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ABSTRACT

When parents are altruistic toward children, the choices of fertility and
consumption come from the maximization of a dynastic utility function. The
maximization conditions imply first, an arbitrage condition for consumption
across generations, and second, the equation of the benefit from an extra
child to the net cost of rearing that child. These conditions imply that
fertility in open economies depends positively on the world interest rate, on
the degree of altruism, and on the growth of child-survival probabilities;
and negatively on the rate of technical progress and the growth rate of
social security. The growth of consumption across generations depends on
changes in the net cost of rearing children, but not on interest rates or
time preference. Even when we include life-cycle elements, we conclude that
the growth of aggregate consumption per capita depends in the long run on the
growth of consumption across generations. Thereby we show that real interest

rates and growth rates of consumption per capita would be unrelated in the

long run.
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1. Introduction

The economic approach to fertility has emphasized the effects of parents'
income and the cost of rearing children. The most important determinants of
cost have been employment opportunities of children, the value of parents'
time spent on child care, monetary and psychological costs of avoiding births
through abstinence and birth-control methods, and the interaction between the
"quality"” and quantity of children.

With the exception.or work by Richard Easterlin (1973) and a few others
(e.g., Becker [1981, Chapter 7]), studies that use an economic approach have
neglected the analytical links between decisions by different generations of
the same family. Moreover, despite Malthus's famous precedent, fertility has
not been integrated with the determination of wage rates, interest rates,
capital accumulation, and other macro variables (exceptions include Razin and
Ben Zion [1975] and Willis [1985]).

This paper and a sequel develop an economic analysis of both linkages in
fertility across generations and of the interaction between fertility and
various macro variables (seeABarro and Becker [1985] for an earlier version).
In the present“paper.'wage-rates and interest rates are parameters to each
family and to open economies; the sequel considers the determination of
interest rates, wage rates, population growth, and capital accumulation in
closed economies.

Our model is based on the a§sumption that parents are altruistic toward
children--hence, the utility of parents depends on the utility of each child
as well as on the consumption of parents. By relating the utility of

children to their own consumption and to the utility of their children, we



derive a dynastic utility function that depends on the consumption and number
of descendants in all generations. We venture to use the word
"reformulation” in the title because of our emphasis on dynastic utility
functions and the number of descendants in all generations. The reformulated
approach provides a new way of looking at the determination of fertility.

Section 2 sets out a model of altruism toward children, and derives the
budget constraint and utility function of a dynastic family. The first-order
conditions to maximize utility imply that fertility in any generation depends
positively on Interest rates and the degree of altruism, and negatively on
the rate of growth in the consumption of descendants. Consumption of a
descendant 1s positively related to the difference between the cost of
rearing a descendant and the value of his lifetime earnings.

Section 3 considers the effects of child mortality, subsidies to (or
taxes on) children, and social security and other transfer payments to
adults. Among other things, we show that the demand for surviving children

rises during the transition to low child mortality. However. this demand

o

returns to its prior level cnce mortality stabilizes at a low leve

Section 4 considers fertility and population growth in economies linked
to an international capital market but not an international labor market.
Among other results, we show that fertility is reduced by declines in
international interest rates, and by increases in an economy's rate of
technological progress. This analysis of fertility in open economies may
contribute to the explanation of low fertility in Western countries during
the past couple of decades.

Section 5 extends the analysis to include full life-cycle variations in

consumption, earnings, and utility. We show that fertility depends on the






