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 Figure 2

 Simulated Mean Income and Consumption
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 Source: Authors' simulations.

 Note: The figure plots the simulated mean values of consumption and labor income for 5000 simulated

 households with high school graduate heads. The labor income process is identical for households with

 either exponential or hyperbolic discount functions. The income process is calibrated from the Panel

 Study of Income Dynamics and includes a deterministic component and both persistent and transitory

 shocks. Income includes government transfers and pensions, but does not include asset income.

 Consumption includes both direct consumption and indirect consumption flows of 5 percent of the

 value of the household's illiquid asset holdings.

 illiquid wealth generates a late-life jump in liquid wealth as assets are shifted from

 one account to the other.

 Liquid financial assets accumulate until they reach a temporary plateau at age

 30. This buffer stock of liquid wealth is used to ride out transitory shocks during

 working life. More liquid wealth is accumulated in the decade before retirement

 (ages 53-63) to smooth out the drop in labor income at retirement. Illiquid

 accumulation begins at age 30 and peaks at age 63. Late in life, illiquid wealth is

 sold, transformed into liquid wealth, and then consumed.

 The bottom panel of Figure 3 plots the mean level of liquid liabilities-in this

 model, credit card debt on which interest is paid-for our simulated households

 with an exponential discount function. The bottom panel shows that credit card

 borrowing grows quickly early in life. It then remains fairly steady between ages 30

 and 40, and then is paid off between ages 40 and 60.

 Before comparing the wealth accumulation of simulated exponential and

 simulated hyperbolic households, note that the total assets accumulated-includ-
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