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life-cycle consumption: 

SfC t(W 1 - W )/R = (R - 1)/RWtc + YtL Ci-t 

Precautionary saving is the complement of life-cycle saving. 
The first panel of Figure 7 plots the precautionary and life-cycle liquid saving 

of the average household. Given the estimated discount rate and the profile of 
expected income, young consumers facing no income risk would like to borrow 
large amounts, so life-cycle saving is negative early in life. Young households in 
fact hold a positive buffer stock of wealth in response to income risk, so that pre- 
cautionary saving is positive early in life. In the early to mid forties, in accordance 
with our previous discussion, life-cycle saving becomes larger than precautionary 
saving. Households begin to build their liquid wealth for retirement purposes. As 
asset levels increase, the expected variance of consumption declines, decreasing 
the precautionary saving motive. Since households that face income uncertainty 
save more early in life due to risk, they are able to consume more and save less 
when older, leading to negative precautionary saving late in life. This discussion 
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FIGURE 7.-The role of risk in saving and wealth accumulation. 
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