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ABSTRACT 
 

Life Cycle Time Allocation and Saving  
in an Imperfect Capital Market∗  

 
This paper combines income and expenditure with time use data to provide a unique picture 
of the time paths of labour supplies, saving and full consumption for two-adult households 
over the life cycle. These data are used to test the life cycle model presented in the paper, at 
the core of which is the hypothesis that households face a borrowing interest rate that rises 
sharply with the amount of non collateral based borrowing. The household members jointly 
choose time paths of time use, consumption and saving over their life cycle in the face of this 
capital market imperfection. This model explains the data much better than does the 
alternative hypothesis of a perfect capital market. Finally, households are shown to differ 
significantly in their saving behaviour in a way that depends on secondary earner labour 
supply, with a strong positive association between saving and the secondary earner’s 
income. 
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Figure 1:  Lending and borrowing in an imperfect capital market 
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       TABLE 1:   Median net income, market consumption and saving*   

         
 

Life cycle   
phase 

Net market 
income 

1 

Market cons 
expend 

2 

Saving 
(1 - 2) 

3 

# dep 
kids 

4 

HES    
cell size 

5 

1 52104 40422 7800 - 449 
2 39676 38765 1040 1.56 508 
3 42120 40393 1872 2.30 518 
4 45292 43417 2652 2.09 510 
5 55120 53680 988 1.71 518 
6 49764 42382 6136 - 501 
7 25740 30817 -2704 - 506 
8 19084 20905 -1352 - 507 

All 40664 38249 1508 - 4016 
 *$pa 1998 
 
 
 
 

Figure 2:  Median net income, consumption and saving 
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      TABLE 2:  Male and female hours of market and domestic work pa 
  

 Male hours of work Female hours of work 
Life cycle 

phase 
Market 

1 
Domestic 

2 
Total 

3 
Market 

4 
Domestic 

5 
Total 

6 
1 2286 614 2994 1789 1012 2801 
2 2271 1514 3785 681 3416 4097 
3 2266 1504 3770 684 3163 3847 
4 2259 1266 3525 976 2541 3517 
5 2244 928 3272 1057 1987 3045 
6 2220 842 3062 1099 1679 2778 
7 1080 1180 1981 414 1769 2119 
8 0 1458 1458 0 1750 1750 

All 1784 1167 2952 811 2169 2979 
 *Weighted TUS data means 

 
 
 
 
 

Figure 3:  Male and female hours of market and domestic work
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              TABLE 3:  Domestic and full consumption expenditure*  

Life 
cycle    
phase 

Dom cons 
exp. 

1 

Domestic 
child care 

2 

Ind. govt 
benefits 

3 

Govt cc & 
educ ben. 

4 

Taxes-
benefits 

5 

H’hold full 
cons expend 

6 

Adult full 
cons exp. 

7 
1 19439 - 4097 1453 16206 67386 67386 
2 56883 35912 9818 2368 3261 108592 56010 
3 53545 31408 16092 9640 -4076 113646 52659 
4 43437 17292 18841 13132 -5565 108769 57944 
5 35190 9402 18602 12615 639 111728 68946 
6 25980 - 5159 959 15188 79236 79236 
7 28594 - 7064 242 -1924 71583 71583 
8 28722 - 12174 32 -19066 66273 66273 

All 35966 - 11541 4828 37 90132 64572 
 *Weighted means, $pa 1998 

 

 
 
 

Figure 4:  Domestic and full consumption 
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          TABLE 4:  Long term saving and housing debt 

Life 
cycle    
phase 

Super+ 
Life 
1* 

Mortgage repay 
(cap) 

2* 

Saving – 
(mort+super) 

3** 

Housing debt  
%  

4*** 
1 1263 3479 3868 44.4 
2 1461 2766 -2833 39.1 
3 1508 2702 -2381 28.4 
4 1779 2531 -1296 24.6 
5 2812 2316 -2652 14.0 
6 2492 1520 2236 9.1 
7 1047 356 -3315 2.4 
8 123 62 -1404 0.1 

All 1586 1886 -1092 18.5 
 *Weighted data means, $pa 1998   

**Median saving net of mortgage repayments of capital and superannuation contributions, 
     $pa 1998 

 ***Debt to house price ratio 
 
 
 
 
 
 
           TABLE 5:  Time allocations* by household type  

         
H’hold Life Male hours of work Female hours of work 
Type  cycle 

phase 
Market 

1 
Domestic 

2 
Total 

3 
Market 

4 
Domestic 

5 
Total 

6 
I & II 1 2314 554 2972 1811 1014 2285 

 2 2359 1369 3775 15 4103 4118 
 3 2394 1358 3859 111 3664 3762 
I 4 2415 1185 3600 355 3170 3525 
 5 2362 817 3179 504 2393 2897 
 6 2367 815 3182 670 1781 2451 
 7 1862 1093 2955 0 2026 2026 
 2 2432 1464 3943 1378 2908 4286 
 3 2478 1306 3784 1615 2679 4291 

II 4 2464 1095 3559 1915 2285 4200 
 5 2527 856 3383 2120 1753 3873 
 6 2369 958 3327 2217 1568 3785 
 7 2062 1083 3145 1202 1458 2660 

I & II 8 0 1458 1458 0 1750 1750 
  *Weighted data means, hours pa.  

 
 
 
 



 6

         TABLE 6:   Incomes, saving and taxes, by household type  
         

H’hold 
type 

Life 
cycle 
phase 

Net 
income 

1* 

 
Saving 

2* 

H’hold 
private inc 

3* 

Male 
earnings 

4* 

Female 
earnings 

5* 

Inc. taxes-
benefits 

6** 
I & II 1 52728 4212 67496 37700 28600 12161 

 2 34320 -3536 39884 39000 0 -4280 
 3 37388 -2726 41184 37076 0 -10012 
I 4 40508 -1502 46644 36816 2392 -10923 
 5 48880 -4958 57200 38896 5980 -6033 
 6 48360 3776 60944 35984 6864 9629 
 7 33592 -1095 36556 24700 0 -585 
 2 50180 -1248 61516 37960 20800 5179 
 3 52468 -81 64052 39496 22152 -600 

II 4 55900 -108 68120 37492 25324 -2504 
 5 66820 -261 85904 41496 30004 3243 
 6 58604 6245 75504 31460 29328 13276 
 7 39468 1237 45448 20696 15080 3950 

I & II 8 19084 -1404 4212 0 0 -21698 
  *Medians, $pa 1998 *Weighted data deans, $pa 1998 

 
 

Figure 5:  Median saving by household type
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TABLE 7:  Consumption and leisure expenditures* by household type  

         
H’hold 

type 
Life 
cycle 
phase 

Market 
cons exp  

1 

Domestic 
con exp 

2 

Leisure 
exp  
3 

H’hold total  
cons** 

4 

Adult total 
cons** 

5 

Adult full 
cons** 

6 
I & II 1 44495 18477 51663 118576 118576 66909 

 2 39379 60896 27859 138275 84842 56984 
 3 41451 54749 29573 142240 81094 51220 
I 4 45344 46015 34378 145063 92794 58416 
 5 57184 36595 50998 163444 120251 69254 
 6 47027 26388 48984 127172 127172 78181 
 7 37649 31416 57488 133487 133487 75991 
 2 47284 51692 24542 132497 80057 55516 
 3 50527 46873 26070 137994 78454 52384 

II 4 51329 38667 30382 137698 87881 57499 
 5 63344 31354 41641 153903 110931 69292 
 6 50665 30441 35360 121144 121144 85779 
 7 41904 25614 52396 125806 125806 73409 

I & II 8 25365 28722 62652 128978 128978 66273 
  *Weighted means, $pa 1998 **Includes indirect government benefits 

 
 
 
 
 
 
 
 
   TABLE 8:  Demand system parameters 

 
Parameter 

1 
 Estimate 

2 
Std error 

3 
αz

0  0.5075 (0.0123) 
αz

1 D*  -0.0839 (0.0041) 
αy

0  0.2804 (0.0110) 
αy

1 D*  0.0385 (0.0038) 
γzz

1   0.1226 (0.0176) 
γyy

1   0.1037 (0.0117) 
γyz

1  -0.1306 (0.0123) 
βz

1  0.1416 (0.0085) 
βy

1  -0.0986 (0.0072) 
Log L  5294.74  

 * D = dummy variable for the presence of dependent children 
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            TABLE 9:  Reference consumption profiles 
  

 
Life cycle 

phase 

2-adult total 
consumption exp, ct 

1 

2-adult full 
consumption exp 

2 

Household full 
consumption exp 

3 
1 124271 71136 71136 
2 84788 56982 111894 
3 83325 52583 117429 
4 96811 59159 115337 
5 116589 65787 110511 
6 120533 72425 72425 
7 134925 71487 71487 
8 132291 70188 70188 

  
 
 
           TABLE 10:  Perfect capital market consumption profiles  
 

 
Life cycle 

phase  

2-adult total 
consumption exp, ct 

1 

2-adult full 
consumption exp 

2 

Household full 
consumption exp 

3 
1 108554 60081 60081 
2 109262 77310 132212 
3 111285 74734 139569 
4 113254 71690 127866 
5 116847 65966 110692 
6 114954 68308 68308 
7 117440 59918 59918 
8 114187 58229 58229 

 
 
 

TABLE 11:  Imperfect capital market consumption profiles 
 

 
Life cycle 

phase  

2-adult total 
consumption exp, ct 

1 

2-adult full 
consumption exp 

2 

Household full 
consumption exp 

4 
1 123280 65118 65118 
2 84495 56745 111655 
3 82108 51646 116492 
4 95322 58043 114216 
5 115723 65179 109900 
6 130555 79905 79905 
7 133334 61918 61918 
8 129687 68443 68443 
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Figure 6:  Two-adult total consumption profiles 
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Figure 7:  Perfect capital market model
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Figure 8:  Imperfect capital market model

0

20000

40000

60000

80000

100000

120000

140000

160000

1 2 3 4 5 6 7 8

Life cycle phase

$p
a

Reference adult full
consumption
Reference household full
consumption
Predicted adult full
consumption
Predicted household full
consumption

 
 




