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 FIGURE 2. UNADJUSTED AND ADJUSTED CONSUMPTION
 OVER THE LIEF CYCLE

 Note: Connected solid, solid and dashed lines represent
 different cohorts.

 2, together with the unadjusted year-cohort
 means. Figure 2 should be interpreted as rep-
 resenting the life-cycle movements of con-
 sumption after removing the effect of the
 demographic variables in the regression.7 The
 demographic variables we consider in this re-
 gression are number of children, number of
 adults, log of family size, and a dummy that
 equals 1 if there is at least one child in the
 household.

 The regression results (available from the au-
 thors upon request) imply extremely plausible
 household scales. For example a two-adult,
 one-child household has consumption that
 is 24-percent above that of the reference two-
 adult household. The corresponding scales for
 a two-adult, two-child household and for a one-
 child, one-extra-adult household are 58 percent
 and 84 percent, respectively. It should be em-
 phasized, however, that although these esti-
 mates are plausible, they cannot be taken as
 estimates of adult-equivalent scales as they
 stand. As emphasized in Browning and Costas
 Meghir ( 1991 ), one needs to take into account
 what happens to the female labor supply when
 estimating the effect of children.

 The age profile for consumption after re-
 moving the life-cycle variation induced by
 changes in family composition is remarkably
 flat. While there are still considerable year-to-
 year fluctuations, it is apparent that controlling
 in a simple way for changes in average family
 composition over the life cycle eliminates
 completely the life-cycle correlation of income
 and consumption. Figure 2 constitutes evi-
 dence in favor of the hypothesis that the
 marginal utility of consumption is indeed
 smoothed over the life cycle.

 Figures 1 and 2 are concerned with life-
 cycle allocation. The other focus of this paper is
 the smoothing of consumption over business-
 cycle fluctuations. Before we present a formal
 analysis of high-frequency changes in con-
 sumption, it is useful to plot the residuals of
 the last regression (i.e., adjusted consump-
 tion), against time rather than age; this is done
 in Figure 3A. In Figure 3B, we plot the log of
 consumption of nondurables and services from
 the national account data (as deviation from a
 deterministic trend).8

 The most apparent feature of Figure 3 is that
 the consumption series for the six cohorts ex-
 hibit large and synchronized movements. For
 example, consumption for all cohorts rises by
 about 7 percent from 1970 to 1973 and then
 falls by about 9 percent to 1977. The aggregate
 data show less variability, although the cycli-
 cal pattern is basically identical. There are sev-
 eral reasons that might account for the greater
 variability of our measure of consumption rel-
 ative to aggregate consumption data. First, the
 cohort averages reflect, to a certain extent,
 small-sample variability. Second, our sample
 does not include the entire U.K. population.
 As stressed above, we eliminated all the
 households whose head was born before 1920
 or after 1949 and other demographic and
 economic groups. Third, the average con-
 sumption figures we consider are derived as
 the geometric rather than arithmetic average

 7 Performing the regression on the year-cohort means
 rather than on the individual data allows us to remove the
 influence of household-specific fixed effects.

 8 A deterministic trend was removed to make the ag-
 gregate data consistent with the average cohort data from
 which, by removing age and cohort effects, we effectively
 removed all trends. The aggregate data are taken from the
 annual supplement of Economic Trends, published by the
 Central Statistical Office.
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