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FIGURE 2- Household consumption and income over the life cycle. 

and interest income and, as noted, those expenditures subtracted from consump- 
tion. The first two adjustments are saving in illiquid form and so are available to 
the household only after retirement. We remove asset income since the input to 
our theoretical model is a profile of income net of liquid asset returns. Consis- 
tent with the spirit of our model, all items removed from income involve a large 
amount of commitment and are hard to substitute intertemporally. 

Finally, we put all data into real 1987 dollars using the Gross Domestic Product 
implicit price deflator for personal consumption expenditures.31 

5.3. Life Cycle Profiles 

Figure 2 presents consumption (raw and smoothed) and income profiles for 
our entire sample when the family-size is held constant over the life-cycle. Even 
after correcting for the effects of cohort, time, and family, both profiles are still 
hump shaped and track each other early in life. Consumption lies above income 
over the late twenties. Given that the CEX wealth data, and better household 
wealth surveys, show modest increases in liquid wealth over these ranges, this fea- 
ture seems likely due to misreporting of income or consumption. One possibility 
is underreporting the assistance that is provided by intergenerational transfers 
early in life. After these first few years, consumption rises with income from age 
30 to age 45, when consumption drops significantly below income. This tracking 
is however a lot less than is observed in profiles constructed by simply averaging 
cross-sections because we control for changes in family size and cohorts effects. 

31 t is important not to use different deflators for income and consumption. This could break 
the relationship between cash on hand and consumption in nominal terms, which is the relationlship 
predicted by the buffer-stock theory. 
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