a(l—e)u(cir1) + au’ (Cit+1) (Res1kitr1 + w1 — Cizr1)
= mu’ (cir) (Kir1 + biwe) (6)

and
mgu’ (i) > aRppru’ (cigr) (7)

jointly with the transversality condition®

Jim Q' NEu! (ci) mitkizrr = 0 (8)
The Euler equation (7) holds with equality when household i owns a positive
amount of capital: k;z41 > 0. In this case, substituting (7) in (6), gives

u(Citt1)

——————— — 1| = bR 1w — W1
Cit+1u/ (Cit+1)

Cit+1 (1 — E)

which writes under Assumption 1:

g

m (biRt+1wt - wt+1)

Cit+1 =

As shown in the Appendix, the second-order conditions for utility maximiza-
tion are also satisfied under Assumption 1.

"Heterogeneous initial population sizes are not excluded: Ngg # Nio.

8See the Appendix for more details.

9The implicit price of capital kit+1 is Ajrd¢Niz41 and the transversality condition writes
alternatively lim;— oo Aitde Njzmitkiz+1 = 0.



2.2 Firms

A continuum, of unit size, of identical firms produce the unique final good using
capital K; and labor L;. A learning by doing process results in knowledge
accumulation. On the one hand, we assume that there are knowledge spillovers
and that they play as a non-excludible public good, but rival. On the other
hand, we take in account congestion effects, by assuming that the externalities
of knowledge depend on the capital intensity instead of on the aggregate capital.
More explicitly, the quantity produced by one firm is given by Y; = F (K¢, k¢ Ly),
where %; = K/L; denotes the aggregate capital K; per unit of aggregate labor
L, and captures the external effect.!® Technology has standard neoclassical
properties:

Assumption 2 Technology is represented by a constant returns to scale produc-
tion function F (X1, Xs) with X1 = K; and X9 = R¢Ly, defined on [0, —|—oo)2.
Setting F; = 0F/0X; and Fy; = 0’°F/ (0X;0X;), we assume that F is Cc?
on (0,400)?, strictly increasing in both arguments (F; > 0), strictly concave
(F;;i <0, F11F11 — F12F»; > 0). In addition, the boundary (Inada) conditions
limyx, o F; (X1, X2) = +00 are satisfied.

Each firm takes the externalities as constant and maximizes the profit with
respect to (Ky, Ly). Demand for inputs fulfills the first-order conditions: r; =
F1 (Kt, R'/tLt) and wy = FQ (Kt, RtLt) Rt.ll

3 Equilibrium

The equilibrium of our economy is a system of three markets, clearing over
time. Real prices r;, and w,; adjust to decentralize the equilibrium on the cap-
ital market Notkor + Nitki: = K and on the labor market No; (1 — bomo:) +
Nyt (1 — bymyt) = Ly. When these two equalities are fulfilled, the good market
also clears, by Walras law.

Because of firms’ symmetry and the continuum of unit size, individual and
average capital-labor ratios coincide at the equilibrium: 7; = k; = K¢/ L.

We define the total factor productivity A = F (1,1) and the capital share in
total income s = Fj (1,1) /F (1,1). Under constant returns to scale, the Euler
identity applies, i.e. F»(1,1)/F(1,1) = 1—s, and the equilibrium prices become:

rr = Fi(1,1)=354 (9)
wy = Fo(1,1) k= (1—5) Ak (10)

We notice that, as usual in endogenous growth models, the gross interest rate
is constant at equilibrium, i.e. R =1— 6§ + sA.

10This specification of externalities has been introduced in the seminal but rarely cited
paper by Frankel (1962). See also Ljungqvist and Sargent (2004), chapter 14.
1 {Under Assumption 2, the second-order conditions for profit maximization are also satisfied.



Substituting equations (9) and (10) in (3), (6) and (7), and using Assumption
1, we obtain:

Cit + mitkiHl = szt + (]. — blmzt) (1 — S) Alﬁlt (11)
Cit+1 1o _ @ Rkjpp1 + (1 — s) Akpq1 + 1_2_00“4_1 (12)
Cit ms, kity1 + (1 — s) Ab;ky
l—0o
(”“) > LR (13)
Cit My

with
Noikor + Nigkiy

- Not (1 —bomoe) + N1t (1 — bimay)

Rt (14)
and Nj; is given by (4).

The balanced growth path (BGP) ensues from considering the dynamic sys-
tem (11)-(13) with a stationary value of the growth factor g.

4 Everybody holds capital along a BGP

In the following, we show that a BGP fails to exist when some borrowing con-
straints are binding.

Lemma 1 Under Assumptions 1-2, there exists no BGP with at least one bind-
ing borrowing constraint.

Proof. Obviously, there exists no BGP when k;; = 0 for ¢ = 0,1. Consider
now that only one type of households holds capital. To fix ideas, assume that
households of type 1 face binding borrowing constraints, while the others do
not. We will prove that ky; = 0 along a BGP leads to a contradiction.

For agents of type 0, system (11)-(13) writes:

mOtk0t+1 = Rk()t + (1 — bom()t) (1 - S) A/’\?t — Cot, fort = 07 1... (15)
o—1
mg = aR (R}g()b_gtgﬂgt) yfort=1,2... (16)
0 — gt
b
cor = 1_:_0<Rgt()1>(13)A/<;t,fort—1,2... (17)

where now ¢; = k;/k¢—1 and

o Notkot (18)
;=
Not (1 = bomog) + Nig (1 — bymag)
At a steady state g; = g1+1 = ¢, equation (16) gives
my = (ozRg"fl)l/E (19)



which is constant, while (15) and (17) entail

_ YR A P
mogo = R+ (1 S)AkOt 1 — bgmy l—a—a(bog 1>} (20)

where gg is the stationary value of gory1 = kor+1/kor. Along the BGP, g is
constant and (20) implies that k;/ko; is constant as well, which implies in turn

9 = 9o-
Therefore, equation (18) gives:
1 —bomo + (1 — bymas) N1t /Nog

=1
1 —bomo + (1 — bimazs1) Nie1/Nots1

that is
Mo = My 1 —bimig
1-— blmlt
since m;z = Nity1/Nit. We deduce that mi: = mq = my is also constant.

For agents of type 1, equation (11) becomes ¢1; = (1 — bymys) (1 — s) Axky.
Since my constant, we get c1.41/c11 = g. Equation (13) holds with inequality:

(Clt+1 ) 1= aR

C1t ml

. 1 . . .

i.e. my > (ozRg"_l) /e _ mg, which leads to a contradiction with m; = mg. m

5 Growth path when everybody holds capital

Given Lemma 1, we consider that the borrowing constraints are never binding,
ie. ki > 0fori=0,1and ¢ = 0,1,.... In this case, the dynamic system
(11)-(13) writes:

mitkit+1 = Rkit + (1 — biml‘t) (1 — S) Alit — Cit, fort = 0, 1... (21)
o—1
m; = aR (figzb_g;lgt) ,fort=1,2... (22)
T — Yt
Rb;
i = 1zg<gt —1)(1—5)A/<t,fort:1,2... (23)

where we assume b;m;; < 1 < b;R/g;.

Now, we study the stationary growth factor which determines a BGP. Along
the BGP, we have g; = g;+1 = ¢g. Then, equation (22) determines the population
growth factor:

o—1\1/e _
m; = (aRg” )" =m(g) (24)

From (4), we have N;; = Njom!. Letting p; = iO/ (NOO +N10) € (0, 1),
with po+p1 = 1, we define b as the average time cost per surviving child, where:

b = pobo + p1by (25)



Using (14), the capital-labor ratio rewrites:

_ tokot + ke

1—bm (26)

Kt

AlOIlg the BGP, we have (kit,cit) = (kio,cio) gt and Nz‘t = Niomt, with

m = m (g) is given by (24). Replacing these paths in the transversality condition
(8), we obtain:

t/e
. —e —(1l—e— 1 aArl—
tilgloo [OLRl cg—-e “)} mgkiocsy Ny © =0
Hence, we deduce the parametric restriction aR'~¢ < ¢'=¢=7, which simpli-
fies to
R > gm (27)

using (24). We notice that, on a BGP, we have bym; < 1 < b;R/g;, which
ensures that the transversality condition (27) is satisfied.

Now, to study the existence and uniqueness of the BGP, we notice that (21)
and (23) imply:

o R
mkit_,_l = Rkit =+ (1 — 8) AK/t 1-— bim — 1—{{7—0 (blg — 1):| (28)

Multiplying both the sides of (28) by p; and aggregating over i = 0,1, we
get:

w(g,b) =¥ (g,b) = (g,0) =0 (29)
where
¢(g,0) = [1-btm(g)][R+(1—3s)A—gm(g)] (30)
_ (1-s)Ac (. R
¥(g:0) = e —— (bg - 1) (31)

and m (g) is given by (24).

A stationary growth path or BGP is a solution g of (29) such that g < Rb;
and b;m < 1. The first inequality requires g < § = Rmin; b;, while, from (24),
the second one requires ¢ > g = (aRmax; bf)l/(kg), with g < g for an ap-
propriate choice of o. In this case, since ¢ < ¢ < g implies R > gm, we have

©(g,b) > 0 and 1 (g,b) > 0 for all g € (g,7). By direct inspection of equa-
tions (30) and (31), we immediately see that 9 (g,b) /0g < 0 < d¢ (g,b) /Dg.
Therefore, there is at most one stationary solution g satisfying (29) provided
that ¢ (g, b) < (g, b) and ¥ (g,b) < ¢ (g, b).

Without loss of generality, we rank the time costs per surviving child.
Assumption 3 by < b;.

In this case, we have g = (aRbi)l/(l_a) and g = Rbg, and inequality g < g

is ensured by an appropriate value of a.

10



Assumption 4 a < R77b, 7b;°.
In addition, we find'?

_lbl_bO _lbl—bQU(l—S)A

g —
go(g,b)fz b R+(175)A7§ andw(g,b)72 T —

Therefore, when there is no heterogeneity in the time cost per surviving child,
i.e. by = b1, ¢ (g,b) = (g,b) = 0. Since I (g,b) /0g < 0 < dp(g,b) /g, we
have, respectively, (g,b) > 0 and ¢ (g,b) > 0: this ensures the existence of
a stationary growth factor g. By continuity, a steady state will exist when the
difference between b, and by is not too large. More explicitly, the inequalities
") (g, b) < (@ b) and ¥ (g,b) < ¢ (g,b), jointly sufficient to the existence of a
BGP, hold under the following condition:

b1 — bo < 2H11H Zl (b, bz) (32)
where
l—e— eto— %
ZO (b, bO) = ﬁ |:R + (1 — S) A— (OéR€+ab0+ 1) :|
[1 b (ar57) by
- b(aR7bEFT1)TT _p
Zl (b, bl) = 0(1 S)A (CYR 1 ) 1

L==0 Ry(1—s)A— (aRKT )7

Proposition 1 Under Assumptions 1-4 and inequality (32), there exists a unique
BGP g satisfying (29).

Since w (g,b) is increasing in g, the growth rate g — 1 of the capital-labor
ratio is positive if § > 1 and w (1,b) < 0.

Corollary 1 Under Assumptions 1-4 and inequality (32), the growth rate of
the capital-labor ratio g — 1 is strictly positive if Rby > 1 and

(1—s)A(Rb—1)
[1 . b(aR)lﬂ [R+ (1—s)A— (aR)l/ﬂ

o1+ >1—¢

In the Appendix, we analyze the local stability properties of the station-
ary solution g determined in Proposition 1. We show that the BGP is locally

12Under Assumption 3, we have:

R+(1-s)A—-g/b1 > R4+(1-s5)A-3g/h
= R+(1—s)A—Rbg/by >(1—s)A>0

11



unique.'® In fact, given the initial population sizes N;o and the initial capital
stocks k;p, economy experiences the stationary growth rate from period 1 on
with suitable choices of ¢;p and m;g. The lack of transitional dynamics in this
model induces us to focus only on the properties of the BGP and especially
apply the comparative statics (see Section 6).

Eventually, it is not unworthy to notice that both dynasties experience the
same population growth rate along the BGP, equal to m — 1. Even if the
natality factors n, = m/v; differ because of mortality differential, there is no
(net) fertility differential. By direct inspection of (28), we remark that, in
contrast to de la Croix and Doepke (2003), this P structure is in accordance
with individual capital inequality.

6 Comparative statics

In this section, we will focus on the effects on the BGP of demographic or
mortality shocks (through different kinds of variations of the survival rates 7
and ~;) and productivity shock (through the total factor productivity (TFP)
A). More precisely, we will analyze their role on economic and demographic
growth (g and m respectively) and on natality (n; — 1).

As seen above, in a model without heterogeneous households, Doepke (2005)
assumes a positive relation between the time cost of rearing a child and the
surviving rate of a newborn: 3; = ag + a17y;, with ag > 0 the cost per child and
a1 > 0 the cost associated to the surviving probability. We deduce that the cost
per surviving child is given by b; = ag/v; + a1. At this stage, it is interesting
to notice that when ag > 0, it is decreasing and convex in ;, meaning that the
higher the survival probability, the lower the cost per surviving child.

6.1 Effects of mortality shocks

We will consider the effects on the BGP g, the population growth m and the
natality factors n; of various kinds of shocks resulting from changes in the mor-
tality rates or, equivalently, variations in the survival probabilities ;.

By inspection of (29), we see that the key mechanism through which the
survival probability affect the BGP goes through the average cost per surviving
child b. The rationale rests on the quantity-quality trade-off to have children.
Hence, we start by studying how the survival probabilities affect this average
cost b.

We notice that, since b; = ag/7y; + a1 and po + p1 = 1, the average cost b
can write:

1 1
b= |po— + (1 —po) — | ao+ a1 (33)
Yo Y1

This expression is appropriate to quantify the effects of v; on b. However,
since we have mortality differential, we are also interested in determining the

13Local uniqueness is analytically proved in the case by = b; and numerically shown in the
case bg < by.
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impact of a spread-preserving mean (SPM) and a mean-preserving spread (MPS)
of survival probabilities. To do that, we consider the average:

YA = HoYo + M1
and we define the spread o4 as usual:
0% = 1o (Yo —7¥a)” + 1 (m —7a)” = popr (Yo — )’
Without loss of generality, we assume that:
Assumption 5 v; < .

Note that, since b; is decreasing in <;, this assumption is in accordance
with by < by (see Assumption 3). We deduce that o4 = /o1 (vo — 1) and,

therefore,
H1 0
T =YA T OAy — <’)’0=7A+JA1/M*
Ho Ha

Substituting these expressions in (33), we get:

b= ag Ho + e + a1 (34)

I I
Yatoay/ub A= oA/ oo

A positive shock on SPM corresponds to an increase of v4 taking o4 as
constant, while a positive shock on MPS to an increase of o4 taking v4 as
constant.

Using (33) and (34), we obtain a crucial lemma:

Lemma 2 Under Assumptions 1-5, the average cost per surviving child b is
decreasing in Yo, 71 and va, but increasing in 4. Under ag = 0, these effects
vanish.

Proof. See the Appendix. =

This lemma confirms some results for the average cost b already found for by
and b;. Because of the fixed cost per child ag, increasing the survival probabil-
ities g or 71, or the average of both will reduce the average cost per surviving
child. This also means that every shock which increases the mortality rates, like
epidemics, will increase the cost per surviving child.

Lemma 2 and the convexity of the cost per surviving child allow us to affirm
that increasing the mortality differential, through a positive shock on o4, raises
the average cost per surviving child. In other words, societies characterized by
more dispersed mortality rates, resulting for instance from a more inegalitarian
access to health services and medical care, face a higher average cost per sur-
viving child. Obviously, all these effects disappear if the fixed cost ag is zero,
because, in this case, the cost per surviving child becomes independent of the
mortality rates.

Putting together these preliminary results, we can now derive the effects on
the BGP:

13



Proposition 2 Under Assumptions 1-5, the BGP g is increasing in b. It fol-
lows that g is decreasing in Yo, y1 and ya, but increasing in 4.

Proof. See the Appendix. =

The key mechanism through which the survival probabilities affect the BGP
is based on the positive relationship between g and the average cost per surviving
child b. It can be explained by the quantity-quality trade-off faced by households
when they decide the number of children. Indeed, following an increase in the
cost per surviving child, households prefer to improve the quality through the
capital accumulation, which promotes growth. Therefore, according to Lemma
2, every increase in the mortality rates, through a decrease of 7y, 71 or va,
as in the case of epidemics, fosters economic growth. Furthermore, because a
larger mortality differential raises the average cost per surviving child, it also
pushes up the growth rate. This suggests that economies facing more unequal
mortality rates will experience higher growth rates. De la Croix and Sommacal
(2009) reached a similar conclusion in a model which takes into account the
progress of medical knowledge, but without endogenous fertility.

We now consider the effects on population growth:

Proposition 3 Under Assumptions 1-5, the population growth factor m is de-
creasing in the BGP g. As a consequence, m is increasing in o, y1 and ya, but
decreasing in o 4.

Proof. See the Appendix. =

As stressed in this proposition, the link between population growth and
mortality rates goes through the negative relationship between the economic
and demographic growth rates. Focus on the Euler equation:

l1—0o
(““) - 2R (35)
Cit myy
In fact, since the real interest rate R is constant, a higher growth rate c;¢41/cit
has to compensated by a rise of the endogenous discount factor a/m$;, which
implies in turn a decrease of the number of survival children m;;. Therefore,
because they increase the average cost per surviving child and economic growth,
higher mortality rates also reduce the population growth factor m. According to
the quantity-quality trade-off of having children, a higher average cost b reduces
the demand for children. This mechanism also explains why increasing mortality
differential pushes down population growth.
The results on the natality rates ng and n; are summarized in the following
proposition:

Proposition 4 Under Assumptions 1-5 and a strictly positive fixed cost ag, n;
is increasing in ;. Moreover, n; is decreasing in y; and ya for ag weak enough.
Finally, ng is decreasing in o, whereas ny is increasing in o 4 for a sufficiently
low ag.
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Proof. See the Appendix. =

Let us observe that, for a fixed cost of child-rearing ay which is not too
large, the two natality rates move in two opposite directions in response to
a change in one survival probability. To fix ideas, assume that -y remains
constant, whereas y; decreases, that is the mortality rate of households of type 1
increases (suppose, for instance, that the subpopulation 1 has a limited access to
vaccination services during an epidemics). In this case, the natality rate ng goes
down because of the quantity-quality trade-off described above. On the contrary,
ny goes up. Even if the population growth m decreases, households of type 1
make more children to (partially) compensate the lower survival probability

(n1 =m/m).

6.2 Effects of the total factor productivity

Focus now on the impact of the TFP A on the BGP. Our findings are summa-
rized in the following proposition:

Proposition 5 Under Assumptions 1-5, the BGP g is increasing in the TFP
A if gm > eR. However, the impact of A on the population growth m and the
natality rates ng and n1 may be positive or negative.

Proof. See the Appendix. =

The positive relationship between the TFP A and the growth factor g is
far from trivial because, differently from the basic models of endogenous growth
without endogenous fertility, the growth factor is not directly determined by the
Euler equation. Indeed, the discount factor § of the traditional Euler equation:

g=(BR)VI" (36)

is replaced by an endogenous discounting a;/m¢ in our Euler equation:

o= () o

In (36), A raises g through the gross interest rate R, while in our model A plays
a role on g and m not only through (37) but also through the other equilibrium
conditions. We derive simple conditions for a positive impact of A on g, while
the effects on m and n; depend on the direct impact of A on R and the indirect

impact on g according to m = y;n; = (aRg”’l)l/g.

7 On the role of labor taxation
In the previous section, we have seen how shocks on the mortality rates and the

mortality differential affect the BGP. We have found, for instance, that an econ-
omy with a lower mortality differential is characterized by a lower growth rate.
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In this section, we introduce a common tax rule and we study its consequences
in terms of economic and demographic growth, social inequalities and welfare.
This allows us to address whenever policy makers of economies characterized
by lower mortality differentials (due, for instance, to a more equal access to
medical services) are recommended to raise or lower their tax rates to enhance
economic growth and, so, reduce the gap with economies characterized by larger
mortality differentials.

The main effects brought out in the comparative statics goes through the
time-cost per surviving child, which also determines leisure. In this respect,
we consider a pertinent choice to introduce taxation on labor income. Many
countries around the world share this fiscal rule. Moreover, for simplicity, we
assume a linear tax rate z € [0,1). Therefore, the disposable labor income
becomes now (1 — z) (1 — bymgt) ws.

The government spends the fiscal receipts z (1 — b;m;¢) w; to finance public
expenditures Gy under the balanced budget rule:

Gi==z (1 — bom()t) wiNot + z (1 — blmlt) wi N1t

We assume also, for the sake of simplicity, that G; neither enters the pro-
duction function, nor the consumers’ preferences.

The household of type 7 still maximizes (2), but faces a new budget constraint
at each period t:

Cit + Myrkirr1 = Rekir + (1 — 2) (1 — bymye) wy (38)
or, equivalently,
Nitcit + Nigyikirg1 = ReNigkie + (1 — 2) (1 — bimgg) we Ny (39)

Deriving the Lagrangian function, focussing on equilibria where the borrow-
ing constraints are never binding (k;; > 0) and using (9) and (10), we obtain:

My — MRﬁ<i:O ) (40)
c(l—2z)(1-s)A
l—e—-0

Cit+1 (Rbilﬁ)t - lﬁ)t_;,_l) (41)

Along a BGP, we have g; = g;+1 = g. From (41), we deduce that ¢;441/cit =
g. Substituting the balanced growth factor into (40), we obtain, as in the model
without taxation (see (24)):

m; =m = (OzRg”*l)l/E =m(g) (42)
Using (41), equation (38) rewrites:
mkizy1 = Rkip+(1—2)(1—bm) (1l —s) Ak
1-2)(1—-9)A
*0(1_5_0) (Rbiki—1 — ki) (43)
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Multiplying by p;, aggregating over i and substituting (42), the BGP is given
by w (g) = 0, where now:

w(g) = [R+(1-2)(1—s)A—gm(g)][1—bm(g)]
c(l—2)(1—-s)A [ R
- T (bg—l) (44)

The comparative statics on labor taxation starts with the impact of the
tax rate on the economic and demographic growth rates (including the natality
rates).

7.1 The effects of the tax rate on economic and demo-
graphic growth

In order to study the impact of the tax rate z on the economic and demographic
growth g and m, respectively, and on the natality factors n;, let us define:

with i (g) > 0and 2’ (g) > 0. Under Assumption 4, we have g = (aRbﬁ)l/(kU) <
g = Rbg and so, h (g) < h (7).
Our findings are summarized in the next proposition.

Proposition 6 Under Assumptions 1-4, the following holds along the BGP.
Let by < by.
(1) If o/ (1—e—0) < h(g), then dg/dz > 0, Om/dz < 0 and On;/dz < 0
(t=0,1) for all g € (g,g).
(2) Ifh(g) <o/ (1 —e—0) < h(g), then there exists g* € (g,g) such that:

(2.1) 9g/0z < 0, Om/0z > 0 and On;/0z > 0 (i = 0,1) for all g €

(9.9%);
(2.2) 99/0z>0,0m/0z <0 anddn;/0z <0 (i =0,1) for allg € (¢*,9).

3) If h(g) < 0/ (1 —e—0), then 0g/0z < 0, Om/0z > 0 and On;/dz > 0
(i =0,1) for all g € (g,9).

If by = by, case (2) still applies.

Proof. See the Appendix. m

Proposition 6 highlights a non-monotonic effect of the tax rate on economic
growth. The novelty of this result is that it arises in a model where the external-
ities of public good neither enter the production function (as in Barro (1990))
nor the utility function. The public spending G; just works as a component of
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the aggregate demand and the economic mechanism is very different from the
one found by Barro (1990).

The intuition of Proposition 6 rests on two mechanisms. The first one is
the Euler equation and the negative interplay between g and m: population
dynamics and natality rates move in response to changes in the tax rate z
according to (42). So the endogenous discounting «/m; adjusts under a constant
gross rate R.

The second mechanism is the individual budget constraint, which writes at
period t:

Cit + Myt [kit-i-l + (1 - Z) blwt] = Rtkit + (]. - Z) Wt (45)

z has two opposite effects: it lowers the cost of rearing children (1 — 2) b;w; on
the left-hand side (45) and the disposable income on the right hand-side.

When the first effect dominates, an increase of the tax rate decreases the
cost per surviving child. This induces households to have more children, and
has a negative impact on economic growth according to the quantity-quality
trade-off: we are in presence of a prevailing substitution effect.

When the second effect dominates, households reduce the number of children
because of the lower disposable income. This enhances the economic growth be-
cause of the negative interaction between g and m stressed above: the economy
experiences a dominant income effect.

To conclude, we argue that an increase in labor taxation may raise or lower
economic growth depending on the resultant of two classical forces: the substi-
tution effect and the income effect. The mechanism we highlight is very different
from Barro (1990) and goes through the endogenous fertility.

Then, a policy makers who faces a low economic growth (due, for instance,
to a weak mortality differential), should understand what effect prevails before
increasing or decreasing the tax rate on labor income, to avoid any pernicious
impact on the BGP.

7.2 The effects of the tax rate on social inequalities

As seen above, a higher tax rate on labor income may promote economic growth.
This result can be explained on the ground of the quantity-quality trade-off and,
therefore, of capital accumulation. In our model, agents are heterogeneous and
labor taxation has an impact on social inequalities. Since the taxation affects
the economic growth through the capital accumulation, it is suitable to capture
the degree of inequality in terms of wealth, that is of capital distribution.

Governments are not only concerned by a growth performance, but also
by social inequalities. In this respect, it is not unworthy to consider also the
impact of the tax rate on some measure of social inequality, say the Gini index
of wealth distribution, and provide some fiscal policy recommendation to reduce
the degree of inequality.

Ranking the agents h in [0, No;: + Ni¢| according to their increasing wealth
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and denoting the cumulative wealth by W; (h), we define the Gini index as:

fONof,-‘rNu W, (h) dh

Gi=1-2
! (Not + N1t) Wy (Not + N1t)

(46)

In our economy, there are Ny; agents holding ko; and Ni; agents holding
kiz > koi.* Therefore, Wy (h) is given by hkgs, if 0 < h < Ny, and by
Noikor + (h — N()t) kit, if No¢ < h < Nyt + N1:. Replacing this function in
(46), we obtain a simple formula for the Gini index along the BGP:!°

kot /Kt >

1—-bm

G/LO<1

The following expression plays a role in the main proposition:

l—e—0c myg -0 (b—bo)m

H =
€ R —myg e (1—=boym)(1l—0bm)
o 1-21-s)A[, R R bom 1—o| k¢
ket o) AL
+1—E—U R—gm bog+ bo 1—bym ¢ kot

Proposition 7 Under Assumptions 1-4, H is positive and the tax rate z has
two effects on the Gini index evaluated along the BGP:

(1) a direct effect, that is (1o — G) /(1 — z) > 0, which raises wealth inequali-
ties;

(2) an indirect effect through g, that is (o — G) (H/g) 0g/0z, which increases
wealth inequalities if and only if h(g) > o/ (1 —e — o).

Proof. See the Appendix. m

Proposition 7 shows that a higher labor tax rate, which promotes economic
growth, also raises wealth inequalities: so, in the case of a growth-enhancing
labor taxation, we find a positive trade-off between economic growth and in-
equalities. Conversely, when taxation on labor income lowers the economic
performance the trade-off between growth and inequalities is missed.'6

7.3 The effects of the tax rate on welfare

We conclude the section on labor taxation by studying the effect of the tax rate
z on social welfare. To keep the analysis as simple as possible, we assume that
agents are homogeneous, i.e. b = bg = by and ko; = k1; = ki, whereas Nyg and
Nyp may differ.

14We obtain this inequality from (43), taking into account that by < b1 (see Assumption 3).

15kt /Kt is constant along the BGP.

16The debate about growth and inequalities dates back to the early Nineties, following the
seminal papers on endogenous growth, and renews an older debate about the Kuznets curve.
This issue has been largely discussed in the literature. See Aghion et al. (1999) for a critical
survey.
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Substituting in (2) the paths (ki cit) = (kio, cio) g and N;; = Njom?, and
using the transversality condition, we can compute the utilities along the BGP:
R

U = N B

! 0 o R—mg
where ¢g = ko [(1—2) (1 —s) A+ R — gm] and mo = m are the values of the
jump variables which ensure that agents are on the BGP from the beginning.
Given the initial conditions (kg, Ngo, N1o), maximizing the welfare function

W (Uy, Uy) is equivalent to maximize:'”

R[(1-2)(1—s)A+R—gm]’

V=2
o R—gm

>0

where g and m are given by w(g) = 0 and m = (aRg"_l)l/e. Therefore, the
effect of the tax rate z on welfare is summarized by:

oV _ 9g/0z0V oc(l—s)AV

dz  0g/ob ob (1—2)(1—s)A+R—gm

with
oV _ 1-e-0c(l-2)(1-s)A+(1-0)(R—gm) gm K@<O
ob € 1-21—-s)A+R—gm R—gm g 0b

Taking in account that dg/9b > 0, we find, surprisingly, that dg/9z > 0, i.e.
h(g) > o/ (1 —¢e— o), implies dV/dz < 0.18

In order to explain this apparent paradox, let us recall that the possibility
of 0g/0z > 0 is not excluded (see Proposition 6) even if, in contrast with Barro
(1990), public spending is not productive. The impact of z on V rests on the
interplay of three effects:

(1) a negative direct effect of z on initial consumption,
(2) a positive direct effect of g on future consumption,

(3) a negative indirect effect of g through m (g) on future demography and V|
because surviving children matter in the utility function.

We know that dg/0z > 0 entails 9m/0dz < 0. Thus, if dg/0z > 0, the
negative effects on initial consumption (1) and population growth (3) always
dominate the positive effect on future consumption (2). This explains why
welfare decreases in the tax rate (9V/9z < 0).

The result still holds by continuity if we introduce a degree of agents’ het-
erogeneity. Hence, under a positive impact of taxation on economic growth, a
benevolent policy maker is recommended to care also about the negative im-
pact on welfare and the positive impact on inequalities, meaning a larger wealth
dispersion (see Proposition 7, point (2)).

!"Notice that V = Uy = Uy.
18 However, the case OV/9z < 0 with g/0z < 0 cannot be excluded.
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Of course, if the public spending enters either the production function or
the utility function, under a balanced-budget rule, taxation could turn out to
be welfare-improving even in the case of a positive impact on g.

8 Appendix

8.1 First-order conditions for utility maximization

To compute a household’s optimal behavior, we introduce the infinite-horizon
Lagrangian:

L, = Z atN};Eu (cit)

t=0

+ > Xit [Nit (di—1kir + dy (wy — cit)) — deNig g1 (ki1 + wibs)]
=0

o0
+ Z Witkit (47)
t=0
where A\;; > 0 and p;; > 0 are the multipliers associated to the budget constraint

and the borrowing constraint, respectively.
Maximizing this Lagrangian with respect to c;, kiy+1 and Ny gives:

L;
8 = OltNilt_E’LL, (Cit) - )\itNitdt =0 (48)
Jciy
OL;
9% = —NidieNigs1 + Nipp1dieNigr + pirgr = 0 (49)
it41
0L; _
= (]_ — E) atJrlNitj-lu (Cit+1) — Aitdt (kit—H -+ wtbi)
ONji1

Fitr1 [dikirr1 + digr (W1 — Cie1)] =0 (50)

The household’s trade-offs (6) and (7) ensue from these three first order
conditions after elimination of multipliers. m

8.2 Second-order conditions for utility maximization

In order to recover the second order-conditions found by Becker and Barro
(1986) in our framework with heterogeneous survival probabilities and borrow-
ing constraints, we consider the Lagrangian function (47).
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The bordered Hessian Hjy is given by:

r 9%L; %L, %L, %L, %L T
ONZ, OXitOpit Ot Okt ONitOcit ONitONyt
%L, %L, %L, %L, %L,
ONit Optit o2, OpitOkiy OpitOcit OpitONyy
He = 9%L; %L, %L, %L, %L,
9 — 8)\“8k“ Buuak“ 8kft Ok“(‘?c“ 616“6le
9’L; 9°L; 9’L; %L, 9’L;
BA,thc,-t Bu“{)cu Bkuac“ Bc?t dCitaNM
9L, %L, %L, L, %L,
L OXitONit  OpitON;e  OkitONi  O0citONiy oNZ
with
r 8%L; 8%L; 8%L; ]
OXZ, ONitOpit Ot Okt
%L, 2°L; %L,
ONitOpit auft Opit Okt
9’L; %L, %L,
ONit Okt Opit Okt k2,
9L, 9°L; %L,
O Ocit OpigOcit Okt Ocit
9L, °L; 9L,
L OXitONit  OpitONie  OkitONyy

0 0 Nipdy—1
0 0 1
= Nipdi—q 1 0
—d¢N;t 0 0
| di (w —cig) Fds—1kie 0 (Nig — Aig—1) di—1
[ 8%L; 9%L; ]
DhygOcii  DAiydNi
%L, 9°L;
OpitOcit  OpitONyy
8%L; 8°L;
%L, %L,
oc?, OcitONy¢
9%L; 9%L;
| O0citONi¢ ONZ, ]
—d¢ Ny de (W — cit) + di—1kit
0 0
= 0 Aitde—1 — Nig—1de—1
o' Njy~u" (car) (1 —¢)a N =u' (cit) — Nirdy

| (1—e)a! N (ci) — Aande  —e(1— &) !Ny " u(cy)

At the point solution of the maximization program, either (1) the individual
capital is positive (k;; > 0) and only one constraint is binding; or (2) the
individual capital is zero (k;; = 0) and two constraints are binding.

In the first case, the Hessian matrix becomes four-dimensional:

9’L; 2’L; %L, 2L,
oN2, ONit Okt OXitOcit ONitONt
9°L; 9’L; 9°L; %L,
H — B)\,tﬁk,t ka‘t 8]6“80“ 8k”8N7t
4= %L, %L, %L, 2L,
ONitOcit OkitOcit oc?, OcitON¢
%L, %L, %L, 9L,
8)\“,8N7;t ak‘itaN,;t 6cit6Nu 3Ni2t
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with

r o 9%L; 9%L;
('9/\$t Ot Okiy
3%L; 9L,
OOkt ok2,
3L, 9L,
8)\13,80n Bk,;g(acn
2°L; 2°L;
L 9X\:ONi; Ok sONi
0 Nird—
_ Nipdy—1 0
—diNit 0
| di (0 —ci) +di—1kie (Nit — Xig—1) de—1
r_9%L; 8%L;
8/\380“ 0/\1581\]”
%L, 2L,
Bkiiﬁcit 3ki53Nit
oc?, OcitON¢
9%L; 9%L;
L OcitONi ONZ
—di Ny dy (wy — cit) + dy—1ki
_ 0 Aitdi—1 — Nig—1de—1
AN (cir) (1 —¢e)a®N;°u' (ci) — Nirdy
tnT— tAT—1—
| (L—e) "N (cir) = Awdy  —e (1 —e)a' Ny “u(cy)

Since we evaluate the Hessian matrix at a point satisfying the first-order
conditions and p; = 0, we have A\;; = A\;s—1 and

(1 —e)a"N;%u' (cit) — Airdy = —ea" N;u' (ciy)

Hence, the bordered Hessian becomes

0 Nigdi—q —di Ny Xy
o | Nudy 0 0 0
17 —d,Ny 0 atNilt_Eu” (cit) —ea' N U (cit)
X, 0 —ea! N5/ (cit) —e(1—e)alN;; "u(cir)

with X; = d; (wt - Cit) + di_1k;t.
Negative definition requires (—1)® det Hy > 0 and (—1)*det Hs > 0, that is
det Hy < 0 and

0 Nipds 1 —di Nyt
det H3 = det Niidi_1 0 0 >0 (51)
_dtNit 0 OégNilt_Ei’UJH (Cit)

Inequality (51) is satisfied, because
det Hs = — (Nydy—1)? ' N:75u/" () > 0

Thus, the second-order condition becomes:

0 Nird—1 —dy Ny Xy
Nidi—q 0 0 0
det —dy Ny 0 QN (eir) —ea! N/ (cit) <0
X 0 —ea! N5/ (cit) —e(1—e)alN; "%u(cir)
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or, equivalently,
_citu” (cit) u(ci) S € (52)
W (cir) cqpu (cip) ~ 1—¢

Since u (¢;) = ¢, we obtain ¢ < 1 — ¢, which is satisfied under Assumption
1, as in Becker and Barro (1986).

Case (2) was not considered by Becker and Barro (1986). In this case, Hs
becomes

r 9%L; 9%L; 8%L; ]
NZ, ONitOuie  ONigOkst _
azii 2L, 9%L; 0 0 Nztdtfl
ONit Oy ou3, it Okt 0 0 1
2’L; 2L, 2’L; — ,
8/\u@;€u au,-taicit akgz = | Nydi—1 1 0
2L, 9L, 92L; —diNy; 0 0
Pgen  Duglin Dyl X0 /N
L OXitONit  OpitONiy  OkitONi¢
[ 8%L,; 8%L; ]
B%’%gf“‘ 8)‘5§8ij it —dy Ny Xy
B;ggac“ aué-éaN“ 0 0
Phyde  OkgdNg | = 1_? ,ufzt_/EN'Lt
9°L; 97 Ly o' N u" (cir) —ea' N v/ (cit)
Bc?t 0citON,¢ Far—e e
82L; &L, —ea! N (cir) —e(1—e)a’N;; “u(cit)
L OcitONit ONZ

because now (49) implies —Ajz—1di—1 + Aitdi—1 = — i /Nie. Negative definition
requires (—1)* det Hs > 0, that is det H5 < 0. We notice that

det Hy
0 —diNit Xy
= —det | —diNix o'N:=u" (cir) —ea! N v/ (cit)
X —ea! N5 (cir) —e(1—e)al N " “u(cy)
= o' N (ei) X} — 2diate N}/ (ci) Xy — dial (1 — &) eNJyu (cir)
= P(Xy)

Computing the discriminant A of this second order polynomial, we obtain:
A = e (2d,a' N}5) [51/ (cie)? + (1 — &) u(cie) u” (cit)}

If A < 0, then det H; < 0 for all X;, i.e. the second-order condition for
a local maximum is satisfied. The condition A < 0 is equivalent to (52). As
seen above, since u (¢;) = ¢, (52) becomes o < 1 — &, which is verified under
Assumption 1. m

8.3 Local dynamics when by, = b,

Before addressing the local stability issue in the more general case of heteroge-
nous costs per surviving child, we focus on the homogeneous case. We start by
computing the reduced dynamic system.
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When b = by = by, equation (22) becomes:

Rb—gia \7 '

t—1
where my = mo; = my;. Moreover, equation (4) simplifies to Ny = Ny [ ms
s=0
and capital-labor ratio (14) to:

_ tokor + pa ke

4

Rt

We deduce that (21) rewrites:

o R
kit41 — Rk = |1 -0 — (1 -b— 1—-5)A 55
M Rip41 ¢ mH_l—e—a( gtﬂ( s) Akt (55)
Multiplying both the sides of (55) by u;, aggregating over ¢ = 0, 1 and using
(54), we get:

—&€—-0 Gt
Equations (53) and (56) form a two-dimensional system, without predeter-
mined variable, which rules the dynamics of the sequence (g;,m;), for t =1, ...
Linearizing (53) and (56) around the steady state, given by (24) and (29),
we obtain:

d d d
git1  _ B1ﬁ+(31—1)34ﬂ (57)
g g mg
dgt+1 dmt_H BO -1 B1 dgt dmt
By—1) ——= +By——— = Bs— 1+ By) — (58
(0)g+0m BoBl—13g+(+2)m()
where
By = bme(0,1) (59)
R
B, = bg > 1 (60)
1-9)A
B, = b(;’)>0 (61)
Bs; = By —By+By>0 (62)
€
B, = 1
L= e (63)
The trace T and the determinant D of the associated Jacobian matrix are
given by:
B, 1- By
D = 1+Bs(1+B 1
B0[+3(+4BO )]>
14+ B 1-B
T o= 147 3—1—(31—1)(1—1—34 °)>2
By By
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In addition, we have:

B B1B3sBs| 1— B
D=T—14 (B —1) =2+ |(B) — 1) (1 — By) + =221 0

>T -1
By By By

Inequalities D > T — 1 > 1 entail that the steady state is a source. Since
both the dynamic variables g; and m; are non-predetermined, the equilibrium
is locally unique under rational expectations, i.e. one jumps on the steady state
(24) and (29). We summarize this proof in a proposition.

Proposition 8 Under Assumptions 1-4 and by = by, the equilibrium is locally
unique under rational expectations.

8.4 Local dynamics when by < b;

Focus now on the case of heterogenous costs per surviving child. As in the
previous section, we first derive the reduced dynamic system which drives the
dynamics.

We introduce four normalized variables:

Ny /m? (64)
Eit/ ke (65)

Mit

Tt

for « = 0,1, where m = (ozRg"*l)l/E is the number of surviving children along
the BGP.
Substituting (23) in (21), we find:

o R
MitGei1Tit+1 = Rmye + (1 — ) A |1 — bymy + Fp—— <1 - blgtﬂ (66)

Moreover, using (64) and (65), (14) rewrites:

1= NotTot + N1eT1t
not (1 — bomoe) + m1e (1 — bimay)

(67)

while (4) gives:
Mit = MNie41/Mit (68)
Substituting (68) in (22), (66) and (67), we get a five-dimensional system
driving the sequence (g, Tot, T1t, Not, M1t ), for t =1,.. .

n L 5 Rb Gii1 o—1

it+ T — Yt+ .

mlrl ) g (22T g fori=0,1 69

( Nit > ( Rb; — g¢ gt) (69)
i i R

MGt4+1Tit+1 Tt~ Ry + (1=s5)4 {1 — mb; L 7 (1 —bi— |,
it Nit l-e—-o gt
fori = 0,1 (70)

1 = NotTot + N1tT1e (71)

Mot — MboNot+1 + Nir — M1t
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We notice that no; and 74 inherit the property of predetermined variable
from Ny and Ny¢, while g¢, mot, 71 are independently non-predetermined vari-
ables.

Before analyzing local dynamics, we reexamine the steady state using the
dynamic system (69)-(71). Equation (69) defines m (g) = (ozRg"*l)l/E, as in
(24), while (70) determines 7; as a function of g:

1 — bym (g) + —2 (1—@3

l—e—0o

mi(g)=(1-35)A >,fori:0,1

gm(g) - R
Finally, along the BGP, (71) becomes:

_ Hoo (9) + i (9)
1—bm(g)

(72)

and gives the stationary growth factor g as a function of the initial population

shares (po, p1)-
Linearizing (69)-(71) around the steady state gives:

d dn;
9;+1 +(1-By)Bs mt‘+1

K2

d dn;
Bu% + (1 - By;) 34%273)

d dm; dn; B1By;Bs d By dr;
™ gt+1 o Tit+1 + (1 + Bay) Mit+1 152,55 &gy + ;D1 ATt
g U i By Y By i
dn;
+ (7 + Ba;) 77'” (74)
for i = 0,1, and
Beo dnog41 + By, dnig41 _ 77TOB7O dmoy . m1 B dmiy + B dnot + Bny dn
Mo m 1—m mo 1l—-m m Mo m
(75)
with
R 1-5)A
By = bi—, By = bi¢> Bs = La
g g l—e—-0o
o 1—m)n:
By = bim; Bq; = ( 771) i

(1 =mo)mo + (1 —m1)m

According to the our numerical computations presented below, the associ-
ated Jacobian matrix presents two unit roots and three eigenvalues outside the
unit circle.!® The existence of two unit roots ensues from the persistence of
changes in 79; and 71 and rests on the nature of the BGP which now depends
on the initial conditions, namely those on the shares of population (o, pt1) (see
(72)). Initial distributions of population and wealth, jointly with (69)-(71),
uniquely determine the BGP. So, the shape of the BGP is informative about
these initial distributions. This kind of informational persistence results in the
existence of two unit roots.

bono + b’

19Notice that the system is non-hyperbolic and the Hartman-GrofSiman Theorem no longer
applies.
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8.5 Numerical computations for local dynamics when by <
b

Let us set the parameters of the model to fit the empirical features of west-
ern economies during the last decades. We consider 40 years as length of a
period (the adulthood of a generation). We choose for a?® a standard value
for discounting according to the RBC literature: o = 0.2 ~ 0.9915° (0.99 per
quarter).?! In order to take be compatible with the restriction o < 1 — ¢, we
fix e = 0.6 and 0 = 0.3. The survival probability for a child is set equal to
Yo = 0.9 for the privileged dynasty and to «; = 0.8 for the disadvantaged one.
We set common values ap = 0.1 and a; = 0.2 for both the classes: in this case,
the affine form 3; = ag + a17y; introduced by Doepke (2005) fits the evidence on
the opportunity cost of a child in terms of parents’ time endowment found by
Haveman and Wolfe (1995). In the spirit of Mankiw, Romer and Weil (1992),
we consider that K; represents a mix of physical and human capital. So, we
accept a value of s = 2/3 for the capital share in total income, while, taking
into account that the human capital depreciates less than the physical one, we
set the average depreciation rate to § = 0.96, that is about 8% per year (Aghion
and Howitt (1998)). Finally, we calibrate the TFP A = 15.3 to obtain a yearly
growth rate of about 2% which is in line with the value experienced by most of
western countries in the last decades.

According to this parametrization, we obtain the following stationary val-
ues:?? g = 2.2089, m = 1.3102, ng = 1.4559, n; = 1.6378, my = 0.5099 and
m = 0.6567 with o = 0.9 and n; = 1.1. We check also the positivity of labor
supplies: 1 — Gong = 0.5924 and 1 — Bin; = 0.5742.

Computing the eigenvalues of the Jacobian matrix of system (73)-(75), we
find: 1 = o = 1, 3 = 3.1065, x4 = 3.5382, x5 = 5.7407. Thus, there are
two unit roots and three roots outside the unit circle, as seen in the previous
section.

8.6 Proof of Lemma 2
On the one hand, using equation (33), we get:

ob
Do
o400 Y0
ob

0 = _GO%SO
om 7

20Note that o represents the discount factor for one surviving child.

21That is an interest rate per year of about 4%.

22For notational parsimony, we show only 4 digits in results, but computations accuracy is
of 16 digits.
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On the other hand, using (34), we obtain:

ob <N0 N1>

— = —a|=5+=5)<0
974 \E T

b 11
R TryTre A
doa oVl (vf WS)‘

because 11 < 7p. ®

8.7 Proof of Proposition 2

The BGP g¢ is determined by equation (29) and we obtain, with some notational
misuse:

bR/g—bm
1—-bm

R R bm 1—o 1-bm _ (1—e—0)?
v+ (05 1) + M54/

1-bm e eo

>0

Then, using Lemma 2, we find:

dg dg 0b
Z9 _ Y99 422 Y997
D60 oy ™ oy T abay <

In addition, we have

dg po )\ 9g g 1 1)\dyg
o (B2 ) 2 c0and —L = apJaopn | — — —5 | =
oy " (73 7 ) ap <00 g T aoviem\ D2 =27 ) gy 20

8.8 Proof of Proposition 3
Differentiating m = (aRg"_l)l/E (see (24)), we obtain:

om _1—0m@

)

Applying Lemma 2, we find the following results:

am om 0b 1—omdg 0b 1fauimﬁg>0
= —_— == — ——= — —

i b O; e g 0bOvy; 07 ¢ 2 g Ob

om  Om 0b  1—o0 (g 1\ mOag

T S (v§+vf g "

am om 0b 1—0 (1 1\ madg

_— = —_— = \/ _ = — _—— O

0o 4 ab 9oy COVHOMITL (78 7%) g b <
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8.9 Proof of Proposition 4

Using n; = m/~;, we obtain:

on; 10m m m 1—0op;10g
A e o G vt Al
on; 18m_ 1—01 p;mag

oy wmoy e qinZgob

Since db/dg > 0, we deduce that On;/0vy; > 0 for a strictly positive a¢ and
On;/0v; < 0 for a sufficiently weak ag.

Using
24! :’YA_UAU& <70:'YA+UA1/@
Mo k1

% 370 Ho 371 _ M
Ova "0oa \ ' 9oa V ko

we get:

and, eventually,

ong  OngOm  On; Oy 1 Om  m Oy

Ova  OmOya 0% 0va vi0ya 2 0va
 l-o0ay (po  p1\mdg m
e v (73 7?) g o A7

which implies that dn;/9va < 0 for a sufficiently weak ag.
Finally, we compute:

On;  On; Om  On; Ov; 1 0m m vy

0oy - Om Oo 4 0v; 00 4 B %GUA - 71'280-14

which gives, more explicitly,

dng 1 -0 /(1 1\m 89 140
doa o OVHOM (73 12> g b B\ m
ony 1 l-0 ( 1 ) m dg i
_— = —Q, - — —=

30,4 " 0V Ho M1 e ,yg 71 q ab /,LO

It ensues that dng/do 4 < 0, whereas dny /0o > 0 for a sufficiently low ag. ®

8.10 Proof of Proposition 5

We notice that A affects R = 1 — § 4+ sA and therefore m (see equation (24)),
but has no impact on the average cost b. With some notational misuse, the
BGP satisfies:

bE 1
o

— =(1-s5)A g -1
R—gm(g,R)=(1-25) e —ol—tm{g. R (76)
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with m =m (g, R) = (aRg"*l)l/E. Differentiating (76) with respect to A and
g, we obtain:

R R b R
ﬁb?+(b571) 177{717"% + b?71 _l—e—0o + l—e—0c s gm—cR
A dg R 1—bm 1—-bm o eoc  l—s R
g dA b%Jr(b%*l) T 1;” + (1—e—0)?  gm
1-bm o (1-s)A

Transversality condition along the BGP writes R > gm (g, R). Hence, equa-
tion (76) implies:
b% -1 1-¢-0

1—bm o
Therefore, a sufficient condition to have dg/dA > 0 is gm > eR.
Still using m = (aRg"*l)l/E, we find:

A5'7m 1sA 170A@

moA ¢ R e gdA

ﬂb%""(bg_l)l’:?m% + bgb_l _l—e—0o 4 l-e—0 s gm—cR
1-bm

1sA 1—0 R 1—bm o eo 1—s R
&R € gt DR T | (1me=0)® gm
1—-bm eo (1-s)A

The impact of A on m can be positive or negative. Since

n; 0A  m OA

the same conclusion holds for ng and ny. =

8.11 Proof of Proposition 6
Deriving (44) with respect to z and g, we obtain:

Ow R o

% m<(1_bm)l—i—a+{bR-l—(l—zg)(l—s)A_bm}1;0)

erﬁ(lfz)(l—s)A o
g g l—e—-0

We notice that Ow/0g > 0, while dw/dz > 0if and only if h (¢) < o/ (1 — e — o).
Hence,

dg  0Ow/0z . . a
3, = 90/0g < 0if and only if h(g) <

Under by < b; and Assumption 4, we have 0 < h (g) < h(g). Therefore,
(1) if 6/(1—e—0) < h(g), then 6/ (1 —ec—0) < h(g) for all g € (g,9),

l—e¢—o0
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which implies dg/8z > 0. (2) If h(g) < o/(1—e—0) < h(g), then there
exists g* € (g,9) such that (2.1) h(g) < o/(1 —e— o), that is dg/0z < 0,
for all g € (g9,9") and (2.2) 0/ (1 —e—0) < h(g), that is 9g/0z > 0, for all

g€ (g5,9). B)Ifh(g) <o/(1—ec—0), then h(g) < 0/ (1 —e — o), that is
dg/0z <0, for all g € (g,7).

Since

om _1—0m@ on;  11—o0omdag

am _ m d -
0z € gazan 0z v € g 0z

we have that 9m/9dz > 0 or dn;/dz > 0 if and only if dg/dz < 0.
Without heterogeneity by = b; = b and

g

0="h(g) < < h(g) =+o0

l—0c—c¢

Therefore, case (2) still applies. m

8.12 Proof of Proposition 7
From (43), we have, along the BGP,

kot/ke  (1—2)(1—s)Al—bym o bo%—l_l
1—bm R—gm 1—-bm \1l—e—0l1l—-0bym

Using this expression, we are able to compute the derivative of G with respect

to z as follows: 00 ) 7o
o9& _ 1299
82_(M0 G)(l—z+gaz>

where 19 > G and H > 0. The proposition immediately follows. m

References

[1] Aghion, P., E. Caroli and C. Garcia-Penalosa (1999), Inequality and Eco-
nomic Growth: The Perspective of the New Growth Theories, Journal of
Economic Literature 37, 1615-1660.

[2] Aghion, P. and P. Howitt (1998), Endogenous Growth Theory, MIT Press.

=)

Barro, R. J. (1990), Government Spending in a Simple Model of Endoge-
nous Growth, Journal of Political Economy 98, s103-s125.

[4] Barro, R. J. and G. S. Becker (1989), Fertility Choice in a Model of Eco-
nomic Growth, Fconometrica 57, 481-501.

[5] Becker, G. S. and R. J. Barro (1986), A Reformulation of the Economic
Theory of Fertility, NBER Working Paper 1793.

[6] Becker, G. S. and R. J. Barro (1988), A Reformulation of the Economic
Theory of Fertility, The Quarterly Journal of Economics 103, 1-25.

32



[7]

[10]

[11]

[12]

[13]

Becker, R. A. (1980), On the Long-Run Steady State in a Simple Dynamic
Model of Equilibrium with Heterogeneous Households, Quarterly Journal
of Economics 95, 375-382.

Becker, R. A. (2006), Equilibrium Dynamics with Many Agents, in Hand-
book on Optimal Growth (R.- A. Dana, C. Le Van, T. Mitra and K.
Nishimura, eds.), Springer.

de la Croix, D. and M. Doepke (2003), Inequality and Growth: Why Dif-
ferential Fertility Matters, American Economic Review 93, 1091-1113.

de la Croix, D. and A. Sommacal (2009), A Theory of Medical Effectiveness,
Differential Mortality, Income Inequality and Growth for Pre-Industrial
England, Mathematical Population Studies 16, 2-35.

Dahan, M. and D. Tsiddon (1998), Demographic Transition, Income Dis-
tribution, and Economic Growth, Journal of Economic Growth 3, 29-52.

Doepke, M. (2005), Child Mortality and Fertility Decline: Does the Barro-
Becker Model Fit the Fact?, Journal of Population Economics 18, 337-366.

Frankel, M. (1962), The Production Function in Allocation and Growth:
A Synthesis, American Economic Review 52, 996-1022.

Galor, O. (2005), From Stagnation to Growth: Unified Growth Theory,
in Handbook of Economic Growth (P. Aghion and S. N. Durlauf, eds.),
Elsevier.

Haveman, R. and B. Wolfe (1995), The Determinants of Children’s Attain-
ments: A Review of Methods and Findings, Journal of Economic Literature
33, 1829-1878.

Ljungqvist, L. and T. J. Sargent (2004), Recursive macroeconomic theory,
Cambridge Ma: MIT Press.

Mankiw, N. G., D. Romer and D. N. Weil (1992), A Contribution to the
Empirics of Economic Growth, Quarterly Journal of Economics 107, 407-
437.

Nerlove, M. and L. K. Kraut (1997), Growth Models with Endogenous
Population: A General Framework, in Handbook of Population and Family
Economics (M. R. Rosenzweig and O. Stark, eds.), Elsevier.

Ramsey, F. P. (1928), A Mathematical Theory of Saving, Economic Journal
38, 543-559.

33



	DT_GREQAM_P_Garde.pdf
	mort26

