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Abstract

The standard microeconomic assumption of a household utility function raises two theoretical problems: it
contradicts methodological individualism and it ignores economic phenomena like income and consumption
sharing, division of labour, externalities and altruism within a household. This paper reviews two approaches,
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Introduction

Standard microeconomic theory considers the household as the basic decision unit in
consumer theory, assuming either a household utility function or a representative agent
preference structure. However, this approach has recently been challenged in economic
literature, since it raises two types of problems (Bourguignon and Chiappori, 1992): 1) a
methodological weakness and 2) the general question of assignability.

The methodological weakness is due to the use of a household utility maximisation
problem contradicting neo-classicaddividualism, which requires each consumer to be
characterised by his own preferences. The immediate consequence is that such models cannot
explain why households would consume differently depending on who receives child tax
benefits or on the actual income tax system.

The second problem arises from the use of aggregated preferences which completely
avoids the analysis ahtra-household allocationThis deals with the general question of
assignability i.e. how do families allocate their consumption among members? Such a
guestion is crucially important above all on a normative ground, since a better understanding
of the household decision making process can improve family policy instruments.

To face both problems two approaches are surveyed in the paper: the #psicts
aggregation theorywhich defines restrictions on either individual preferences or income
distribution allowing for an aggregate demand consistentkuitiility maximising household
members and still behaving as if it were derived from a single-decision making unit (this is
known in the literature aacome pooling hypothesias the main property ohitary models).
However, this result depends on fairly strong assumptions and further extensions of exact
aggregation theory (i.eexact non linear aggregatioand generalised exact aggregation
theorieg show that in more general contexts aggregate demand functions have to satisfy more
complex conditions, and to include indices of within household income distribuBahthe
aggregation theories' approach, fundamental for coping with the gap between a micro and a
macro analysis, cannot solve the assignability problem or model interdependencies, which are
a peculiarity of family life. Household members transfer income or goods, produce and
consume goods in common, are affected by externalities or caring effects caused by other
members, and share time and risks.

The second approach, which will be discussed, avoids any restriction on either the
structural form of individual preferences or income distribution and provides different
interpretations on how the decision process takes place within a family, assuming either a
cooperative or a non-cooperative environment. It will be shown that again the income pooling
hypothesis is very restrictive and that the alternative solution is the one suggestd by
unitary models. We also find two areas of consumption theory still undervalued by non-
standard approach: the effect of children and of uncertainty in future events on household
consumption and leisure demand.

A complete discussion of the main issues of exact aggregation theory is outside the scope of the present survey. The
interested reader can refer to Stoker (1993) or Forni and Brighi (1991).



On the empirical side of this research area, the major issue is data availability. Data on
consumption or non-labour income are generally collected at a household level;, exceptions
are data on labour income or gender specific consumption goods like men's or women's
clothing. This is a relevant constraint for the testability of any non-standard model.
Nevertheless, we can review a wide range of evidence which gives support to the non-unitary
approach.

Thus, the paper is organised in four sections: first, we define the notation and the main
issues in order to compare the different models; secondly, assuming the standard neo-classical
approach of a household utility function, we examine the conditions under which the
methodological individualism still holds. However, the questions of assignability and of
family interdependencies (e.g. public goods, externalities or home production) are deeply
examined only in section 3, where non-unitary models of household decision processes are
discussed; in section 4 we review some recent empirical results.

1. A Common Notation

In order to define the notation we concentrate on the case of a two member household,
namedA andB, (usually but not necessarily husband and wife) with preferences described by
U”* andU ® respectively, of any functional form; but all results easily appl*@ member
households.

The n good vectorX:{xl,xz,...,X”} is the household purchased good vector and
p:{pl,pz,...,p”} the price vector common to both household members; then the two

individual consumption sub vectors can be derived flam” :{xlA,...,x’“A}, x® ={XlB,..,XSB},

with x*+ %8 = X' (i=1,...,n). If for anyi x® =0, but x* #0, for any value ofp', then X' is

also calledA’s exclusive goodand similarly happens fd3): examples of exclusive goods are
gender specific goods, like clothing. Moreover the suts in the individual consumption
vectors is not necessarily equalrtosince some goods can be used in common. In that case
the mathematical formulation is borrowed from pheblic goodsliterature, and by definition,

Xk — XkA: XkB.

Most models discriminate between members that can have egbestic preferencesn
which case the utilities are written respectively(x*),U B(x®)?, or altruistic preferences,
which can take either the fortd*(x* x®),U ®(x *x ®) or WA{xA,UB(x B)}, WB{xB,U Ax A)}.

The distinction between the two altruistic forms lies in considering each individual caring for
the other either in a form of paternalism (a wife buying clothes that she likes to see on her
husband, or cooking low fat food, even though he would have preferred sausages, eggs and

W k
> Formally egoistic preferences occur Whgw(h— =0 with h# Kk andh,k=A, B



chips) or in a form of pure “caring” as defined by Becker (1981), (when she chooses what she
knows he will appreciate).

A decision process within a household could differ from a single person family for three
reasons:

(i) the demand system has to satisfy a household budget constraint, but, the total labour and
non-labour incomew”(T - 1%)+w?T- I¥)+ y*+ y® (where T is individual fixed time
endowmentw",|" are individual wage rate and leisure respectively) can be shared between

the two individuals, so that a part of pers&s income can be consumed by per8yrand
vice versa;

(i) they can consume some goods in common, or receive either negative or positive
externalities from the other member;

(i) they can exchange goods produced within tmailfa

In the next section, we discuss models that describe the household decision process leading
to a household demand system depending on prices and only total household income. Since
individual decisions are perfectly aggregable as if they were decisions of a single maximising
individual, the literature refers to thosewastary modelsHowever, it will be pointed out that
this is a rather restrictive approach. In section 3 we introduce some more recent models: the
non-cooperativemodels, various applications bargaining theories, thecollective models
and theexchangemodels. Non cooperative models set the preference aggregation problem in
a game framework, where the Nash equilibrium concept is related to different income
distributions between household members. Both bargaining and collective models describe
how Pareto efficient outcomes can be reached, in the household context. Finally exchange
models introduce the concept of a household production function and model both income
transfers and goods exchange within the householchokHunitarymodels have the common
requirement of leading to a household demand system depending on the price vector, total
household income, as earlier, and also on at least one index of intra-household income
distribution.

2. Exact Aggregation of Individual Choices
Consider a household aggregate demand function for a commowity i=1,...,n, of the
type:
X'= X' (p,V) 1)

whereY is the sum of all the individual and family incomes, this section investigates the
following question: under which conditions is it possible to treat aggregate consumer



behaviour as if it were the outcome of the decisions of a single maximising individeal?
answer to this question is referred to in the literature athéwy of exact aggregatitin

More precisely, assume that each individaivith h=A,B,.., within a family consumes
private goods only and has a demand structure

X" =x"(p, y) Odi=1,...,n 2)

here y" could be either the initial individual endowment of income or the available income
after an internal transférAggregation is the operation that substitutes an aggregate model,
like (1), for an individual model like (2), to represent an economic phenomenon and
overcome a lack of data; such an operation is the choice of two fungtiandf, such that:

X'=g¢x) and Y= f(y)

(wherey andx' are individual income and consumption vectors respectively). This allows for
the empirical estimation of an individual demand model like (2); however, it might include a
loss of information. By the definition in Malinvaud (1993), if the "aggregation error" involved

is symbolically written as

E(y) = X'(p. f(y)) - dx (p.y)) (3)
then exact aggregation at a particular value of the income weotmurs if
E(y)=0. (4)

In the household context the application of the aggregation literature is based on the
standard neo-classical assumption that each member is maximising his utility function (where
this exists) and it seeks to identify the conditions that simultaneously allow for the
maximisation of an aggregating relation, called either a household utility function or a
household welfare function, depending on whether individual preferences are identifiable. In
the family context this approach is also calledtary.

Moreover, for the exact aggregation condition to hold, either restrictions on individual and
consequently household preferences must be derived, such that the aggregate demand is
independent of the actual individual distribution of income, or restrictions on income
distribution must be imposed. In this latter case equation (4) holds only for a restricted class
of prices and of individual income distribution. Both these cases are examined in greater
detail in the next two sub-sections.

3

Such literature is usually concerned with aggregation of preferences within a broader community, nevertheless we can
easily apply its results to a narrower context like the family.

4

This option is discussed in greater detail in section 3

10



2.1 Restricting Individual Preferences: Exact Linear Aggregation

If the aggregate demand function for commod#stisfies the following condition:

X'(p. 3,y =3, (0. V) (5)

then individual demands hatke property of “equality of individuals' income responses”
(see Malinvaud, 1993), i.e., if within a famitly” is taken from individuah and transferred
to individual k, for k# h, such that total incom¥ = Zh y' remains constant, a sufficient

condition for (5) isdx* =-dxX", so that the aggregate consumption value will be unchanged.

The well known case that allows equation (5) to hold is a household where all members
have the same preference structure, and this preference structure aximiatheticity If for
instance, the individual demand$ (] are Cobb-Douglas functions with the same exponents,

it can be proved that the aggregate household utility function is Cobb-Douglas as well, and
the optimal aggregate demand is of type.(1)

The property of “equality of individuals' income responses” can also be found in the more
economically convenient context gfiasi-homotheticitf{see Gorman, 1953 and 1961). The
main result obtained using the so-called Gorman-polar form, in the aggregation field is in
allowing a certain degree of individual heterogeneity, but still proving the existence of a
representative agemterfectly reproducing an aggregate decision making process.

A macro relation, like that in (1) is the result of an exact aggregation procedure if and only
if the individual relation (2) is of the form:

x" =a"(p) + 1 (p) y'. (6)

The Gorman-polar forfnsatisfies the requirement of the "equality of individuals' income
responses”, since

ox"
W:bl(p) Oh=AB,..;
therefore a household relation can be derived from (6) and is of the form:

X'=a(p)+b8(p)Y (7)

5

The basic property of homothetic preferences, which ensures exact aggregation, is that individual expansion paths given

by increasingyh, with p constant and common to all themembers, are straight lines through the origin and therefore
all expenditure elasticities are unity.

The Gorman-polar form is said to be quasi-homothetic because Engel curves are still straight lines, but they do not go
through the origin, and the elasticities only tend to one as total expenditure increases.

11
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wherea'(p)= Y a"(p) andﬁl—h———b'(p), since condition (5) holds. The linearity in

aggregate income justifies the definitiexact linear aggregatiomsed in economic literature
to refer to this approach.

Moreover, the household relation (7) exists and is integrable if and only if the individual
relation (6) exists and is integrabl&ince the household relation is a linear function of total
household income with the same slope as the individual relations, and there is a linear
restriction between the household demands for different goods, it can be proved that the
Slutsky equation of the aggregate demand satisfies the following cofidition

X X ML
Rl R aRa ®

This shows that the Slutsky substitution matrix of the household demand is the sum of the
Slutsky matrices of the individual demands. Thus from Gorman's results it follows that the
idea of arepresentative agentisually applied in a perfectly competitive market to show that
the market in aggregate behaves as a single agent, is applicable even in a non-market context
like the family, if individual preferences have the Gorman polar form.

Finally note that heterogeneity in individual preferences is allowed in the Gorman polar
form, but must be included in the tea(p)in equation (6

Gorman’s aggregation properties can be found also with endogenous labour income, in
which case every individu&l has an exclusive price for leisure, i.e. the individual wage rate
W' (see Simmons, 1979 and Muellbauer, 1981). In this context conditions for exact
aggregation have to be found not in demand, but in single commodities (including leisure)
expenditures. Formally, if

p X" = "(p,w', ) andw’I" = £ °(p,w",y") (9)

are respectively the expenditureitf commodity and of leisure, both for individual then
aggregation requires that there exrstl representative expenditures'(p,w,y) (with

" If individual demand (6) satisfies the adding-up property (|er ' 'h p =0 and Zi piﬂ(p)Zl), it is

homogeneous of degree zero in prices and income and the matrix of substitution terms is symmetric and negative semi-
definite, (6) is also integrable.

The proof is directly obtained by differentiating property (5) expressed foriguitiu respect to the price of gopdonce

the individual cost functions have been substituted into (5); then use Shephard's Lemma on both sides in order to end up
with (8), given that by definition the aggregate cost function is the sum of individual cost functions.

Eithera" (p) orb' (p) can take negative values, and if that turns out to be the case then individual yi%dme to
be restricted to avoid negative demands.

12



i=0,...,n, and w and y the mean of individual wage rates and non labour incomes,
respectively), such that

fih 1 h’ h .
ZM F(powy) (10)

The household demand is here not the sum, but the meé&h iodividual demands.
Muellbauer proves that equation (10) holds if and only if the individual functions (9) take the
form:

f ih(p,wh , yh) =a(p)w' + B(p) y + ¢(p) (11)

l.e., the expenditures are linear in both individual wage rate and non-labour income. In this
case the Engel curves are still linear and heterogeneity of consumer preferences is only
limited to the ternc"(p) *°.

To summarise so far, for a household to behave as a single decision making unit,
individual preferences need to be either homothetic, or quasi-homothetic and, if the labour
supply decision is also considered, individual expenditures have to be linear in individual
non-labour income and wage.

2.2 Restricting Income Distribution: A Bergson Household

Gorman's representative agent definition can still be valid even without imposing any
restriction on individual preferences, but on within family income distribution; this is the
main result in Samuelson (1956), assuming the existence of a household welfare function to
be maximised, subject to a given level of household inéhresides the utility maximising
household members.

Exact aggregation in the case of endogenous labour income requires linearity in Engel curves and the condition that for
every individualh the ratio between the derivative of his expenditure for gowadth respect to his wage and the
derivative for good, i.e.

ﬂih/mvh ~

is a value independent of the index

When the micro expenditures in (11) satisfy adding-up, véelandb’s are homogeneous of degree zerg iandc's

are linearly homogeneous ip; and when individual expenditures have a symmetric and negative semi-definite
substitution term matrix, then they also satisfy the minimisation problem of an extended version of Gorman’s cost
function (see Muellbauer, 1981). The same integrability conditions are proved to be necessary and sufficient also for the
existence of a household cost function.

11

Samuelson suggests that a household welfare function could be implemented either under a benevolent dictatorship or
with a more realistic family agreement.

13



Samuelson's paper is chronologically the last of the trilogy - Scitovsky (1942); Gorman
(1953); Samuelson (1956) - @ommunity preference fieldEirst, Scitovsky introduces the
idea of community indifference curves (CICs):

in a two-good (e.gX* and X?) dimension, "given any amount of eith¥r or X?, it tells us the
minimum amount of the other required to keep each member of the community on his prescribed
indifference curve" (Graaff, 1967, pp. 45-46).

Individual prescribed utility levels are derived from an initial arbitrary selection: in other
words, no particular ethical judgement is chosen in order to draw the social indifference

curves. A CICX(u*) is the dual of a utility possibility frontier (UPI—T)( X*), therefore each
point in the latter corresponds to a minimum total requirement contour in the former

Secondly, Gorman (1953) proves thé(t(u*) and u(X*) have a common equation:
F(X,u)=0, called the equation of the community preference field.

Finally, Samuelson defines ascial welfare contourthe inner envelope of the Scitovsky
community indifference contours: the two types of curves are tangent at the highest level of
social welfare attainable along a Pareto utility frontier. They derive from the maximisation
problem of a social welfare function (SWF) of the Bergson type:

maxW[UA(x*1%) U 8(x ® ) 9) ,..]
sty px+)> wih=v+) W T

The SWF property of strong separability allows to solve the maximisation problem in two
stage:

(12)

maxU h(xh ) h)
1) x witth=A,B,...,H

stpx"+wW'"=¢ "+ w"T

V(. 0 ) )
S't'Zh¢h =Y+ Zh \I\}1 T

the so calledwo-stage budgetingVith a Bergson SWF the household welfare maximisation

is consistent with a decentralised individual utility maximisation problem (stage 1)
conditional on a lump sum transfgf, which is socially optimal, as long as it is chosen at a
central level (stage 2). In particular the necessary condition for a socially optimal income

2)

12

Note that CICs can cross each other.

14



distribution rule is such that the marginal household welfare of income must be equal for each
member in the family. As a consequence, the community indifference curves associated with

a Bergson SWF are the envelope of the Scitovsky ones because th)éﬁ/ual)eassociated
with the socially optimal distribution of utility levels .

In summary household consumption dematid= X' (p,w, Y, T) is independent of income

distribution, if allocations are consistent with the optimisation of a household welfare function
strongly separable in individual preferences. However, note that here exact aggregation is
valid only for a given vector of prices and total income, since the marginal social utility of
each person’s money will generally difféfor any other vector. For exact aggregation
condition to hold for any vector of prices and aggregate income, one should assume
homothetic separabilityr quasi-homothetic separabilitgf the household welfare function

(i.e. W[UA(xA,IA),...,U H(x " ,IH)] has to have each/" homothetic or quasi- homothetic,
respectively).

Another limit of the Samuelson-Bergson approach is in the condition of full comparability
and cardinality of individual preferences, necessary in order to equate the individual marginal
utilities. Moreover Arrow’s Impossibility Theorem states that the presence of a benevolent
dictator only can ensure the optimal distribution of resources within the family.

2.3 The Decision Process In A Unitary Household: The Becker Approach

Both exact aggregation theory and Samuelson-Bergson model fail to deal with strong
family interdependencies, such as public goods, altruism, etc.. In fact all goods considered so
far have been private ones. Conversely, Becker (1974a) is the first attempt to model family
relationships of those kinds. It shows how a socially optimal level of consumption can be
achieved through a common agreement, without assuming the existence of a social planner
that imposes the social welfare optimal income distribution within the family, as it was in the
Samuelson-Bergson family.

Problems such as income transfer, public goods or externalities are all faced in a similar
way. All household members, except for the head of the family, are assumed egoist. The head,
i.e. the principal earner, internalises all family interdependencies, because of his altruistic
personality and ensures the social welfare optimum in consumption decisions.

Restricting the family to a couple, consider the case of an altruisticchaad an egoistic,
B. The definition of altruism used here is the one of caring,A.& effectively altruistic
towardsB, if A's utility function depends positively on the welfareBof

13

See also Jerison (1994) for discussion of necessary and sufficient conditiamsP&meto consistent representative
consumeiin the case a Samuelson-Bergson social welfare household. In particular a representative agent is said Pareto
consistent if “it prefers one situation to another whenever all the consumers prefer the former to the latter” (Jerison,
p.747)

15



UA=UAXA 140 Bx B B) (13)

A

and > 0.

B

Thus inA’s decision choice there is a trade-off between his own aggregate consumption
and the income transfer® to B to maximiseB’s utility. In mathematical terma's budget
constraint is

EipiXiA+MIA+¢B:yA+WAT

where iny”* both exogenous labour and non-labour incomes are included. BuiSiremters
also inB’s budget constraint:

Ei piXiB +\NB|B: yB+¢ B+WBT
the altruist’s constraint can be rewritten as:
S (X )+ W A WP 1P yh e P WA W) T (14)

i.e. the total family budget line. At this stage, when (13) is restricted to be of the separable
form

U”=uU A{V A(X A1| A)’U B(X B’I B)} (15)
the optimal solution foA is determined by the first order condition:

N oxh .
U B /@(iB = Oi=1,...,n (16)

This is Becker's definition for altruism, relevant to concrete behaviour. It moves the
optimum point from an endowment position towards a tangency point between the household
budget line and\'s individual indifference curves, in #R*; x®) diagram.

When the individual vectors”,x® include at least one public good, condition (16)
implicitly satisfies the classic Samuelson requirement for the socially optimal public good
demand. Moreover (16) can easily be applied to the endogenous labour supply case.

The efficient equilibrium in interdependencies between an altruistic and an egoistic person
is ensured by the well-known BeckeRstten Kid Theoremneven if a 'selfish beneficiar® is
interested in maximising his own consumption and utility, regardless of the effects on other’s
welfare,

“if raising her B] own income has the effect of lowering hi§ even more, he would reduce his
contribution to her by more than the increase in her income (if his contribution had been larger
than the increase in her income), because family income and hence the optimal level of her
consumption goes down. ... But she as well as he would then be worse off, and she would be
discouraged by her own selfish interest from actions that harmed him” (Becker, 1981 p. 5)

16



The theorem proves that both an altruist and an egoist internalise all the externalities
affecting each other. Even though Becker addresses the household utility maximisation
problem at the individual level, nevertheless, the personal interdependencies, as long as they
affect the household budget constraint, are efficiently settled by the presence of an altruistic
member who has to be the head of the family, taking care of all individual intérests
Aggregate demand in the case of effective altruism satisfies the income pooling hypothesis,
since it is X' = X' (p w,Y, 'I) For this reason Becker's approach has been included in the

unitary class: note that condition (16), which equalises the individual marginal utilities of
income, coincides with the necessary condition for a Bergson household.

The necessary requirement for a Becker family is the altruist being the main family income
earner. However, if the selfish member turns out to be the earner of most of household
income, then all the socially optimal results collapse, since the altruist, no longer having
power over the egoist, will decide to use his own income just for his own purpdses.is a
counterexample showing that Becker’'s idea of "caring", even if it fulfils the neo-classical
theory of individualism, imposes fairly strong assumptions about the type of relations within a
family: taken to the extreme, in order for the model to be true, the degree of caring should not
be determined by the individual personality, but according to income power, so that there
always exists a benevolent dictator allocating family resources.

3. Non Unitary Models of Intra -Household Decisions

The restrictions imposed on either individual preferences or income transfers discussed in
section 2 seem not to contradict the neo-classical postulate of individualism. They represent
the theoretical background of tiicome pooling hypothesid the unitary approach, since
they define necessary (and sufficient for the Gorman polar case) conditions for a household to
behave as a single-decision making {init

However, even though the general context designed by the Gorman-polar function
perfectly reproduces an individual decision problem at a household level, it restricts
heterogeneity in preferences to a function independent of income, and requires linearity in

14

Bergstrom (1989 and 1996a) fixes some limits in which the Rotten Kids Theorem applies: in particular he shows that as
long as each family member can choose an action that influences other members' income, but does not affect utilities
directly, only then each person is interested in maximising total family income. The theorem does not apply in cases of
asimmetric information (the example of lazy kids) or of no punisment strategies in a repeated game (the prodigal son) or
the case of "the controversial night-light", where the choice of reading time at night taken by an egoistic wife (i.e. zero) is
not the Pareto optimum.

15

Becker’'s paper together with his (1991) bobKTreatise on the Familgave rise to a relevant branch of economic
literature, called New Home Economics. It covers nearly all aspects of family life, including inter-generational transfers.
However even in these inter-temporal models the co-existence of an altruistic generation and a selfish one is essential for
the final results (see Cigno, 1995, for examples of "ascending altruism" or "descending altruism").

16

See section 4 for a discussion on the testability of unitary models.

17



Engel curves, which can be plausible for a very broad classification of goods. Conversely, the
Samuelson-Bergson approach of two stage budgeting, hardly implementable in a household
life, is strongly limited to a unique vector of prices and income distribution. Finally, the
Becker approach, although open to model various family interdependencies, satisfies the
income pooling hypothesis only under the requirement that altruism and economic power are
closely linked.

This section will discuss the costs in terms of aggregation properties required whenever
some of the strong assumptions imposed by exact aggregation theory on individual
preferences are relaxed. In particular it will be shown in sub-section 3.1 that in Muellbauer
(1976)’s theory ofyeneralised linearityor exact non-linear aggregatiogngel curves are not
constrained to be linear; instead household demands depend on two functions of individual
incomes. When more than two indices of the distribution of incomes across family members
and different individual attributes are included in an aggregate demand structure, it will no
longer be the solution of a household utility maximisation problem. As a result it will
contradict the income pooling hypothesis. These are the findings afetieralised exact
aggregationliterature developed by Lau (1982), Gorman (1981) and Lewbel (1989, 1990).

However, exact non-linear aggregation has still some of the limits of unitary models and in
order to model more explicitly various family issues (public goods, externalities, income
transfers etc.) either a cooperative and a non-cooperative approach has to be discussed. Both
branches of literature underline their relevance, since either moment (cooperative or non-
cooperative) can be part of a family daily life. The individuals earn some surplus from co-
operation, otherwise they would prefer a single person life style. However, it is well known
that there are some household choices that do not follow a full agreement. An example is in
spending money, if money is given to the husband, he would prefer a higher consumption of
certain goods than that usually decided by his wife.

The innovative result of various non unitary applications, compared with the standard
unitary approach, is that either in a context of simultaneous and interdependent non-
cooperative strategies or in a bargaining framework or under a more general Pareto efficient
model, within family income distribution can affect decisions over consumption and labour

supply.

3.1 Allowing For Higher Degrees Of Heterogeneity In Individual Preferences:
Generalised Exact Aggregation

In Muellbauer (1976) exact aggregation is achieved through budget shares of private goods
only. If:

i y" px’ Y h  h
N=3 = 2y = 2y ey (17)
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is the average aggregate budget share for gotue weights being individual non labour
incomes y", then exact aggregation can be found in the aggregate budget share
/\‘(p,w,g(p,w,y)) depending on prices and the functigng represents an index of income
distribution within the household and is a function of price and individual income Véctbrs

can be interpreted as the budget share of the representative agent, having a level of total
expenditurey = g(p,w,y). This alternative approach defines an exact aggregation condition
for demand as the following:

xi:wv:zhxh(p,wh,yﬂ). (18)

Muellbauer proves that equation (18) holds iff the individual demand function is of the
form:

X" = a"(p) +6(p) ¥ + ¢(p) §(p. W, J)+ dp) W (19)
where ) a" =0",

The Engel curves derivable from (19) might not be linear since they depend on both the
individual incomey" and the functiong". However, the income expansion path of different
household members must lie on parallel planes, but this is a less stringent assumption. Also
the aggregate budget shares are linedy, imhich justifies the name afeneralised linearity
(GL)* given to this approach. Finally, for aggregation purpose, heterogeneity elements will
appear in either the vector coeﬁicimﬂ(p) or the functiong".

However, some new results are obtained at the aggregate level once the integrability
conditions are imposed on Muellbauer’s individual demand function. The link between the
individual and the aggregate relation is built in at the budget share level, since it is there that
the exact aggregation condition holds. Therefore the representative agent still exists, but his
demand function will be different from the aggregate demand, since it has the form:

W = /\i(p,\i/v,g)

. (20)

17

In the Gorman-polar forrg is only average income.

18

Note that ifc' (p) =0 then we go back to the Gorman polar form.

19

Two special cases of the GL form, well known in the literature, are the price independent generalised linearity (PIGL)
and the log-form of the latter (PIGLOG). They are derived from the individual relation (19) independent of prices.
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Integrability of the individual demand is necessary and sufficient for integrability of (20)
but not of the aggregate demand ¢18)

Thus, exact aggregation applied to individual budget shares eliminates the strong
conditions required in Gorman’s world of linear Engel curves, still allows for a household
utility to exist, but the latter is no longer just a linear function of individual utilities.

With generalised exact aggregation theanpre than two functions of individual income
distribution can affect aggregate demand and individual demands also depend on individual
attributes. Consider an individual demand function

X" =Wy, 2.p) (21)
wherez is the vector of individual attributes, and an aggregate function

X=Xy 2, 8) 8 902 Y w). (22)

dependent on the price vector and gpiwith q<H) functions of income distribution and

attribute$’, which satisfy the following properties: symmetry with respect to each individual
values; functional independencedgf...,g°; and invertibility ofg*,...,g".

Lau (1982) proves that the aggregate equation (22) exists and satisfies the condition:
S Ky 2 owp)= X4 9 V.80l Y e e w)
iff the individual relation has the following functional structure

x"(y" 2w p) = a'(p) + B'(p) g1V, 2+ Blp) 6( b 9+ ) W (23

H

provided thatg' (= ) g"(y',2);01=1..q and all terms i cannot differ in the functional
h=1

form across individual&’.

Lewbel (1990) completely characterises a subset of (23), i.dylthank demand system:

20

As shown in Jerison (1994), Muellbauer's maximising representative agent is Pareto consistent and has a welfare
interpretation, but, contrary to Gorman’s representative consumer, the related household welfare function, implicitly
maximised together with his preferences, does not have a Bergson-Samuelson structure.

21

Heineke (1993 p.216) writes that “any meaningful definition of exact aggregation must require that aggregate demand
depends on prices and only “limited” information about the distribution of income and preferences in population”.

Conversely the higher the numlagthe less severe the restrictions imposed on heterogeneity

22

This condition is derived from the symmetry property of the functighswith respect to individual attributes and
incomes. Lau’'s result is known in the literatureths fundamental theorem of exact aggregati®dhe individual

. . fod S . . .
demands are linearig™ ,...,g" and individual income expansion paths must lie on parallel hyperplanes.
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x"=B(p)g'(y", 7) (24)

where B(p) is the matrix of the coefficients , which has full rank if givei, the columns of
B are linearly independefit

Stoker (1984) shows that a demand system which satisfies generalised exact aggregation
theory and has full rank greater than two apdH <n, satisfies a version of generalised
Slutsky conditions (see Diewert, 1977), which imply the existenadd afility maximising
individual$®, but it can no longer be interpreted as the solution of a household welfare
maximisation problem. Equivalently the idea of aggregate household preferences and of a
representative consumer is lost. Converselyy #n aggregate demand satisfies no symmetry
restriction; however, in a household context this is hardly the case.

Therefore we have shown that further extensions of exact aggregation theory to more
general contexts (i.eexact non linear aggregatiomnd generalised exact aggregation
theorieg require household demands to satisfy more complex conditions than those derived
from a single utility maximisation problem, and to be a function of income distribution
indices.

Some results from the generalised exact aggregation literature have been the source of
inspiration behind the more recent non-unitary literature. In particular the aggregate demand
being a function of the distribution of income, or satisfying a generalised form of Slutsky’'s
symmetry are issues common to both branches of economic literature. In the next section we
introduce various intra-household decision models aiming at modelling the household
member choice over common goods, children consumption and use of time, risks, good
production etc..

3.2 Interdependent Strategies Within A Household: A Non Co-operative Approach

In a non-cooperative gameplayers choose the strategy to maximise their own payoff,
given the strategy of the other player, and an equilibrium point, the Nash equilibrium, is
defined by a combination of mutual best replies, since in that case none of the players has an
incentive to deviafe.

In Ulph (1988) no income transfer is considered, but the same transfer value can be
achieved by a direct purchase of goods by one member for the other person. The utility of
each individual is assumed to depend on the entire commodity vector, since the consumption

23

In particular those of (column) rank one are homothetic demand systems, those of rank two are of the PIGL form.

24

Gorman (1981) derives the necessary conditions for the integrability of (24) and shows that in such a case the number of
independent coefficients’ cannot be greater than three.

25

In this as in the next section we consider a two person household to simplify the notation. We take also the case of
exogenous labour supply, includedyrq, since in both interdependent strategies leisure does not play a major role.
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of a good byA can also rais@®'s utility in the paternalistic sense. But, as long as they have
different tastes, there could be disagreement on the purchasing quantity. Thus thevector
contains the sub vectat of purchases made Byfor B's consumption and similarly for®.

A will choose the optimat” takingx® as given:
maxU * * +x°)
sty pxi<y

AssumingU * strictly quasi-concave the solution of the problem is given by the following
reaction function:

x" =RAx®,p,y?") (25)
Similarly B's reaction function can be generated:

x® =RB(x",p, y®) (26)
A Nash equilibrium is a paik*,%® that satisfy (25) and (26) simultaneously.

Then the basic results of Ulph's paper are summed up in two propositions:

Proposition 1 If in an equilibrium there is at least one commodlityhich is individually
purchased with a within family transfer so that a household level for the same can be
distinguished from an individual demand, i.e.:

Si &iB i

A= -9/ p and X°=x"+¢”/p whered<g¢p”<x"p
then, different income distributions can locally achieve the same Nash equilibrium.

“Thus we can re-distribute household income within certain limits and guarantee there is another
Nash equilibrium with exactly the same total household demands for all gdbtist, 1988,
p.14).m

Proposition 2 If income is distributed sufficiently much in favour of one person, his
preferred allocation of total household income can be sustained as a Nash equsibrium.

The latter proposition is based on the assumption that each household member cares
sufficiently for the other that they would spend a positive amount of money on goods that the
other person would exclusively consume.

Given the individual preferences and the total household incomis, iicome share varies
between zero and one, then three types of subintervals can be defined:
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1) subintervals in which Nash equilibrium is just that allocation which maximises the utility
of one member;

2) subintervals over which the distribution of household income is locally irrelevant;

3) subintervals where the distribution of household income does indeed affect commodity
demands.

The Nash equilibria satisfy the following properties:

(i) household demands as well as individual utilities are homogeneous of degree zero in
prices and both incomes, not in total household income;

(i) in those intervals of point 1) all the standard properties of commodity demands are
valid, i.e. the household behaviour is fully neo-classical since it is purely dictatorial;

(i) in those described in point 2), demands satisfy the neo-classical property of being
independent of the distribution of income. The same result can be achieved when husband and
wife buy a good in common, but each of them buys also an exclusive good. Since the
individual's most preferred level of the public good must be unique for the two members, the
simultaneous solution of the two reaction functions gives a demand independent of the within
household income distribution. However all the other neo-classical properties (Slutsky
symmetry and negative semi-definiteness) do nothold

Even though a household would seem the less appropriate environment to play a non-
cooperative game over consumption (why would they not speak to each other to reach
potentially higher utility levels?), Ulph's model, describing inefficient consumption choices
for a household as a function of the within family income distribution, has been used in a
cooperative framework as a threat point. Moreover, econometric applications, (see Udry,
1996, discussed in section 4) have shown its empirical relevance, especially in developing
countries.

3.3 Interdependent Strategies Within A Household: A Bargaining Approach

If the non-cooperative context is abandoned, for a cooperative one, all individual
interdependencies are modelled in a household welfare function maximisation problem. So far
various cooperative solutions have been derived and different game theory bargaining models
have been applied to the family world. They all offer solutions which are Pareto optimal and
provide an internal distribution of household demands which depend on the bargaining power

26

In Browning (1994) the same Nash equilibrium procedure is applied in an intertemporal context, where both consumption
and saving are considered as public goods; nevertheless the differences in individual preferences over the purchasing
guantity of both goods still stay.
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of the family memberé (McElroy and Horney, 1981; McElroy, 1990; Manser and Brown,
1980; Lundberg and Pollak, 1993 and 1994; Bergstrom, 1996).

The main idea is that the two members of the household pool their incomes and maximise,
by bargaining, a household welfare function subject to the household income constraint.
Three different cooperative solutions of the household game are here examinBidslhe
bargaining solution the dictatorial marriage and theKalai and Smorodinsky's solution
Starting from a common threat or status quo point and a common negotiation set, these
solutions differ in therbitration schemesdefined by Luce and Raiffa as:

"a function, i.e. a rule, which associates to each conflict, i.e. two-person non-strictly competitive
game, a unique payoff to the players" (Luce and Raiffa, 1957, p. 121).

They reflect different ethical judgements given by an arbitrator of the cooperative game on
the way the household members share the surplus gained from cooperation.

3.3.1 Nash Bargaining Solution

If the two individualsA and B were not married they could maximise their own utility
function subject to an individual budget constraint, so that each person would have a well-
defined continuous, quasi-convex indirect utility function:

V) = VOA(p, yA) and V; = VOB(p, yB)

which are homogeneous of degree zero in prices and income. These values represent the
separate outcomes in case of divorce, as well as the threat point for each member.

Individual utility in the marriage case is assumed to depend not only on own consumption
(taken to be a single good) but also upon the consumption of the spouse. Bargaining over the
allocation of the entire household income achieves the cooperative Nash solution, maximising
the product of the individual utility gains subject to a household budget constraint:

0 g O

st.zipi(%\+ Bl o+

(27)

27

A bargaining games described by the set of players, the set of all feasible payoffs, the sopegitdts spaceand by

the outcome in case of disagreement, i.ethineat point which is an element of the payoffs space. An assumption of
bargaining theory is that there is some agreement preferred by both to the disagreement outcome. Thus players have a
mutual interest in bargaining, although, in most cases, there is a conflict of interest over the particular agreement to be
reached.
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In McElroy and Horney (1981p*,a® are two shift parameters, which include all the
opportunities outside the marriage context whose change shifts the threat points (the so called
extra-household environmental parameteirs McElroy, 1990, EEP henceforth). The
cooperative outcome reaches a Pareto optimal allocation of resources within the family
conditional on the threat point. Moreover individual incomes enter in the individual demand
separately, since they affect not only the feasible set, but also the threat point: the resulting

household demand is of type' = X' (p,y,arA a B). Since a change in price of a private good

or in individual income also influences the disagreement outcome, McElroy and Horney
derive aNash generalisation of the Slutsky equatiohere each effect, uncompensated and
income compensated, of changing the price of gobds an extra term, which represents the
shift in the indirect utility. They claim, then, that the Nash generalisation can be empirically
tested on household consumption data. This generalisation collapses to its standard neo-
classical counterpart, when both threat points are independent of prices and incomes.

However, since there are couples for whom divorce is not a credible threat, due to high
transaction costs, Lundberg and Pollak (1993) propose an alternative Nash bargaining model,
called the “separate spheres”. They suggest a non-cooperative marriage, with voluntary
contribution equilibrium for the purchasing of public goods, as a plausible alternative threat
point to utility in divorce. This model makes a prediction substantially different from
McElroy and Horney's one: if government child-allowances are paid to mothers rather than to
fathers in two-parent households, Lundberg and Pollak's threat point is likely to shift in
mother's favour. Therefore even the cooperative bargaining outcomes within household are
likely to be more favourable to women. Instead in the threat point of McElroy and Horney,
individual utility level in the event of a divorce would not be affected by whether the
allowance is paid to mothers or fathers during their marriage. As a result the bargaining power
and outcome would not be influenced.

In the separate spheres model the disagreement outcome depends on the within family
income distribution in the case of each member specialising in the provision of different
public goods (according to some socially prescribed gender roles assumed to act as focal
points) but no income transfer is considered. However, if we allow for supplementary
transf%s, then the Nash-Cournot equilibrium would depend only on the total resources of the
family<®.

A way to overcome the debate between McElroy and Horney and Lundberg and Pollak on
the most credible threat point could be the approach suggested by Bergstrom (1996). He
applies the Rubinstein(1982)-Binmore (1985) multi-period bargaining game with an outside
option to the family world. In brief, the outside option is the divorce threat, that could exercise
pressure on the member that makes the first offer on how to share the surplus gained from
cooperating; the other member can either accept, or refuse and make a counteroffer, or ask for
divorce. Thus either the partner’s utility level in the case of divorce or that one gained from
not-cooperating will affect the final consumption choice, that maximises the generalised Nash

oA ]!
productU #2~%sy Boa*3e with &, (h=A, B) being the subjective discount factor. The solution

28

This is consistent with what found by Ulph (1988) in the case of public goods provision with individual subscriptions.
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does not necessarily coincide with the Nash bargaining solution, as proved by Binmore
(1985), but it might be a more general approach to modelling an inter-temporal relationship.

3.3.2 Dictatorial Solution

The game by Bergstrom taken in each single stage could leadlitbatorial solution
since a member has dictatorial power to decide the gain from the marriage even for the other.
Generally speaking, a dictatorial power can be due to a relevant role in earning the household
income, and the dictator's best strategy is to offer to the partner just a sufficient gain to induce
the latter to accept. Therefore the dictabsrA,B maximises his own utility subject to the
household budget constraint andud =V(p,y*), with k# D andV) being the utilityk

would get in a "single life".

This case does not require the existence of a social welfare function to maximise. Thus, the
advantage of the dictatorial model is that it does not need full comparability of individual
utilities.

3.3.3 Kalai-Smorodinsky Solution

Another bargaining solution is th€alai- Smorodinskymentioned in Manser and Brown
(1981). The final combination of individual utilities lies along the utility possibility frontier,
with the individual utility gain being proportional to the distance between the threat point and
the dictatorial outcome. More precisely, the household bargaining problem takes the form:

maxU"-V,")

U"-Ve) V") (28)
[CAVSIVARYS I

st

and subject to the household budget constraint, wittk= A B and V' and V"™ being
individual h's indirect utilities at the threat point and at the point reached by the dictator,
respectively.

All the applications of game theory discussed so far and describing either non-cooperative
or cooperative strategic interdependencies, provide an explanation for including indices of
income distribution among explanatory variables for household consumption. At the same
time, they seem to keep tight all family relationships, by imposing a theoretical structure that
is insufficiently flexible. Moreover, two problems may rise with the bargaining approach, as
argued in Chiappori (1988b and 1992). First, the empirical estimation of a bargaining model
would ask the econometrician to imposeaapriori hypothesis on the utility level in case of
either divorce or of non-cooperation, in order to define the threat point, which may prove
difficult to test. Secondly, even if the preference structure does not depend on the marital
status, the Nash bargaining structure and the Kalai Smorodinsky one require cardinality in the
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representation of preferences, and this is a disadvantage carried out since the Samuelson-
Bergson approach.

An alternative co-operative choice model, that overcomes these two limits, is the collective
one, discussed in the next section. Although the initial model is quite restrictive (Chiappori,
1988a and 1992), assuming a household with only egoistic agents and no public goods, more
recent pieces of literature claim to have extended its applicability both theoretically and
empirically.

3.4 The Collective Model

A collective model considers Pareto efficient decisions within a household, but no
restriction is imposed on the point of the Pareto frontier reached by the household. The
starting paper is Chiappori (1988a) and since then a quite significant number of results have
been added; the purpose of the present section is to review and discuss the most relevant ones.

Consider a household with two individuats and B having egoistic preferences over
consumption and leisure time. Formally, a household mermbéde= A B defines his own
consumption bundle and leisure demand by solving the following Pareto optimality problem:

maxU" (" x")
stu: U x*)zu*pwy.a) (29)
A zi pi(%A + XB)+ wH A + wBIBs(wA+ WB) T+ yh+ P

It allows individualh to maximise his utility, compatible with @ level ensured t& and

subject to the aggregate budget constraint, which includes the individual labour and non-
labour incomes. The distribution of individual welfare,

[@4(p.w.y.a),%(p.w.y a)],

that the final aggregate bundle will satisfy, is assumed as an exogenous function of wages
non-labour income, and some extra varialstesalled distributional factors, since they only
affect the distribution of resources, not their total value.

Problem (29) can also be read as the maximisation of a social welfare function, in the form

W=U"+p(p,w,y,a)u® (30y°

29

(29) forh=A, B, is equivalent to (30) or to a linear transformation of it. This equation can also be interpitedtiity
function in case of altruism. In this way it is possible to extend Chiappori's model to the Becker ‘caring’, but it has to
satisfy the requirement of separability in the personal bundle of each individual.
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under the aggregate budget constraint, where the Lagrangean multipgresents the
weight of individualB’s preferences on the collective decision process. In other words, for
eachu® there is gu such that (29) and (30) are equivalent. The same can be said also for the
following problem:

maxU" (" x") ]

o o : i=1,...,n; h=A, B)(31
sty pX +wlswT+ §+¢"wya) ( D)

which transforms the requirement of the other member’s minimum utility level into an income

transfer; provided thag* + ¢ ® = y* + y® ¢" is called the income sharing rule, which ensures

Pareto efficiency in the aggregate demands and labour supply, and therefore it allows

individual k# h to remain at a fixed level of utility’*, while h solves his maximisation
problem.

Note that Chiappori's model satisfies the condition for generalised exact aggregation: the
individual Marshallian demand<”‘(p,vvh,y“+¢“(p,w,y,a),T), derived from (31) can be

aggregated in a household consumption deménflinction of prices, individual wages, non
labour incomes, and another functigfl, once the conditiog® = y* + y® - ¢ * is used inx®.

The collective problem also looks similar to the idea of two-stage budgeting suggested by
Samuelson (1956). However this is partly true, since only the first of the two stages shown in
section 2.2, is considered, i.e. the maximisation of an individual utility function given the
across members income distribution, exogenously determined by a sharing rule. Such a rule is
not necessarily the one maximising the overall Bergson household utility function, since no
particular assumption is made about it. This generalisation allows the aggregate demand,
satisfying the social welfare function (30), to be more general than the Bergson-Samuelson,
the latter being valid only for a unique vector of prices and a corresponding socially optimal
income distribution.

We instead interpret equation (30) as a Scitovsky household welfare function, because it
satisfies Scitovsky’s definition of community indifference curve@f), discussed in section

2.2. In fact the exogenous rule prescribes the indifference curves of each member along which
the other one can take his decision, provided that both decisions need to satisfy the household
budget constraifit. Moreover note that the collective model contains the cooperative
bargaining models and common preference models as special cases.

Regardingtestability and integrability of the model, a key role is played by the labour
income variable because of the availability of data at the individual level; conversely,
consumption, unless it is the case of an exclusive good (for instance a gender specific), is
generally observed at a household level. We first assume that there is at least one exclusive
consumption good, together with leisure; we then consider the case of no exclusive goods. A

30

A similar approach is in Apps and Rees (1988). They compare the effects of a lump sum tax in a pure Samuelson-
Bergson household with that one in a household with a weighted sum of individual utilities, where the weights express
intra-household distributional judgements.
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result widely used in the collective literature (see Bourguigriai. 1994, Bourguignoet al.
1995, Chiuri and Simmons, 1997 and 1998) is stated in the next Proposition.

Proposition 3 Individual leisures"(p,w,y,a ,T) and consumption demandsp,w,y,a ,T)
(with i being an exclusive good of individuh) solving the collective problem (33), are
defined axollectively rationalif and only if:

a) they are of the form
"(p.w"y"+¢"(p.w.y a).7)

xih(p’V\ra))1+¢h(p’w’y'a)’T)E
= Xi(p’V\P, >ﬁ+¢h(p,W,y,a),T)

or equivalently:
b) they satisfy the conditions:

od" Joo" _ o [
w* /| da “/ da

od" JoO" _o" Jo"
&/ da o/ oa

for k# h=A, B (32)

Conditions (32) (and the ratio of the two) in Proposition 3 characterise collective

rationality by using the generalised weak separability property (see GolBi&d), of some

variables through the income sharing rule. Those conditions necessarily require at least two

exclusive goods (leisure included), otherwise any demand satisfies conditiohsa(32)

Once collective rationality has been tested, one could also retrieve the income sharing rule

and individual preferences too, by applying the following results:

Proposition 4: If individual leisure demands are collectively rational, i.e.:

éA(p,w,y,a ,T) = IA(p why*+ ¢ A(p Wy a) ,T),

31

If collective rationality is satisfied, one could also test for a bargaining model, in a nested way: knowing for instance the

expected effect of an extra environmental parameter on consumption and leisure demands it is possible to test whether

the predicted sign is supported by empirical evidence.
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[B(p1w’y,a 1T) = |B(p ,WB ,yA+ yB—¢ A(p Wy a) ,T) (33)

then the income sharing rule functigrt is uniquely identified, up to an additive function of
(p,w”,w®,T), by the following differential conditions:

0" /oy®
o9 " 00" |oa 9" 1
da  a" oyt a®oy® y® ot oy®  o® /oy
™ oo or® o ™ oo or® o
oc*/oy*
¢ ™oy (34)

A~ A B B 51
"t ot oyt or®oy
o™ oo o0® |oa

Conditions (34) can be obtained by differentiating system (34) first w.r.z® and y*,

0" a9t : . o .
and then by solving foro?—; 0 with s= A, B It is also possible to derive similar conditions
a

S

in terms of any other exclusive good. Results in Proposition 4 are based on Proposition 9 in
Bourguignoret al. (1995).m

Define " =y"+w"T+¢ ", once the sharing rule is identified by conditions (34), then the
following statement applies:

Remark 1 Individual preferences can be easily retrieved, by the following integrability
conditions:

. X" X" . L .
(i) — X" is symmetric ini andj;
dpj dgﬁ'h J
X" X" . o h
ﬁ+ o | is symmetric in and|”,
O-Xih 0-,Xih o h .
o = o5 o‘\fk with k # h;
da  oF" da '
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ih ih

i) and the matrixg— +

( ) Eﬁpj 0-.¢~h

w" and by compensated derivatives of leisure demand w.r.t. prices is negative semi-
definite.

L
x " Ebordered by the compensated derivatives w.r.t. the wage

The symmetry restrictions in (i) are the classical integrability conditions tregtiras if it
were total individual income. This is because the structure of theunction has no direct
impact on the integrability or levels of quantity demanded other than through an income
effect. In terms of the expenditure function we just add the conditiongtfatw",u") =§";

the question of the existence of the cost function precedes this equation. (For formal proof see
Chiuri and Simmons (1998), Remark .)

Bourguignonret al. (1995) also prove that when leisure is not explicitly taken into account
and no exclusive, but private goods can be observed, the income sharing rule can still be
identified but up to an additive constant (or function, depending on the specific case) and a
permutation of members by using second derivative, thus weaker conditions (see
Bourguignonet al. Proposition 5). When leisure is the only exclusive good, still second
derivative restrictions on leisure demands are found in Chiappori (1988) to uniquely recover,
up to an additive constant, individual preferences, the sharinggruland the individual

consumption choices”, x® (see his Proposition 1).

The main credit of a collective model is that no restrictican psiori imposed on the utility
functional form, in order to infer the intra-household allocation. Given any individual
preference structure, collective demand functions satisfy the property that the ratio of the
individual marginal propensities to consume any two goods is the same for all sources of
income, or distributional factors except for his own, because individual consumption is
affected by the partner’'s own labour income and household non-labour income only through
the sharing rule.

However, within family income transfer is not the only form of family interdependencies,
as all the game theory models and Becker's approach have already shown. Avoiding the
presence of family common goods or the production of either public or private goods could
draw misleading predictions on behavioural responses to family policy interventions. Another
drawback of the Chiappori model is that all non-market time is pure and exclusive leisure
time, which seems a rather unrealistic assumption. Moreover, no element of rationing is
considered in the time offered on the labour market by each household member. The
guestions we ask are then: do all the collective properties still hold when family issues, as
public goods or household production functions, are taken into account? and does empirical
evidence support the collective approach? Both theoretical and empirical research has recently
been investigating, trying to give an answer to the questions addressed. The debate in some
aspects is still open.
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3.4.1 The Collective Model With Public Goods

The extension of the Chiappori initial framework, with only private goods, to stronger non-
separabilities certainly reduces the testability of the model. There are, however, also in this
case testable conditions stemming from properties of household consumption and leisure
demands.

When public goods affect individual preferences in a non separable form, a collective
problem as the one in (30) is still decentralisable, but it needs a redefinition. Consider a
collective household welfare function of the form:

max\N(X,IA,IB,y):yp,vvy)JA(xAlA)+(1—y (ZI)U E’(xBl B)

o (35)
st > PpX+wW i+ wWP=wT+ W y+ §
where the two individual consumption vectors include also public goods, and the distribution
function i is assumed continuously differentiable and homogeneous of degree zero in prices,
wages and income.

Browning and Chiappori (1998) find that the aggregate collective demand function
satisfies a generalised Slutsky’s symmetry restriction. The matrix of terms:

ox' ox'
—+ +

o"'XiDo"'y+o"’_y O
d Y o"'uEBij Y

xJquj+pq di,j=1,...,n (36)

is equal to the sum of a symmetric matrix of templus a rank one matrix of ternfs:

(with Y = y* + y®). An extension ta] household members (withsmaller than the number of
goodsn that affect individual utilities) shows that the latter matrix is of rguik

However, in (35) both public and private goods are treated in aggregate and the major
weakness of this approach is in leaving the within household decision process over public
goods unexplained: given the level of public goods maximising (35), how do family members
define individual subscription for the purchase of those goods consumed in common? This is
the major interest in Chiuri and Simmons (1997), where both cooperative and non-cooperative
decisions are examined, assuming also a predetermined income sharing rule. For each case
some testable restrictions are derived. We summarise here the main results.

Define x* as the household public googf as its price, and redefine the two individual

consumption vectors”,x® as including private goods only. Then, problem (35) can be
decentralised in two distinct individual maximising problems as the following one:

U h(xh,l h,‘Ph(p,w,y))

sty '+ W l= Y+ WTeg"=g" oA B N

for any given level of public goo#" is an exogenous function, homogeneous of degree zero,
reproducing theex anteindividual subscriptionS"(J] to the public good provision, i.e.

Wh = Zhsh/ p°= ¥, and@", homogeneous of degree one(prwv,y) is still the share of total
incomes for individuah private good expenditures.
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The consumption and leisure demand system satisfying (37) is of the form:
Oh = Xih(p1vvh ,(ﬁh(p,w,y),wh(p,w,y))

M=) “(p,wh,ﬁh(p,w,Y),w%va Y))

called universal decentraliseUD) in Chiuri and Simmoris If there are two private and
exclusive consumption goods and leisure, then household demands are always UD.

Proposition 5: Taken n>2, then individual leisure/"(p,w,y,T) and consumption
demandsd’ (p,w,y,T) can be represented as (38) iff there are functioh&), L"(() which are
homogeneous of degree zergim" such that:

h = >"(‘ih(p1vvh T th’ th)

_ eachi>2; k # h=A, B (38a)
" =(pw", T, ", ")

in which case:

= + eachi>2; k # h; eachh (39)

Similarly there is a linear restriction between partial derivativedq'®fdemands with
respect toy*. Thus UD gives a functional restriction between any three exclusive goods
consumed by a household member, i.e. a linear restriction between some partial derivatives of
these demands. We can think of UD as having two arbitrary base funetiam$"; the
individual demands for other goods are determined in terms of these functions, the individual
wage and prices (see Chiuri and Simmons, proof of Theorem 1). In the special case in which
either@" or W" is the null function, then conditions (32) in Proposition 3 do amply.

Some extra restrictions in terms of Slutsky matrix can be found applying comparative
statics on problem (37). The demand system (38) satisfies a symmetry plus rank two
condition, even though rather different from what Browning and Chiappori find in the
centralised case. Finally, when either efficient or inefficient decisions over public
consumption goods are taken explicitly into account, the system (38) has to satistisfy extra
conditions imposed respectively by either the Lindhal equilibrium or the Nash equilibrium in

®  Note that the representation in (38) is not unique, e.g. gi\/éhh any monotone transformation Hfh is another
acceptable function.
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individual contributions to the public good provision (for proofs see Chiuri and Simmons).
Those conditions however would require observability of individual contributions to the
purchase of public good, which is hard, but not impossible to retrieve.

3.4.2 The Collective Model With Household Production Functions

Apps and Rees’ (1996 and 1997) criticism to both bargaining models and to the Chiappori
generalisation lies in the complete omission of the production aspect of family life:

“..s0 time spent at home is allocated entirely to pure leisure; the only form of exchange is that of
pure leisure for outside market income. Thus, household economic activity is based on
specialisation in consumption roles supported by transfers, and not by the exchange of household
goods that arise out of a division of labour between household and market production” (Apps and
Rees, 1996, p. 200).

Conversely, the exchange models of Apps and Rees and of Chiappori (1997) introduce the
concept of a household production function in the collective approach; they jointly analyse
income transfers and goods exchange within the household.

Consider the following extension of (29):
maXUh(lh’th,Xh)
st Uf(I% x* x*)=uk
Al A By B A B, B i iA iB A (40)
WAL +wWB B+ w A A+ w Bt +Zip*(x + XY <(w+ W) T Py

and X"+ xB= = I(f\,F)

individual utilities are defined over market goods (the two individual vect6rg® now
include market goods only), individual leisure and over a domestic, but still privatexgood

x! might not have an equivalent commodity sold on the market, in which case the price is
endogeneously fixed within the family. Otherwise the price is exogenously set by the market
and the household sticks to that value in order to make Pareto efficient allocations of
resources. Those two cases lead to quite distinct conclusions on the possibility of retrieving
the income sharing rule from data.

The decentralisation of problem (40) can be obtained by first maximising a profit function:
maxp’ f(t* t%) - wht + wPt® (41)

where the pricep’ is either exogenous or is set by the family at the equilibrium Il
(where marginal rate of substitution betweenand x' equal the marginal cost of producing
z i.e. the ratio between the wage rate and the marginal product, dividgd bpd then by
maximising each member’s utility, subject to a budget constraint:
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ziijpi£h+pj>ih+vx7f‘=¢“+)}‘ Oh=A,B (42)
that has to add up to an exogenous income sharing rule.

Chiappori (1997) proves that wherl is exogenous and the production functitfn®,t®)
has constant returns to scale, then it is possible first to retrieve the furi¢iomp to a

multiplicative constarit, and then the income sharing rule functpHtl up to an additive
constant.

If instead the pricep’ is endogenous the retrieval of the production function with constant
return to scale allows us to identify the functip‘r{v\/“ , wB) and from (42) it follows that:

¢h(p1WA’WB,yA1yB): Fh(p,Wh, pj( wh, WB), Ir(p WA e, yA1 y:j)

therefore restrictions can be derived to identify the income sharing tifeup to an additive
function of both wages.

However, in both cases, in order to test for collective rationality and to identify the income
sharing rule it is necessary to observe individual time use: the availability of time use survey
therefore precedes the empirical estimation of a collective model with household production
functions.

We find also that two important issues in household economics should be further
developed by non-unitary models. They are the presence of children, affecting both the
consumption pattern and time use of parents, and within inter-temporal settings, how future
uncertainty is shared within a family. We discuss briefly both the issues as extensions of the
collective approach since we believe that there is scope for empirical applications of the non-
standag? approach in both areas, given the evidence provided so far, based on unitary
models”.

3.4.3 Collective Models And The Effect Of Children On Household Demands

Any estimation of household consumption or labour supply, either in a cross-section or in a
time-series analysis, cannot avoid considering whether each family in the sample has children
or not. The way standard literature usually deals with the issue is by estimating a

¥ Note thatf (t At B) =t"F(1) with T = tB/t A and the efficiency assumption also implies that:

ofjot™  F(r)  w

oot Flor | wh
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See Browning (1992) for a survey on the first topic and Blundell (1988) or Browning and Lusardi (1996) or Deaton
(1992) for the second one.
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consumption/leisure demand system depending on a vector of child variables (e.g. number,
age), in a common unspecified way. The system is obtained from the maximisation problem,
in which parents are assumed to have a common utility, whereas children’s preferences are
not identifiable®.

However, empirical evidence consistently shows that this could be an over- simplistic
approach: in fact, families with children behaves differently than families without, although a
direct measure of the costs in terms of family consumption and time attributable to children
cannot usually be computed due to a lack of data specifically designed for this purpose.

In order to overcome such problem, the assumption of homothetic separability of adult
goods, from children’s consumption in the household utility function, is often made in
empirical literatur® (the so called Rothbarth method). Alternatively, a theoretical
justification for a different expenditure patterns for families with and without children is
provided by Barten (1964), who considers cost functions that allow for good specific price
deflators, depending on family compositlarHowever, the weakness of the approach is that
childless families and those with children are restricted to buy the same vector of goods, in
order to be comparable.

Other indirect measures of child costs are provided by all the literature on equivalence
scales, that aims at making a welfare comparison possible between families with and without
children. However, in order to make it feasible, a normative judgement is required; as a result,
the value for “adult equivalent” depends on the particular cardinalisation of utility ¢hosen

Conversely, adopting a collective perspective there is no need to compare the welfare of
households with children and those without: we could instead easily interpret a child as a
public good, since both parents care for child’s consumption. Results in Proposition 5, testing
for collective rationality, when both private and public goods are considered, are then
applicable. Moreover Bourguignon (1999) suggests testing for a bidimensional sharing rule:
in other words an extension of the testing procedure described in Propositions 3 and 4 that
would allow for an income share on children’s goods, together with those for adults’ ones, all
summing up to total household income.

As far as the household labour supply concerns, the use of a collective approach could help
in modelling the effect of children, especially when at pre-school age, on the parental use of
time. The application of a collective model with a household production function, for the
“quality of child’s time”, as called by the literature on child care, could explain the
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See for example Blundell and Walker (1982), Kooreman and Kapteyn (1986) or Lundberg (1988).
* See Gorman (1976) or Gronau (1988). This aims to provide an indirect measure of children consumption and costs, by
estimating household expenditures on adult only goods using the subsample of childless families. Then the cost of a child
can be approximately obtained by subtraction, once the identity of adults preferences, independently of child's presence,
is established.
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The cost of a child is then computed as a difference in the cost functions of two families with identical “deflated”
consumption pattern, provided that households with similar consumption patterns must share the same level of welfare.

*®  See Pollak and Wales (1979).
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simultaneous choice of the female participation in the labour market and the use of child
caré®. Both choice variable might have an explanatory power in the decision on labour
supply, coming through the income sharing rule function, even when, either the wife is not
working or when no market child care is used.

3.4.4 Collective Models And The Effect Of Uncertainty On Inter-Temporal Household
Consumption Pattern

Most of the life cycle literature fails to make any distinction on whether it is a household or

a single individual that takes decisions on the inter-temporal allocation of resources, when
future income could have an element of uncertainty, or when preference shocks can also
occur. Each agent, so defined, usually maximises an inter-temporally additive expected utility
function, with a constant discount factor, faces perfect capital markets, and his expectations
are rational. As a result, under the specific assumption of a quadratic utility function, the
household consumption path is independent of the income path, since the household in each
period consumes so as to keep the marginal discounted expected utility of expenditure
constant over time.

However, consumption data consistently reject (since Hall, 1978) the orthogonality
condition, which keeps the marginal propensity to consume out of future income independent
of uncertainty in this incom® Thus, recent literature has been considering non-quadratic
preferences, allowing for imperfection in capital markets, considering problems like habit
formation or durable goods that require non-time additivity in preferences, and controlling for
the household composition, in order to provide explanations on why household inter-temporal
consumption has usually a hump shape that follows closely the real income*pattern

Despite all the theoretical and empirical difficulties already existing in the life-cycle
literature, we do believe that there are open issues, for which a household utility function
constrained by aggregate income is too restrictive. As a matter of fact, all the variables
appearing in an Euler equation are the result of an aggregation process, which could, however,
loose relevant pieces of information regarding the inter-temporal allocation decision process.

The subjective discount rate should reflect different degrees of impatience according to the
household members. In the real world it could also be the case that they are offered
individually different interest rates; e.g. in the specific case of insurance plans or pension
schemes, individual characteristics, such as type 8t @hindividual life expectancies. Since

39

An application is in Chiuri (1999).
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Marginal utility of expenditure is linear in consumption for quadratic preferences.

“* Another big limitation of empirical literature, only very recently under debate, is that age patterns of consumption are

based on the age of the household head only; this widely used technigue leads to a misleading age-profile of consumption
(see Deaton and Paxon, 1998).
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There are specific package of insurance or pensions directly offered by the employers.
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borrowing constraints depend on the level and the riskiness of family income, it might be the
case that a single person household and a two earner family, both earning the same income
per person, have different borrowing limits and rates, because they face different risks.

The latter argument applies also to households with precautionary savings. A two earner
household faces a lower aggregate risk on income if individual shocks are negatively
correlated than a one earner household with same expected income. Therefore the former has
a lower need of savings for prudence (see the evidence in Guiso and Jappelli, 1994).
Browning (1995) also finds that saving rate decreases with the share of wife in household
income in a sample of Canadian households, which is consistent with a non-unitary view of
the household, even though it contradicts the predictions of a non-cooperative model
(Browning 1994), where a woman with higher life expectancy, would prefer higher saving
rates.

Another implication of inter-temporal unitary models with uncertainty is full risk sharing.
If a family, having two member#, andB with individual utilities defined over within period
consumptiond’;, maximises an expected household welfare function, as:

oo O

B T

> VEDY B"U(x) (43)
h=A =1

(A" is a fixed individual weight, 8 A" < Jand the notatiorg,[]] denotes an expectation
conditional on information at timg subject to the household budget constraint:

A=A+ ¥+ 2= - )L+ ) (44)

(44) begins with an initial wealtih, and satisfies the condition ok, =0. B*,5°® are
individual discount rates; is the deterministic rate of return on invested as8gets financial
wealth at the beginning of period and Y. = y* + y® is household total labour income,
affected by future uncertainty.

Such a household ifully risk sharing whenever optimal individual consumption is
derivedex postIn fact, even though each personal income:

AR AR o (45)

is affected by an aggregate shogkand an idiosyncratic shock;., for each stats of the

world (y being the deterministic component), the maximisation of (43) subject to (44) has
the following f.o.c.:

/\hB hT_lUXh(Xths) = U (46)

where p,, is the Lagrangean multiplier associated with the budget constraint (44), divided by
the probability that stateoccurs. Condition (46) is independent of idiosyncratic shocks, but
depends on the household aggregate shock only. Thus, whatever happens, all individuals have
the same insured level of marginal utility of consumption.
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Dynarsky and Gruber (1997) test the full risk sharing hypothesis on a US sample. They
find that household consumption growth is a function of idiosyncratic shocks. Dynarsky and
Gruber shows that household savings and other income sources are not able to provide full
insurance to household members. Moreover, earning instability is not the only source of
consumption instability.

Conversely, consider a household welfare function defined as:

(47)

oo O

Wi A)= B3 (-a)s o)+ 3 A (4 P8 (A

where the within period welfare function is an additive function of individual utilities, but
individual weight A, (0<A <1 is now a function of the distribution of current household
income. We analyse the consequences of the uncertainty in individual labour income, on
current and future optimal consumption, when ¢lxepostcollective welfare function (47) is
maximised subject to an inter-temporal budget constraint as (44). Deriving the Bellman
equation and applying to the latter the envelope theorem, the following f.o.c. can be
obtained®:

(1-2)B 27U (x) = A (B 20> (x?) (48)

Condition (48) determines the degree of risk sharing within the family: since the function
/\[(ytA, th) varies across states, the degree of sharing between family members varies with it.

The collective household so specified is partiaigomesharing (not income pooling), but it
is also partially risk sharing since the degree of sharing varies across states. Any small
change in individual income shifts the ratio of marginal utilities through a direct effett on

and through an indirect effect through the optin{f‘c{l\(t ,/\[( v, f)) As a result, consumption
variation of a collective household depends on the distribution of risks within the family.

4. Empirical Tests On Household Decision Making

On the empirical side of intra-household decision models, the major issue is data
availability. Data on consumption or non-labour income are generally collected at a household
level; exceptions are only data on labour income or gender specific consumption goods like
men's or women's clothing. This is a relevant constraint for the testability of any non-standard
model. Nevertheless, few results can be reviewed, all of them supporting the non-unitary view
of household decision process. The review of the main results in the recent empirical literature
is organised in three subsections: 1) the income pooling hypothesis; 2) the testability of
unitary vs. non-unitary conditions of consumption and leisure demands; 3) the testability of
non-unitary approaches.

“  See Chiuri (1998).
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TABLE 1
MODELS OF HOUSEHOLD DECISION MAKING

Reference

Within Household
Allocation

Individual
Interdependencies

Decision Model

B Unitary Models:

» Gorman (1961),

» Samuelson (1956)

» Becker (1974)

B Non-Unitary Models:

«Ulph (1988)

* Manser, Brown (1980);
McElroy, Horney (1981)

* Lundberg, Pollak (1993)

* Chiappori (1988a, 1992);

Bourguignon et al.
(1995); Browning,

Chiappori(1998); Chiuri,

Simmons (1997)

* Apps, Rees (1997);
Chiappori (1997)

= Restrictions on
preferences

Income Pooling
Hypothesis (IPH)

= Restrictions on incomdPH
distribution

= Household with an If distribution much in Caring altruism;
altruist andH-1 egoists favour of the altruist, IPH public goods,
externalities,
income transfers.

* Non-cooperative Nashincome distribution Paternalistic

equilibrium relevant, but in some altruism;
subintervals irrelev. public goods;
good transfers.
Bargaining: Distribution relevant Paternalistic

=Nash solution
=Dictatorial solution
sKalai Smorodinsky

Bargaining:
Nash solution

= Collective model

because of the threat poingltruism;
i.e. the utility level when public goods;

divorced

Distribution relevant

good transfers

Paternalistic

because of the threat poingltruism;
i.e. Nash subscript. equilibpublic goods;

for public good

good transfers.

Allocation depending on Egoistic preferences

an exogenous function  or caring altruism;

¢" () of income private (public)
goods;

» Collective and
exchange model

distribution (and an _
exogenous subscription odNcome transfers;

public good) (children; risk
sharing).

Allocation depending on
an exogenous function

¢" (1) of income

Egoistic preferences
or caring altruism;
private (public)

distribution and on the ~ 900dSs;

household production income, good

function transfer;
household
production.
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4.1 Testing the Income Pooling Hypothesis

As shown in section 2, a demand derived from a unitary model should not be affected by
the within family income distribution. On the contrary, non-unitary models provide different
interpretations of why the distribution of earnings should determine even the aggregate
consumption.

Schultz (1990) finds that in Thailand an increase in a woman's unearned income from
outside the household has a larger negative effect on the probability that she joins the labour
force than does an equal increase in her husband's unearned outside income. Women's
unearned income also positively affects fertility. This effect is not evident for male unearned
income.

Bourguignon, Browning, Chiappori and Lechene (1993) test the income pooling
hypothesis using a French sample of household consumption data. Assuming an aggregate
consumption function that is quasi-quadratic in both total and individual labour incomes, the
empirical implementation provides enough evidence to reject the hypothesis of the coefficient
of individual labour incomes being zero.

Bourguignonet al. (1994) find in Canada that the shares of the family budget for men's
clothing and for women's clothing are positively related to the shares of family income earned
respectively by men and women. They also test for a particular functional form of the
Chiappori's income sharing rule, also assumed to shift with demographic changes.

Thomas (1990) finds evidence that in Brazilian families, unearned income of the mother
has a much stronger positive effect on fertility and on measures of child health, such as caloric
intake, weight, height and survival probability than unearned income of the father (for child
survival probabilities the effect is almost twenty times bigger). This is also the view expressed
by the World Bank (1995) which underlines that a public policy designed in order to reduce
gender inequality would have effects that could go beyond a direct welfare improvement of
women in a family, benefiting future generations.

A similar evidence is provided by Hoddinnott and Haddad (1995). Using African data they
show that raising wives’ share of cash income increases budget share of food and reduces the
budget share of alcohol and cigarettes. Their results are robust to changes in functional forms.

Browning (1995) tests the income pooling hypothesis using Canadian saving rates of five
years. The parameter estimates suggest that the household saving rate decreases with the shar
of the wife in household income. The same result provides also enough evidence to reject a
non-cooperative approath where the woman, expected to live longer than her husband,
should prefer saving to consumption.

“  See Ulph (1988) or Browning (1994).
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4.2 Testing The Properties of Household Demands

Browning and Chiappori (1998), using a sample of Canadian households and assuming a
guadratic log demand system, find that traditional Slutsky symmetry cannot be rejected for
single-person households, whereas it is rejected for the two-person families survey.
Conversely, the implementation of the tests derived from the collective setting, i.e. a
symmetry and a rank condition, depending on the number of decision-makers in the
household (see equation (36)) gives enough evidence not to reject any of them.

Fortin and Lacroix (1997) test the neo-classical model of household labour supply against
the collective one, in the Chiappori (1988a) form with egoistic preferences and private goods
only. In both contexts assuming quadratic indirect utility functions, they derive conditions for
income pooling, symmetry and negative semi-defineteness of the Slutsky matrix, and for the
identification of the parameters of a linear income sharing rule respectively. The income
pooling restriction is rejected by Canadian data for all age sub-groups except for couples aged
between 24 and 35 with no pre-school children. Symmetry restrictions are strongly rejected.
The collective model cannot be accepted only in the case of young couples with pre-school
children. The justification found by the authors is that probably children create strong non
separabilities, not captured by the model.

However, Chiuri (1999) has further results from a sample of Italian households with pre-
school children: she derives a set of nested tests from the standard household utility model
and from the collective one, both including a household production function measuring the
quality of time provided to the children. The application of the tests shows that the collective
model as specified cannot be rejected. For this demographic group she also finds enough
evidence against the income pooling hypothesis and against the Slutsky inter-person
symmetry condition. However, the identification of the income sharing parameters shows that
the distribution of the household non-labour income does not affect the household labour
supply system.

4.3 Testing For Different Non Unitary Models

An attempt to test empirically bargaining models against non-cooperative ones within a
game framework is in Kooreman and Kapteyn (1990). Assuming two different Stone Geary
utility functions, they derive (i) the inefficient Nash equilibrium, solving simultaneously for
two reaction functions; (ii) the dictatorial outcomes, as a Stackelberg leader payoff; (iii) all
the co-operative Pareto optimal outcomes along the contract curve, the dictatorial solutions
given by the extremes. The Nash equilibrium outcomes are used as threat point and the Pareto
optimal solution is derived solving the problem:

max\W (U4 (1412 U B4 B))
stUAIA1B) > wiw?, wh) (49)

UB(IAIB) > wBwA wB)
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where the valueW, is the indirect utility at the Nash equilibrium. The result of this

simplification is that the Pareto optimal solution is indistinguishable from a Bergson
household optimal solution.

They estimate the actual leisure demands together with the individual preferred levels: this
extra piece of information contained in the survey, is used to solve for the underidentification
of the model. For those households, for which regularity conditions for actual hours of work
are satisfied, the parameter denoting their position along the contract curve is not significant.
However, the hypothesis of those families having a couple with same preferences is rejected
by the Wald test.

Udry (1996) has stronger evidence on the test of Pareto efficient against inefficient
resource allocation for production activities within a family. The test is implemented on a
sample from sub-Saharan Africa and shows that yields are much lower on plots controlled by
women than on plots controlled by meeteris paribusThis is evidence against the efficient
home production hypothesis, that would require the equality of the two productivities at the
margin.

Lundberg, Pollak and Wales (1995) test the "separate spheres bargaining" assumption,
using UK data. In the late 1970's a policy change in UK transferred a substantial child
allowance to wives. Lundberet al. find that this change in income distribution coincides
with a shift in expenditure on women's clothing and children's goods. This natural experiment,
as they call it, provides evidence supporting a threat point affected by a Nash equilibrium in
the private subscription to the public good purchase, as in the “separate sphere bargaining”
model, and would contradict the McEIroy and Horney view of the Nash bargaining solution.

However surprisingly enough, Chiappori, Fortin and Lacroix (1998) find enough evidence
that the sex ratio, i.e. the gender composition of the local population, may influence the labour
supply decision of couples but not of singles. This result can also be easily read as evidence
supporting the EEP view of the Nash bargaining approach.

Finally Apps and Rees (1996) provide empirical evidence supporting the idea of having a
household production function within the household decision process. As discussed in section
3.4, in an exchange model a housewife (or equivalently a member specialised in domestic
production) can be the beneficiary of an income transfer, as in the original Chiappori model,
or it could well be the case that the husband specialised in market production is the final
beneficiary, given the domestic production. By only observing the individual timing dedicated
to household productions, Apps and Rees estimate both the exchange model and the pure
transfer model, in order to provide a measure of the degree of misspecification involved in the
latter. They show that by distinguishing activities at home from pure leisure, estimated models
of husband’s and wife’s demands for leisure have stronger similarities and the gap between
housewives and working wives demands is reduced.

Before drawing any definite conclusion on the issue of intra-household decisions, further
research is needed. In particular, the evidence provided so far against the income pooling
hypothesis could justify the introduction of a function of within household income
distribution as a relevant explanatory variable in the estimation of household consumption and
leisure demands. However, it would not be able to discriminate between more flexible forms
of individual utility that allow for generalised exact aggregation or intra-household non-
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unitary models. Instead, since the main purpose of non-unitary models is in describing the
within household decision process, tests on whether the final resource allocation is efficient or
inefficient, and on whether the decentralisation process is based on individual welfare
comparisons or on economic power or on personal abilities could be implemented. The
studies mentioned in the last two subsections go in this direction.

Although the very limited data availability on individual consumption fixes a strong
constraint on the testability of non-standard models, given the contradictory evidence
produced so far on the degree of efficiency of allocation, it would be of interest to estimate
the effect of education and other sociological variables on the household consumption pattern.
The importance of this research work, in terms of policy implications had been already shown
by Lundberget al. (1995). Moreover a more systematic empirical study on the decision
process regarding public goods would be necessary, together with one on the way socio-
demographic variables affect the income transfer within a family.

Conclusion

Up to the seventies economic literature has denied any interest in the decision process
within a household. The maximisation of a household utility function was enough to define
the household main goal.

This paper has discussed the necessary and sufficient restrictions on individual preferences
and the necessary restrictions on intra-family income distribution to consider an aggregate
demand as derived from a single-decision making unit and still consistent with the
methodological individualism. The main result of both types of restrictions is the theoretical
justification for the income pooling hypothesis. However, a further generalisation of
aggregation theory considers aggregate demand as a function of indices of income distribution
and of other individual attributes.

Nevertheless, aggregation theories are incapable of explaining the intra-household decision
making process, which include strong interdependencies between members. Numerous studies
provide empirical evidence consistently not accepting the unitary approach. Various tests
reject both the income pooling hypothesis and the classic Slutsky’'s symmetry.

Alternative work has been recently done in two directions: either assuming household
members taking decisions non-cooperatively, or assuming them reaching Pareto efficiency
through income transfers or exchanging goods. In both cases household consumption and
leisure demands appear depending on the within household distribution of income, together
with other variables such as sociological variables, individual abilities in home production,
etc. depending on the model.

Empirical evidence testing the two approaches gives contradictory results. Some support
the first, some the second approach. A more systematic study that could point out the
variables determining the choice, and also capable of providing more powerful tests of each
model could be relevant even on the normative ground.
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Outstanding theoretical research problems are how the cost of children, and public good
provision can affect household decision making. Econometric results indicate the need for
theoretical models that could deal with both these issues in a more explicit way.

On the inter-temporal context, families seem not to be able to provide full risk sharing to
its members, conversely to most of existing models in the life cycle literature. This result
opens up new ways of modelling sharing risks within a household. In the paper we have also
discussed a list of issues, within the inter-temporal consumption literature, for which it could
be worth considering a non-unitary approach.

References

Alderman H., Chiappori P. A., Haddad L., Hoddinott J. and Kanbur R. (1995) "Unitary Versus
Collective Models of the Household: Is It Time to Shift the Burden of Prodi®, World
Bank Research ObserveO : 1-19.

Altonji J., Hayashi F. and Kotlikoff L. (1997) “Parental Altruism and Inter- Vivos Transfers: Theory
and Evidence”Journal of Political Economyl05 (6): 1121-1166.

Apps P. A. (1981A Theory Of Inequality And Taxatip@ambridge: Cambridge University Press.
Apps P. A., Killingsworth M. and Rees R. (1996) “On The Specification Of Labour Supply And
Household Production Models” WP no. 96-20, ESRC Research Centre On Micro-Social

Change, Colchester: University of Essex.

Apps P. A. and Rees R. (1988) “Taxation and The Househadditnal of Public Economi¢s85 (3):
355-369.

(21996) “Labour Supply, Household Production and Intra-Family Welfare Distribuimhal
Of Public Economics60 (2): 199-219.

(1997) “Collective Labour Supply And Household Productigadrnal Of Political Economy
105 (1): 178- 190.

Apps P. A. and Savage E. (1989) “Labour Supply, Welfare Rankings And The Measurement Of
Inequality” Journal Of Public Economi¢c89 (3): 335-364.

Barten A. P. (1964) “Family Composition, Prices and Expenditure Patterns” in Hart BlEGMand
Whitaker J.K. (eds) Econometric Analysis for National Economic Planning
London:Butterworth: 277-292.

Becker G. S. (1974a) “A Theory of Marriage: Partddurnal Of Political Economy82 (2): S11-S26.
(1974b) “A Theory of Social Interactionkurnal Of Political EconomyB2 (6): 1063- 1093.

(1981) "Altruism in the Family and Selfishness in the Market PI&cehomica 48 (189): 1-
15.

(1991A Treatise On The Familnlarged edition, Cambridge: Harvard University Press.

45



Bergstrom T. C. (1989) "A Fresh Look at the Rotten Kid Proposition - and Other Household
Mysteries",Journal of Political Economy97 (5): 1138-1159.

(1996a) "A Survey of Theories of the Family", in Rosenzweig M. R. and St§10%5) (ed.)
Handbook Of Population And Family Economigsnsterdam: North Holland.

(1996b) “Economics In A Family Waylournal Of Economic Literature34 (4): 1903-1934.

Bingley P. and Walker I. (1997) “There’s No Such Thing as a Free Lunch: Evidence of Altruism from
the Effect of In-Kind Transfers'imimeo

Blackorby C. and Russell R. R. (1995) “Proportional Budgeting and DecentralisBtondmetrica
63 (2): 431-439.

Blackorby C. and Schworm W. (1993) "The Implications of Additive Community Preferences in a
Multi-Consumer Economy'Review of Economic Studje® (2): 209-227.

Blau D. and Robins P. (1988) “Child Care Costs and Family Labour Sufplg” Review of
Economics and Statisticg0 (3): 374-381.

Blundell R., Preston I. and Walker I. (1994) (ed&)e Measurement of Household Welfare
Cambridge: Cambridge University Press.

Blundell R. and Walker I. (1982) "Modelling The Joint Determination Of Household Labour Supplies
and Commodity DemandsThe Economic Journad2 (366): 351-364.

Blundell R., Browning M. and Meghir C. (1994) “Consumer Demand and the Life-Cycle Allocation of
Household ExpendituresReview of Economic Studjél (1): 57-80.

Blundell R. (1988) “Consumer Behaviour: Theory and Empirical Evidence - a Sufgeghomic
Journal 98 ():16-65.

Blundell R., Chiappori P. A., Magnac T. and Meghir C. (1998) “Collective Labor Supply: Heterogeneity and
Nonparticipation”;mimeo

Bourguignon F. (1999) “The Cost of Children: May the Collective Approach to Household Behaviour Help?”
W.P. no. 99-01, Paris: DELTA-ENS forthcomingJiournal of Population Economics

Bourguignon F., Browning M. and Chiappori P. A. (1995) “The Collective Approach to Household Behaviour”
W.P. no. 95-04, Paris: DELTA-ENS.

Bourguignon F., Browning M., Chiappori P. A. and Lechene, V. (1993) "Intra Household Allocation
of Consumption: a Model and Some Evidence from French DAtalales d'Economie et
Statistique (29).

(1994) "Incomes and Outcomes: a Structural Model of Intra-Household Allocatamial of
Political Economy 102 (6): 1067-1096.

Bourguignon F. and Chiappori P. A. (1992) "Collective Models of Household Behaviour: an
Introduction”,European Economic Revie®6 (2-3): 355-364.

Brown D. J. and Matzkin R. L.(1996) “Testable Restrictions On The Equilibrium Manifold”
Econometrica64 (6): 1249-1262.

Browning M. (1992) "Children and Household Economic Behaviowdurnal of Economic
Literature 30 (3): 1434-1475.

46



(1994) “The Saving Behaviour Of A Two-Person Household” WP no. 94-06iltbig
Ontario, Canada: McMaster University.

(1995) “Saving and the Intra-Household Distribution of Income: an Empirical Investigation”,
Ricerche Economichd8: 277-292.

Browning M. and Chiappori P. A. (1998) "Efficient Intra-Household Allocations: A General
Characterisation and Empirical Test&6onometrica66 (6): 1241-1278.

Browning M. and Lechéne V. (1997) “Children and Demand: Direct and Non-Direct Effects&o

Browning M. and Lusardi A. (1996) “Household Saving: Micro Theories and Micro Famtshal Of
Economic Literature34 (4): 1797-1855.

Chiappori P. A. (1988a) "Rational Household Labour Supggnometrica56 (1): 63-89.

(1988b) "Nash-Bargained Households Decisions- A Commérternational Economic
Review 29 (4): 791-796.

(1991) "Nash-Bargained Households Decisions- A Rejoirldegfnational Economic Review
32 (2): 761-762.

(1992) "Collective Labour Supply and Welfar@&urnal of Political Economy100 (3): 437-
467.

(1997) “Introducing Household Production In Collective Models Of Labour Sugplytnal
Of Political Economy105 (1): 191-209.

(1999) “Labor Supply and Efficient Risk Sharingitneo

Chiappori P. A., Fortin B. and Lacroix G. (1998) “Household Labor Supply, Sharing Rule and the
Marriage Market'mimeo

Chipman J. S. and Moore J. (1979) "On Social Welfare Functions and the Aggregation of
Preferences'Journal of Economic Thegrgl: 111-139.

Chiuri M. C. (1998) Unitary and Collective Models: A Study On Household Demands For
Consumption And Leisur®Phil dissertation, University of York

(1999) “Intra-household Allocation of Time and Resources: Evidence from an Italian Sample of
Households with Young Children” CSEF WP no. 15.

Chiuri M. C. and Simmons P. (1997) "Universal Decentralisation: A Demand System For Collective
and Unitary Models With Household Public Goodstpnomic Journall07 (441): 372- 389.

(1998) “One Factor Demand Systemsimeo
Cigno A. (1991)Economics of the FamilyDxford: Oxford University Press.

(1995) "Savings, Féity and Social Security in the Presence of Self-Enforcing Intra-Family
Deals", East-West Centre Program on Population W.P.

Cleveland G., Gunderson M. and Hyatt D. (1996) “Child Care Costs and the Employment Decision of
Women: Canadian evidenc€anadian Journal of Economic89 (1):133-151.

47



Cochrane J. H. (1991) “A Simple Test of Consumption Insuradoetfnal Of Political Economy99
(5): 957-976.

Connelly R. (1992) '"The Effects of Child Care Costs on Married Women 's Labour Force
Participation"The Review of Economics and Statistit (1): 83-90.

Del Boca D. (1997) “Intra-Household Distribution of Resources and Labor Market Participation Decisions” in
Persson |. e Jonung Economics of the Family and Family Policiebap.3.

Deaton A. (1992)nderstanding Consumptip@xford: Clarendon Press.

Deaton A. and Muellbauer J. (198Bronomics and Consumer Behavio@ambridge: Cambridge
University Press.

Deaton A. and Paxon C. (1998) “Saving and Growth: Another Look at the Cohort Evidanoeb,
Princeton University.

Deolalikar A. B. (1993) “Gender Differences In The Returns To Schooling And In School Enrolment
Rates in IndonesiaJournal Of Human Resource28 (4): 899- 932.

Dercon S. and Krishnan P. (1996) “Income Shocks And Vulnerability: Risk-Sharing Within
Households In Rural Ethiopiainimeq Oxford: Centre for the Study of African Economies,
University of Oxford.

Diewert W. E. (1977) "Generalised Slutsky Conditions for Aggregate Demand Funcfiougial of
Economic Theoryl5 (2): 353-362.

Doss C. R. (1996) “Testing Among Models Of Intra Household Resource-Allocativiot/d
Development24 (10): 1597-1609.

Dynarski S. and Gruber J. (1997) “Can Families Smooth Variable EarniBgs8kings Papers on
Economic Activity(1): 238- 284.

Folbre N. (1994) “Children as Public Goodsferican Economic Revieg4 (2): 86- 90.

Forni M. and Brighi L. (1991) "Aggregation Across Agents in Demand SysteR&grche
Economiche45: 79-114.

Fortin B. and Lacroix G. (1997) “A Test Of The Unitary And Collective Models Of Household Labour
Supply”, Economic Journall107 (443): 933-955.

Goldman S. M. and Uzawa H. (1964) "A Note On Sepinain Demand Analysis"Econometrica
32 (3): 387-398.

Gorman W. M. (1953) "Community Preference Fiel@&pnometrica21: 63-80.
(1961) "On a Class of Preference Field&troeconomical3: 63-80.

(1970) "Conditions for Generalised Additive Sepilirdh L ondon School of Economics
Discussion Paper no. 9, London: London School of Economics.

(1976) "Tricks with Utility Functions”, in Artis, M. and Nobay, R. (1976) (Es§ays in
Economic Analysj<Cambridge, Cambridge University Press: 211-243.

(1981) "Some Engel Curves" in Deaton A. (1981) Esdays in Theory of Measurement of
Consumer Behaviou€ambridge: Cambridge University Press.

48



Graaff J. de (1967)heoretical Welfare Economic€ambridge: Cambridge University Press.

Gronau R. (1988) “Consumption Technology and Intra-Family Distribution of Resources: Adult
Equivalence Scales ReexaminedSurnal of Political Economy95 (6):1183-1205.

(1991) “The Intrafamily Allocation of Goods- How to Separate the Adult from the Child”
Journal of Labor Economic® (3): 207- 235.

Gruber J. and Cullen J. B. (1996)"Spousal Labour Supply as Insurance. Does Unemploymet Insurance
Crowd Out the Added Worker Effect?” WP 5608, Cambridge, Mass: National Bureau of
Economic Research, June.

Guiso L. and Jappelli G. (1994) “Risk Sharing And Precautionary Savings” in Ando A., Guiso L. and
Visco I. (1994)Saving And The Accumulation Of Wealth. Essays on Italian Household And
Government BehavioCambridge: Cambridge University Press.

Haddad L., Hoddinott J. and Alderman H. (1994) “Intra Household Resource Allocation: An
Overview” Policy Research W. P. 1255, Washington: The World Bank Policy Research
Department.

Hall R. (1978) “Stochastic Implications of the Life-Cycle Permanent Income Hypothesis: Theory and
Evidence”,Journal of Political Economy96:971-987.

Hayashi F., Altonji J. and Kotlikoff L. (1992) “Is the Extended Family Altruistically Linked- Direct
Tests Using Micro DataAmerican Economic Revie®?2 (5):1177-1198.

(1996) “Risk-Sharing Between And Within FamiliEgbnometrica64 (2): 261- 294.

Heineke J. M. (1993) "Exact Aggregation of Consumer Demand SystRiostche Economiche7:
215-232.

Hoddinott J. and Haddad L. (1995) “Does Female Income Share Influence Household Expenditures?
Evidence From Cote D’lvoireOxford Bulletin Of Economics And Statistiég (1): 77-96.

Jerison M. (1994) "Optimal Income Distribution Rules and Representative ConsuRev&w of
Economic Studie$1 (4): 739-771.

Kaplow L. (1996) "Optimal Distribution and the fdy"”, Scandinavian Journal of Economj&s3 (1):
75-92.

Kapteyn A. and Kooreman P. (1990) "On the Empirical Implementation of Some Game Theoretic
Models of Household Labour Suppiyhe Journal of Human Resourc@$ (4): 584-598.

(1992) "Household Labour Supply: what kind of data can tell us how many decision makers
there are?"European Economic Revie®6 (2-3): 365-371.

Kawaguchi A. (1994) “Testing Neo-classical And Non-neoclassical Models Of Household Labour
Supply”, Applied Economics26 (1): 9-19.

Konrad K. A. and Lommerud K. E. (1995) “ Family Policy With Non- Cooperative Families”,
Scandinavian Journal Of Economi& (4): 581-601.

Kooreman P. and Kapteyn A. (1986) “Estimation of Rationed and Unrationed Household Labour

Supply Functions Using Flexible Functional Formshe Economic JournabP6 (382): 398-
412.

49



Kotlikoff L. J. and Spivak A. (1981) “ The Family as an Incomplete Annuities Madatinal of
Political Economy89 (2):372-391.

Lau L. J. (1982) "A Note on the Fundamental Proposition of Exact Aggregaioatiomics Letters
9 (2): 119-126.

Lewbel A. (1989) "A Demand System Rank Propositi@conometrica57 (3): 701-705.
(1990) "Full Rank Demand Systematernational Economic Review1 (2): 89-300.

(1991) "The Rank of a Demand System: Theory and Non-parametric Estimation"”,
Econometrica59 (3): 711- 730.

Luce D. R. and Raiffa H. (1958ames and Decisiondlew York: John Wiley & Sons, Inc.
Lundberg S. (1985) “The Added Worker Effedtiurnal of Labor Economi¢$ (1): 11-37.

(1988) "Labour Supply of Husbands and Wives: A Simultaneous Equation AppRediety
of Economics and Statisticg0 (2): 224-235.

Lundberg S. and Pollak R. A. (1993) "Separate Spheres Bargaining and the Marriage Naukesl,
of Political Economy101 (6): 988-1010.

(1994) "Non-cooperative Bargaining Models of Marriagetierican Economic Revie®4 (2):
132-137.

(1996) “Bargaining And Distribution In Marriagdurnal Of Economic Perspective) (4):
139-158.

Lundberg S., Pollak R. A. and Wales T. J.(1996) "Do Husbands and Wives Pool Their Resources?
Evidence from the UK Child BenefitThe Journal Of Human Resourc&? (3): 463- 480.

Malinvaud E. (1993) "A Framework for Aggregation Theori€&iterche Economich&7: 107- 135.

McElroy M. B. (1990) "The Empirical Content of Nash-bargained Household Behavithg',
Journal of Human Resource?5 (4): 559-583.

McElroy M. B. and Horney M. J. (1981) "Nash-Bargained Household Decisions: toward a
Generalisation of the Theory of Demanbliternational Economic Revie®?2 (2): 333-349.

(1990) "Nash-Bargained Households Decisions - A Rdplgtnational Economic Revig81
(1): 237-242.

Muellbauer J. (1976) "Community Preferences and the Representative Condtonadmetrica 44
(5): 979-999.

(1981) "Linear Aggregation in Neo-classical Labour SuppgView of Economic Studjet3
(1): 21-36.

Phipps S. A. and Burton P. S. (1995) “Sharing Within Families - Implications For The Measurement
Of Poverty Among Individuals In Canad&anadian Journal Of Economic88 (1): 177- 204.

(1996) “Collective Models Of Family Behaviour - Implications For Economic Policy”,
Canadian Public Policy22 (2): 129-143.

50



Pollak R. (1972) "Generalised Sepaligy, Econometrica40 (3): 431-453.
(1977) "Price Dependent Preferencagigrican Economic Revie@7 (2): 64-75.

(1985) "A Transaction Cost Approach to Families and Househdhisthal of Economic
Literature 23 (2): 581-608.

(1994) “For Better or Worse - The Roles of Power in Models of Distribution Within Marriage
American Economic Revie®4 (2): 148-152.

Pollak R. and Wales T. (1979) “Welfare Comparisons and Equivalence Saatesican Economic
Review 69 (2): 216-221.

Samuelson, P. (1956) "Social Indifference Curv€siarterly Journal of Economicg0: 1-22.

Schultz T. P. (1990) "Testing the Neo-classical Model of Family Labour Supply and Fertility",
Journal of Human Resource?5 (4): 599-634.

Scitovsky T. (1941) "A Note On Welfare Propositions in EconomigsViiew of Economic Studjes
77-88.

(1942) "A Reconsideration of The Theory of Tariffyiew of Economic Studjés 89-110.

Seaton J. S. (1997) “Neo-classical And Collective Rationality In Household Labour Sujpbyied
Economics Letterst (8): 529-533.

Sen A. (1982Choice, Welfare and Measuremédford: Basil Blackwell.
(1984alollective Choice and Social Welfaremsterdam: North Holland, 2nd ed.
(1984bResources, Values and Developméntford: Basil Blackwell.

Simmons P. (1978) "A Note on Budgeting, Sepéitgband Generalised SeparabilityEconometrica
46 (2): 455-458.

(1979) "A Proposition on Aggregation across Consumers in Neo-classical Labour Supply",
Review of Economic Studje: 737-740.

Snyder S. (1997) “Non-parametric Tests Of Household Behaviour” WP E97-03 Virginia Polytechnic
Institute and State University.

Stoker T. M. (1984) "Exact Aggregation and Generalised Slutsky Conditidmsthal of Economic
Theory 33 (2): 368-377.

(21993) "Empirical Approaches to the Problem of Aggregation over IndividJdalsthal of
Economic Literature31 (4): 1827-1874.

Thomas D. (1990) "Intrahousehold Resource-Allocation - An Inferential Appro@bk’Journal of
Human Resource5 (4): 635-664.

(1994) “Like Father, Like Son- Like Mother, Like Daughter - Parental Resources And Child
Height”, Journal Of Human Resource?9 (4): 950-988.

Townsend R. (1994) “Risk and Insurance in Village Indiabnometrica62 (3): 539-591.

51



Udry C. (1996) “Gender, Agricultural Production, And The Theory Of The Houselolgthal Of
Political Economy 104 (5):1010-1046.

Ulph, D. (1988) "A General Non-Cooperative Nash Model of Household Consumption Behaviour",
University of Bristol, England W. P. no. 88/205.

Wilson R. (1968) “The Theory of Syndicatdstonometrica36 (1): 119-132.

Woolley F. R. and Marshall J. (1994)"Measuring Inequality Within the HouselR@diew of Income
and Wealth(4): 415-431.

World Bank (1995)foward Gender Equality: The Role Of Public Paligyashington, D.C..

52



