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Abstract

This paper explores the properties of the notions of A—efficiency and P—efficiency,
proposed by Golosov, Jones and Tertilt (Econometrica, 2007), to evaluate allocations
in a general overlapping generations setting in which fertility choices are endogenously
selected from a continuum and any two agents of the same generation are identi-
cal. First, we show that the properties of A—efficient allocations vary depending on
the criterion used to identify potential agents. If one identifies potential agents by
their position in their siblings’ birth order —as Golosov, Jones and Tertilt do—, then
A—efficiency requires that a positive measure of agents use most of their endowment
to maximize the utility of the dynasty head, which, in environments with finite horizon
altruism, implies that some agents —the youngest in every family— obtain an arbitrary
low income to finance their own consumption and fertility plans. If potential agents
are identified by the dates in which they may be born, then A—efficiency reduces to
dynastic maximization, which, in environments with finite horizon altruism, drives
the economy to a collapse in finite time. To deal with situations —like those arising
in economies with finite horizon altruism—, in which A—efficiency may be in conflict
with individual rights, we propose to evaluate the efficiency of a given allocation with
a particular class of specifications of P—efficiency, for which the utility attributed to
the unborn depends on the utility obtained by their living siblings. Under certain
concavity assumptions on value functions, we also characterize every symmetric, P-
efficient allocation as a Millian efficient allocation, that is, as a symmetric allocation
that is not A—dominated by any other symmetric allocation.
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1 INTRODUCTION

The most commonly used optimality notion in normative economic analysis is that of
Pareto efficiency. This notion of efficiency relies on the well-known Pareto criterion to
compare social alternatives, a criterion that allows one to construct a partial ordering on
a set of alternatives from the complete preference orderings (defined on this set) of a fized
group of agents. An efficient allocation can be described as a maximal element of the partial
ordering induced by the Pareto criterion on the set of feasible allocations.

When fertility decisions are endogenous, one can still use the Pareto criterion to rank
feasible allocations using the partial orderings of all potential agents, represented by the
utility functions of the living agents. However, any two allocations with different fertility
choices cannot be ranked, since there is no way to know whether or not an agent who lives
in one allocation a but not in other allocation a’ is better off in the latter than he is in
the former. To avoid this problem and preserve the partial ordering induced by the Pareto
criterion, one needs to extend it to compare also allocations with different fertility choices.

Although the issue seems to concern policymakers everywhere, the theoretical founda-
tions of many proposals to alter fertility rates are rather weak. Most of the literature simply
identifies optimal allocations with the solutions to alternative social welfare maximization
problems, referred to as Millian or Benthamite, according to whether or not the welfare
weight given to a generation in the social welfare function depends on the size of that gen-
eration.! But this approach does not take into account the fact that the Pareto criterion is
not directly applicable to environments in which the set of agents is endogenous. Besides,
a social welfare maximization problem identifies a unique “optimal” allocation. As pointed
out by Golosov, Jones and Tertilt (2007, p.1041), “such criteria (...) are very different in
spirit from an efficiency concept that usually contains a larger number of allocations.”

Unlike this literature, Michel and Wigniolle (2007), and Conde-Ruiz et al. (2010) have
provided normative principles to evaluate population policies in the context of an overlap-
ping generations framework without altruism, in which the set of feasible fertility choices is
continuous. These papers restrict their analysis to symmetric allocations, that is, to alloca-
tions in which any two agents of the same generation obtain the same consumption bundle,
and focus on an extension of the Pareto criterion —which is referred to as Representative
Consumer dominance by Michel et al. and as A—dominance by Conde-Ruiz et al.— that
ranks any two allocations of different population size by comparing exclusively the welfare
profiles of those agents who are alive in the two allocations. Given the symmetry restriction
on the set of allocations that are comparable using the A—dominance criterion, a feasible
symmetric allocation is said to be efficient (or, using the term proposed by Conde-Ruiz et
al., Millian efficient) if there does not exist an alternative feasible, symmetric allocation
that provides all members of a generation with higher utility without decreasing the utility
obtained by any other generation. The name “Millian” refers to the fact that it is a notion
of efficiency that generalizes the notion of Millian optimality mentioned above.

But the restriction to symmetric allocations in environments without altruism limits the
scope of these papers. To fill this gap, Golosov, Jones and Tertilt (2007) have proposed two
alternative extensions of the Pareto criterion in the context of a general model in which the

'For a discussion on the different notions of optimality arising in settings with endogenous fertility, see
e.g., Razin and Sadka (1995, Ch.5).



set of fertility choices is discrete. The first one is the A—dominance criterion mentioned
above, without restricting welfare comparisons to symmetric allocations. The second, re-
ferred to as the P—dominance criterion, is constructed from a preliminary assumption on
the utility level obtained by potential non-born agents. These two extensions of the no-
tion of Pareto dominance give rise to two notions of efficiency, respectively referred to as
A—efficiency and P—efficiency, to evaluate allocations in environments in which fertility
decisions are endogenous. Golosov, Jones and Tertilt (henceforth GJT) provide partial
characterizations of the two notions of efficiency as the solutions to welfare maximization
problems, and prove that, under relatively mild assumptions, A—efficient allocations are
either P—efficient or are arbitrarily close to allocations that are also P—efficient (see GJT
2007, Sec.4.3 Result 3). Thus, the P—efficiency of A—efficient allocations is robust to dif-
ferent specifications of the utility levels attributed to the unborn. The authors also extend
their analysis to a setting in which fertility choices are selected from a continuum and agents
exhibit dynastic altruism a la Barro and Becker (1989). In this context, GJT explore the
properties of a notion of equilibrium which results from the combination of the notion of
competitive equilibrium and the notion of subgame perfect equilibrium of a transfer game
played within families, and provide a version of the First Welfare Theorem by showing that
said equilibrium is both A—efficient and P—efficient (see GJT 2007, Th.2).

A seemingly irrelevant feature of GJT’s work deserves some discussion. The authors,
for whom fertility choices are represented by the number of children that parents decide to
bear during a child-rearing period, identify the agents who may be potentially alive in an
economy by the identities of their parents and their position in their siblings’ birth order.
For example, agent ¢ = (1,2) identifies the second child of the first child of the dynasty
head. There are, however, other possibilities. If people are born at different points in time
(as GTJ implicitly assume when they identify potential agents by their position in their
siblings’ birth order) and parents are able to choose not only the number of children they
are willing to rear, but also the specific points in time —within the child-rearing period— at
which they want to give birth to these children, we may identify potential agents by their
parents’ identities and the points in time at which they may be born. Under this criterion,
for example, agent i = (1,2) identifies the child born at ¢t = 2 from the descendant of the
dynasty head born at ¢; = 1. One might think that, if none of the agents potentially alive in
an economy cares about the specific dates at which they give birth to their children, then the
criterion used to distinguish among potential agents should be irrelevant. However, from the
point of the A—dominance criterion, it is not. As we shall explain throughout the paper, the
eldest children in a family will be alive in all allocations in which their parents have children,
and their preferences must be taken into account if one evaluates an increase in their family
size using the A—dominance criterion and potential agents are identified by their positions
in the birth order. In contrast, when potential agents are identified by their birth dates,
the eldest children in a family might not even be born in many alternative allocations in
which their parents have more children. Therefore, their preferences need not be taken into
account if one evaluates an increase in their family size using the A—dominance criterion.

In this paper, we study the properties of the different notions of efficiency in a general,
overlapping generations setting in which a) the number of children within each family is
endogenously selected from a bounded interval in the positive real line, the child-rearing
period, that represents also the continuum of time instants at which children may be born;



b) the agents are able to decide —possibly, with constraints— not only the number of children
they bear, but also the set of specific points in time at which they want to give birth to their
children; and ¢) any two living agents of the same generation have the same labour endow-
ment and the same preferences, which depend on their own consumption of a homogeneous
good, on the number of children they decide to bear and on the welfare obtained by their
descendants. Thus, our setting generalizes GJT’s continuous model of fertility choices in
two respects. First, it covers, as particular cases, a wide range of positive models of fertility
choice, including not only Barro and Becker’s, but also others in which altruism lies between
the two polar representations (no altruism and dynastic altruism) considered mainly in the
literature. Second, potential agents may be identified with the two criteria described above,
that is, by the agents’ positions in their siblings’ birth order or by their birth dates. In what
follows, we shall refer to the former criterion as the Birth-Order criterion and to the latter
as the Birth-Date criterion. The results of the paper can be gathered in two blocks.

A—efficiency. As mentioned above, the properties of A—efficient allocations depend
on the criteria to confer the agents potentially alive in an economy their identity.

i) We focus first on the Birth-Order criterion —the one used by GJT—- by exploring the
properties of A—efficiency in a setting in which fertility choices are constrained in such a way
that the two criteria to distinguish among potential agents coincide. In this case, for every
A—efficient allocation, the youngest individuals in every family must devote most of their
entire income to maximize not their own utility, but the utility of their parents and, hence,
of the dynasty head (Theorem 1). When altruism of the agents is of the finite horizon type,
Theorem 1 implies that every A—efficient allocation is characterized by providing a positive
measure of agents of every generation born after period ¢ = 2 with almost no resources to
finance their own consumption (Corollary 1).

Indeed, starting from an allocation a in which none of the agents uses his/her income to
maximize the utility of the dynasty head, it is always possible to find another allocation a’
with more individuals that makes all people living under both a and a’ better off than they
were under a, irrespectively of how potential agents are identified. Welfare improvements of
this type (in the sense given by the A—dominance criterion) can be achieved by enforcing
every newcomer —that is, every individual living under a’ who is not born under a— to use
their endowment to maximize their parents’ utilities. Newcomers can provide their parents
with at least the same utility as those already living in a. Moreover, since marginal agents
already living in a were not maximizing their parents’ utilities, newcomers require fewer
resources in order to achieve this objective. Finally, even though newcomers would rather
prefer to obtain the same consumption bundles than those already living in a, this involves
no welfare losses from the point of view of the A—dominance criterion.

i1) When potential agents are identified with the Birth-Date criterion, the set of A—efficient
allocations shrinks. In Theorem 2 , we show that, when fertility choices are unrestricted
and the child-rearing period is long enough, every allocation arising as A—efficient with
this criterion can be characterized as a dynastic optimum. This result can be extended to
discrete settings and, therefore, contrasts with GJT’s examples showing that A—efficiency
differs from dynastic maximization. If, in addition, altruism of the agents is of the finite
horizon type, Theorem 2 implies that in every A—efficient allocation, the economy collapses
in finite time. The argument behind Theorem 2 is simple: if some of the agents born in a



given allocation do not use their endowment to maximize the utility of the dynasty head,
she can always replace these agents by a set of agents of equal measure who do behave as
she wishes.

In view of the differences between the two criteria to confer the agents their identity, a
question arises: which criterion should we opt for? One might think that the Birth-Order
criterion seems more natural, because the eldest children in a family will be already alive
when their younger siblings are born. However, in both GTJ’s model and the class of models
presented here, all descendants will be alive by the time parents decide whether or not they
are willing to provide them with any resources. In addition, the objective behind extending
the Pareto criterion is to evaluate decisions such as increasing the size of a family before
potential agents are born, not while potential agents are being born nor after they are all
born. Therefore, we see no reason, from a normative point of view, to identify potential
agents in a family using the birth order.

Furthermore, the fact that achieving A—efficiency always requires that some of the
agents must devote their entire endowment to maximize the utility of their parents shows
that there are significant differences between the notion of A—efficiency and the notion of
Pareto efficiency. These differences might introduce difficulties in the implementation of
A—efficient outcomes, not only because, in some environments, achieving A—efficiency may
leave some of the living agents with almost no resources, but also because, even in environ-
ments with dynastic altruism, A—efficiency might be incompatible with the agents’ rights to
use some of their resources —for example, their labour capacities— as they wish. But, beyond
these differences on the properties of efficient allocations, our analysis of A—efficiency in dif-
ferent environments raises, in our view, some doubts on the very notion of A—dominance as
a criterion to aggregate individual preferences: with this criterion, increasing the population
size increases social welfare as long as all (already) living agents are better off, irrespectively
of the living conditions of the newborn.

Millian efficiency as robust P—efficiency. In the paper, we also explore whether
the results in i) or i) hold for the notion of P—efficiency proposed by GJT. Differently
from these authors, for whom the utility of the unborn is a constant value u, we explore the
possibility that the utility attributed to the unborn is a symmetric function of the utility
achieved by the agent’s living siblings. By making the utility attributed to the unborn
depends on the utility obtained by those alive in a given allocation, we introduce, in welfare
evaluation, principles such as “An increase in the population size is not welfare improving if
the newborn are worse off than any —or most, or the average— of their siblings already alive.”
Under certain (concavity) conditions, and independently on the criterion chosen to identify
potential agents, a symmetric allocation is P—efficient if, and only if, it is Millian efficient
(see Theorem 3). Furthermore, the P—efficiency of Millian efficient allocations holds for
a wide range of specifications of the utility attributed to the unborn, that is, for a wide
range of principles determining under what conditions a new life is welfare improving. By
assuming that the utility attributed to an unborn agent depends exclusively on the utility
obtained by the agent’s living siblings, we avoid cardinal assessments in welfare comparisons.
Finally, using a weaker notion of efficiency might be the best option available if altering the
agents’ property rights on their labour capacities is not viable.



The paper is organized as follows. In the following Section (Section 2), we anticipate
and discuss our main results in the context of a simple, two period economy. In Section
3, we introduce our general model. In Section 4, we explore the properties of A—efficient
allocations in the context of the model described in the previous section. In Section 5, we
explore the properties of P—efficiency when the utility obtained by the unborn is a function
of the utility obtained by their living siblings. In Section 6 we present our main conclusions
and discuss several possibilities for further research.

2 EFFICIENT FERTILITY CHOICES IN A SIMPLE, TWO-PERIOD EXAMPLE

To illustrate the notions of A— and P—efficiency and describe the definitions and the
main results in the paper, we present a simple, two-period economy with two generations of
agents: the dynasty head and her potential offspring. The economy is, therefore, analogous
to those described in Examples 2 and 3 in GJT, the difference being that, in this case,
the set of feasible fertility choices is continuous and represented by an interval [0, 72], where
n represents the maximum number of children that the dynasty head can bear. To be
more precise, a fertility choice is represented by the number ny € [0,72] that determines the
number of children that the dynasty head chooses to rear. Following GJT, we shall initially
identify potential agents by their position in the descendants’ birth order.

At time t = 0, there are €y units of a homogeneous good that can be used to finance
the dynasty head’s consumption, ¢{’, as well as capital investments, k7, and child bearing
activities, represented by a linear cost function b(n;) = bny, with b > 0. The resource
constraint at time 0 is ¢ +bny + k§ < €y, which, by writing k; for capital per worker (that
is, k1 = kY /ny), can be equivalently written as

an + nq (b—f—kl) S éo.

At time t = 1, total output is given by Y; = F(k{,n;). In this simple example, we
focus on a linear technology F(k{,ni) = Rk + wn, with R > 0 and w > 0 satisfying
Rb > w.? This output is used to provide with the consumption good to each of descendants
of the dynasty head in case these descendants are alive. Since fertility choices are selected
from a continuum, consumption choices made by the descendants of the dynasty head are
represented by a (Lebesgue) integrable function ¢} : [0,72] — R, where c]"(i) represents
the amount of the consumption good available to the ¢th descendant. Denote by e; the
average consumption available to the dynasty head’s descendants, that is,

1 ni

e = — cy'(2)di. 1
= e m

Observe that if all alive children consume the same —¢/"(i) = ¢*(¢') for every (i,7') € [0,n4]*~
, then e; = c/"(i) must be satisfied. The resource constraint, in per capita terms, arising at
time t = 1 adopts the form

€1 é F(kl, 1) = f(kl) = Rkl + w.

2If Rb < w, then a dynastic optimum does not exist.



By letting k(e;) = f'(e1) = [e; — w]/R, the resource constraint at time ¢ = 0 becomes
cg' 4 ni[b+k(er)] < . (2)

In the economy described, an allocation a = (a, c*) is a vector a = (nq, ¢f',e1) € [0,7] x R%
satisfying (2) and a consumption plan c}* : [0,77] — R satisfying (1). An allocation a is
ex-post symmetric (or, simply, symmetric) if it provides every descendant with the same
consumption bundle and, hence, satisfies c*(i) = e; for every i € [0,ny]. A symmetric
allocation a = (a, c}"), therefore, is completely described by the vector a = (¢, ny, €1).

Each potential descendant 4, if alive (i.e., if i < ny), cares monotonically about her own
consumption ci*(i). The dynasty head is concerned with her own consumption, the number
of descendants she decides to bear and the amount of the consumption good available to
each of her descendants. Her preferences on feasible allocations are represented by a utility
function of the form I

Up(a) =U <06”,n1, —/ UD(CT(i))dz) ,
ny 0

where U is non-decreasing, continuously differentiable and concave and U”? is a non-decreasing,
strictly concave function determining the utility obtained by the dynasty head from the
consumption decisions of her descendants. In this simple example, the preferences of the
dynasty head are represented by the following altruistic utility function, that adapts GJT’s
Examples 1 and 2 to allow for a continuous set of fertility choices:

th(a) = Sy +8 [ Srrs

We take the same parametrization as in GJT. Specifically, ey = 100, b =24, R=1, w = 0,
a=pf=y=0=1/2.

A— and Millian efficiency. An allocation a is A—efficient if it is not A—domi-
nated by any other allocation; that is, there does not exist an alternative, feasible allocation
a that confers higher utility to every agent living in both @ and a, and strictly higher
utility to some of these agents. Taking into account that the dynasty head is alive in
every feasible allocation, any allocation a* that maximizes the utility of the dynasty head
must be A—efficient.> Moreover, since the function UP is strictly concave, such dynastic
optimum must be symmetric. The pair (n,e}) corresponding to a dynastic optimum a*
must, therefore, solve

max  {U(€y — ni[b+ k(e1)],n1, UP(e1)) } = Vo(@o), (3)

(n1,e1)€[0,n] xRy

which, in our parametric example, yields
cp n, €] ETL :

Are there other A—efficient allocations? A class of seemingly good candidates is the
class of Millian efficient allocations; that is, the class of symmetric allocations that cannot

3This is also true when fertility choices are integers, as shown by GJT (2007, Sec.3.2).
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be A—dominated by any other symmetric allocation. A Millian efficient allocation a gives
the dynasty head the maximum utility that she can obtain with a symmetric allocation if
she is restricted to provide with at least €; units of resources to each of her descendants,
i.e., e > €1. That is, the pair (ny, €;) corresponding to a Millian efficient allocation solves

max  {U(e — ni[b+ k(e1)],n1,UP(e1)) 1 e1 > €1 }. (4)

(n1,e1)€[0,n] xRy

It is also easy to see that, if €; > ef, then the constraint e; > €; in (4) must be binding.
Therefore, Millian efficient allocations are those for which 7; solves, for some e; > ef,

max {U(eo — m[b+k(€1)],n1, UP(€1)) } = Wo(@o, &1, UP (€1)). (5)

n1€[0,7]

In our parametric example, for any e; > w, the solution (¢, 11, e1) = (c¢{*(€1), n1(€1), k1(e1))
to the optimization problem in the definition of Wy (e, ey, UP(€1)) is

2
R _ 24+€1
e - | 2AEr 5 ;
0> %™ 166, = 24+¢ M|

which implies that the fertility rate arising in the dynastic optimum is always higher than
that corresponding to any other Millian efficient allocation, i.e. n; < n} whenever e; > ej.

Clearly, starting from a symmetric allocation a for which (71, €1) solves the optimization
problem in (4), the only way of increasing the utility of the dynasty head with a symmetric
allocation is by decreasing e;, which, taking into account that a lower income e¢; < €; brings
with it a higher fertility level n; > ny, would make all the descendants who where already
living in the original allocation worse off.

Perhaps surprisingly, the only Millian efficient allocation that is also A—efficient is the
dynastic optimum. To see why, let @ = (¢', n1,€1) be Millian efficient allocation satisfying
e; > ef. Now suppose the dynasty head is given the opportunity to choose an asymmetric
allocation a with more children than those living in @ (that is, satisfying ny > n;) constructed
in such a way that the already living children obtain the same consumption bundle (that
is, ¢*(i) = e for each ¢ € [0,71]) while the newborn obtains €; (that is, ¢*(i) = € for each
i € [n1(€1), n1]). The dynasty head will choose @, 711, k; and ¢; to maximize

subject to the constraints

n\ - n _ R
an + nq (b"— kl) < EO; (71—1) e + <1 — n-i) €1 < f(k1)7 and ny > n1 > nq.
In our example, the solution to this problem satisfies ny = nj — ezl np and

R(b-%+50)
€1 = e} < e;. Thus, even though the dynasty head would rather not discriminate among
her children, she finds it optimal to do so and increase the number of children if she is
constrained to provide each of her already living children with an amount of the consumption



good €3 > e}. The possibility of discriminating the children who are not born in @ makes
these children cheaper, as their marginal costs —given by b+k(€;) in the original allocation—

jump down to b+ k ((%) e + < — %) e’{). Therefore, every Millian efficient allocation

a is A—dominated by an asymmetric allocation a with more individuals, in which all the
people born in @ obtain at least the same utility as that obtained in a, while the dynasty
head obtains strictly higher utility. Since the dynastic optimum is trivially A—efficient, this
implies, in turn, that the only symmetric, A—efficient allocation is the dynastic optimum.

Other A—cefficient allocations. Observe that, in addition to the dynastic op-
timum, there are many other A—efficient allocations. The asymmetric allocation a con-
structed above (where € is chosen to maximize the dynasty head’s utility) is an example of
one. With the allocation a, the dynasty head cannot obtain higher utility with an alloca-
tion with more or with fewer descendants, provided she has to provide the first n; surviving
descendants with €; units of the consumption good.

In Theorem 1, we show, in the context of a more general model, that in every A—efficient
allocation, a positive measure of descendants —to be more precise, the youngest individuals
in every family— must devote most of their income to maximize the utility of the dynasty
head. In the context of the two-period example analyzed here, Theorem 1 implies that, in
every A—efficient allocation a, the consumption scheme c}(-) must satisfy.

lim c*(i) = €. (6)

i—n1

1<ni
Note that, if (6) were not satisfied, the dynasty head might obtain higher utility by alter-
ing her fertility choice to provide the youngest descendants with c]"(i) = e} units of the
consumption good.

This might be problematic if, in our example, the dynasty head is not altruistic and § = 0
is satisfied. In this case, the dynastic optimum, that is, the only symmetric, A—efficient
allocation, must satisfy e} = 0. Moreover, for any other A—efficient allocation a, a positive
measure of agents obtain an arbitrarily small amount of resources. Of course, one might
argue that non-altruistic preferences are rare, but, as we show in Corollary 1, the same
result arises in a more general setting with infinite periods of time when the altruism of
the agents extends to a finite number of generations of their descendants. Moreover, this
type of preferences might be rare in the context of homogeneous economies in which all
agents of the same generation have the same preferences, but they might be not so rare
in the context of economies with heterogeneous dynasties. Suppose, for example, that we
modify the example studied here and allow for several dynasty heads, with some of them
exhibiting non-altruistic preferences. In an A—efficient allocation, the consumption scheme
of the descendants of such non-altruistic agents would need to satisfy lim;_,,, ¢]*(i) = 0.

A—efficiency and individual property rights. Even if the dynasty head is
altruistic towards her descendants, A—efficiency may be incompatible with the existence of
property rights on the resources to be allocated in a given economy, as Schoonbroodt and
Tertilt (2014) have observed. To see why, suppose we slightly modify the model described
above in such a way that the amount of the consumption good k¢ accumulated as capital
by the dynasty head may be negative, in which case d) = —k{R represents the dynasty

9



head’s debt in period 1. Suppose also that, in such a model, the dynastic optimum satisfies
e} < w. Finally, suppose that all descendants of the dynasty head born in any allocation
are the owners of the labour capacity with which they are endowed when they are born. As
none of these agents cares about the welfare enjoyed by the dynasty head, they will all use
their entire labour capacity to obtain w units of the consumption good. As e] < w holds,
the dynasty head would rather not provide any of her descendants with more resources than
the resources they are endowed with. Therefore, the existence of property rights on labour
time drives the economy to the Millian efficient allocation @ for which e = w > ej. As
explained above, such an allocation is A—inefficient. Observe also that such an allocation
can only be A—dominated by an asymmetric allocation in which some of the agents, the
youngest children of the dynasty head, are forced to repay the debt accumulated by their
parent to finance her fertility choices.

A—efficiency in a seemingly isomorphic economy. The fact that most A—effi-
cient allocations are asymmetric seems to be at odds with the assumption according to which
all living descendants have identical preferences and capacities. We should note, however,
that the properties of A—efficient allocations change if i) potential agents are distinguished
from each other by the dates on which they may be born; and ii) each potential agent’s
position in the siblings’ birth order is endogenous.

To clarify this, suppose that 77, the maximum number of children that the dynasty head
can rear, represents also the length of the child-rearing period at which the dynasty head
may give birth to her children. Suppose also that the dynasty head is able to decide not
only the number of descendants n; that she bears, but also the (set of) points in time at
which she wants to give birth to these descendants, represented by a Borel set D; C [0, 7]

such that
ny = / di. (7)
D1

In this case, consumption per capita corresponding to a consumption scheme c/*(-) and a
fertility choice (ny, Dy) will be given by

1 o g

ep = — [ c"(4i)di. (8)

1 D;
Suppose also that the dynasty head is indifferent between any two fertility choices with the
same number of children, so that her preferences on an allocation a —now described by a
vector a = (ny, ¢, e1) € [0,7] x R%, a consumption plan ¢}"(-) and a fertility schedule Dy
satisfying (7) and (8)— are represented by a utility function of the form

Up(a) =U (cg‘,nl, i/ UD(CT(i))dz) :
ni1 Jp,

If the dynasty head can choose any measurable set D; C [0,72], dynastic optima are
characterized by the same number of children n] and the same consumption-fertility plan
(cg™*, ei,n}) as the dynastic optimum arising when the dynasty head is constrained to select
among sets of the form D; = [0,n,]. However, the set of A—efficient allocations arising if
the birth order is endogenous. To be more precise, it is straightforward to characterize every
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A—efficient allocation arising in this setting as a dynastic optimum, provided the length of
the child-bearing period (7) is twice as large as the number of children (n}) corresponding to
a dynastic optimum. The intuition behind this result is simple: if some of the agents born
in a given allocation do not use their endowment to maximize the utility of the dynasty
head, she can always replace these agents by a set of agents of equal measure that do
behave as she wishes. Clearly, the allocation resulting from such a replacement constitutes
an A—improvement, since the dynasty head —the only agent living in the two allocations
under comparison— will be better off with such replacement.

In GTJ’s model, as in the general model described in Section 3, births also occur at
different points in time, which is what allows the authors to identify potential agents by
their position in their siblings’ order. As in the model that describes fertility schedules as
measurable sets, time is irrelevant from the point of view of the agents’ preferences, but it
is there. If this time is long enough to allow parents to choose the dates on which they want
their children to be born, the agent’s position in the siblings’ order becomes endogenous, and
those occupying high positions in a birth order in a given allocation might not necessarily be
alive in an alternative allocation with a higher population. This, as we shall see in Theorem
2, significantly reduces the set of A—efficient allocations.

Discrete choices. Comparison with GJT. In the example discussed above,
the difference between the fertility choices corresponding to the allocations a and @, that is
always strictly positive, might become arbitrarily small as e; approaches e}. That is, ruling
out some Millian efficient allocations as being A—inefficient may require that the population
is increased in arbitrary small amounts. Therefore, the arguments used to characterize the
only symmetric, A—efficient allocation as a dynastic optimum cannot be applied when the
set of fertility choices is discrete, as GJT assume in their examples.

To make this clear, suppose n; € {0,1,2,3,....,m}. In such a setting, the dynastic
optimum a* and every Millian efficient allocation @ can be characterized, respectively, as
the solutions to optimization problem closely analogous to those in the definitions of Vy(€y)
and Wy(eg,e1,UP(e1)) —see (3) and (5), respectively—, that differ from those in that the
optimal choices n} and 7; must now satisfy a constraint of the form n; € {0,1,2,3,...,72}.
Thus, as in the model in which fertility choices are drawn from a continuum, the income ej
(respectively, the fertility rate n}) corresponding to a* provides a lower bound (respectively,
an upper bound) for the average consumption (respectively, the fertility rate) arising with
a Millian efficient allocation. Taking this into account, it is straightforward to notice that,
in the discrete case, many Millian efficient allocations may be A—efficient even though they
are not dynastic optima. In particular, any Millian efficient allocation @ for which n; = nj
must be also A—efficient. A different question is whether or not there exist other Millian
efficient allocations that are also A—efficient and deliver a fertility choice lower than the
fertility choice nj corresponding to the dynastic optimum. GJT (2007, Ex.2) provide an
example in which this occurs.

We should note, however, that this possibility arises only if potential agents are dis-
tinguished from one another by the their positions in the siblings’ order and not by their
birth dates. In the latter case, A—efficiency can be characterized as dynastic optimality
even when the set of fertility choices —that is, the set of dates at which they dynasty head’s
descendants may be born— is discrete.

11



P—efficient allocations. The notion of P—efliciency is associated to a utility
function U}, determining the utility U (a, i) attributed to the i’th descendant in case that
this descendant is unborn. Complemented with the utility function defined by U (a,7) =
ct(i), that represents the preferences of every descendant 7 in those allocations in which i
is alive, the function U} provides a complete description of the agents’ preferences across
allocations. An allocation a is P—efficient if there does not exist an alternative allocation
a unanimously preferred by all potential agents in the economy and strictly preferred by a
positive measure of potential agents.

In all their applications, GJT study the properties of P—efficient allocations when the
function U} is constant and U (a, i) = e;. If, for example, &; < 0 is satisfied, then the only
Millian efficient allocation that is also P—efficient is the dynastic optimum, that is also the
only allocation arising as A—efficient if we identify potential agents with the Birth-Date
criterion. There are, however, many other allocations that are P—efficient. For any fertility
level ny above the fertility level nj corresponding to the dynastic optimum, the allocation
that maximizes the utility of the dynasty head among all allocations for which ny > n,
must be P—efficient. Therefore, fertility levels arising with P—efficient allocations can be
arbitrarily high. As the utility attributed to the unborn € is higher, all Millian efficient
allocations for which ej < e; < & are also P—efficient, and other allocations that are not
Millian efficient might be P—efficient as well.

The notion of P—efficiency —with constant utility levels attributed to the unborn— brings
with it another difficulty: Who sets €7 To avoid this difficulty, GTJ (2007, p.1054) suggest
to take &, = e], which leaves the dynastic optimum as the only P—efficient allocation. In
Section 4, we shall explore the possibility that the utility attributed to the unborn depends
on the utility obtained by their living siblings.

3 FEASIBLE FERTILITY CHOICES IN A GENERAL, OLG SETTING
3.1 A benchmark framework

Throughout the remaining of the paper, we shall focus on a particular class of overlapping
generations economies with infinite periods of time. Each individual in an economy lives for
at most three of these periods, so that individuals living at ¢ = 0, 1, 2,... are referred to as
children, middle-aged adults or old adults depending on whether it is their first, second or
third period of life. Asin GJT, the set of potential agents that are actually alive at any given
period is endogenous and depends on the fertility plans selected by the agents. In contrast
with these authors, we assume that each middle-aged adult potentially alive at t = 1 is
identified by a non-negative number i; € [0,7] determining the instant, in the child-rearing
period [0,7], in which the agent may be born. For t = 1, 2, 3,..., each middle-aged adult

potentially alive at ¢ is identified by a vector i* = (i*~1,i,) € [0,7]", where i, specifies the

instant at which the agent may be born and i*~! = (44, ...,4;_1) identifies the agent’s parent.
To simplify things, all agents belong to the same dynasty, initiated by the only agent who
is middle aged at t = 0, the dynasty head, hereafter represented by . Let B [O,W]t the
class of Borel sets in [0,7]". For every set D € B[0,7], the Lebesgue measure of D will
be denoted by pu{D} = [, di; while, for every set D' € B [0,7)" of potential middle-aged

agents at ¢, the Lebesgue measure of D' will be denoted by u' {D'} = [, di’. For intervals

12



of the form D'=[a!,b"] C B[0,7]", the Lebesgue integral f[af ) di' may also be written as

Jiat iy di* = [ di.

Differently from GJT, the set of feasible fertility choices is represented by a set D C B [0, 7).
Thus, although potential agents will be identified, in general, with the Birth-Date criterion,
we allow, as a particular specification, that the set of fertility choices adopts the form
DC = {[0,n] : n € [0,7]}. Note that, in this case, the agents’ birth dates and their positions
in their siblings’ birth order coincide. In what follows, we shall assume that DO C Dis
satisfied.

A fertility plan D is a sequence of mappings D = {Dt“ : [0, ﬁ]t — D} Each mapping

>0
D;41 : [0,7])" — D represents a schedule determining, for each it € [0,7]", the set of sub-
periods Dy (7") in the child-rearing period in which agent i*’s children are born. We assume
that, at each point in time, only one child may be born, so that the number of children that
agent ' decides to bear, which we denote by n,.1(i"), is given by

(i) = p {Dt+1(it)} = /D ) di. (9)

For each t and every i* = (i*~1,4,) € [0,7]', agent i is said to be alive with fertility plan
D if agent ¢'! is also alive and i, € D;(i'""!) is satisfied. For every individual ¢* € R, and
every 7 >t + 1, the set of descendants of i* at their middle age at 7 is denoted by D7(i').
The set of middle-aged adults actually living at ¢ with a fertility plan D is denoted by D?(i%)
and its measure is given by

pt {D' (")} = di' = / ( / di) dit™! = / ne (i) di' .
Dt (49) Dt—1(i0) Dy (it—1) Dt—1(40)

In addition to children, there is only one homogenous good produced at every period t >
1. This consumption good is produced at each period ¢t > 0 using, as inputs, a given amount
K, of the same good invested in the previous period ¢ — 1 as physical capital and a given
amount of labour L, provided by middle-aged adults. That is, Y; < Fy(Ky, L;), where Y is
total output and F; : R2 — R, exhibits constant-returns to scale and it is non-decreasing,
concave and continuously differentiable. Rearing children is a production activity that takes
place within each household and its costs are represented by a strictly increasing, convex
and continuously differentiable function b; : [0,7] — R,. Thus, a middle-aged adult who
decides to rear nyyq children at period ¢ needs to spend b;(n;.1) units of the consumption
good. Fertility and consumption plans of potential agents are represented by a fertility plan
D and a sequence of integrable functions ¢ = {(c*, cf, ) : [0, al’ — R%} 1> that determines,
for each ¢ > 0 and each potential agent it € R, the consumption vector (c*(i*),c?, ("))
chosen by agent ' through her life cycle. Thus, it is assumed that children do not take
consumption decisions.

The resource constraint faced by potential agents is described as follows. At time t = 0,
the amount of resources available to finance consumption (cj*(i%)), fertility (n;(:)) and
investment decisions (k{(i)) of the dynasty head is bounded by an initial endowment €,
available for the dynasty head, that is,

cg'(i") + bo(n1(i")) + k(i) < @. (10)

13



For each period t > 0, each living agent is endowed with 1 unit of labour time when he/she
reaches middle age. Then, labour is supplied inelastically, so that labour supply at any given
period coincides with the measure of middle-aged agents alive at ¢, that is, L, = u! {D*(:°)}.
By writing, for each ¢ and each i* € D'(i"), k¢, (i*) for ki, (i*) = nt+1(it)%, the
resource constraint at each date ¢ > 1 is

[t har e [ [ bl () @O d < [ R )i
Dt—1(i0) Dt(i9) Dt=1(i0)

(11)
In what follows, an allocation a = (D, c, k%) is a fertility plan D, a consumption plan ¢ =
{(c],c2py) : [0,7]F — RL} 1> determining consumption choices of every potential agent

and an investment plan k® = {k? , : [0,7]' — Ry} _  determining investment decisions

>0
in every period. An allocation a is feasible if it satisfies the initial condition in (10), the
resource constraint in (11), as well as condition (9). The set formed by all feasible allocations
is denoted by F.

Write R* for the set of extended real numbers R* = {—oco} UR, and write x;(i*) for the

consumption-fertility bundle

xi(i") = (¢ (i), 741 (i), mesa (i)

Throughout the paper, we assume that preferences of every potential agent of generation
t on the set of allocations in which the agent is alive are represented by a utility function
U; : F x R* — R* satisfying, for every a € F and i* € D!(:°),

. . 1 4 .
Ut(a; Zt) =U (Xt@t)? m/l; i )ut?-l(a; Zta Zt—&-l)dzt-&-l) ) (12)
1 (2

where U : R3 x R* — R* is non-decreasing, concave and continuously differentiable and
L{t’?rl is a function representing the agents’ preferences on fertility and consumption choices
made by his/her living descendants. Thus, as the functions ; and U may not coincide,
parents’ preferences regarding their children’s decisions might differ from the preferences of
the children themselves.

We shall assume that, for each ¢, UP : F x R}, — R* is recursively defined, for every
a € F and every i* € D'(i°), by

. . 1 . .
U (a;it) =U" (Xt(zt) —/D . )utDH(a;Zt,ZtH)dZtH) , (13)
1 (2t

7 nt+1(it)

where UP : R x R* — R* is also non-decreasing, concave and continuously differentiable.
The fact that each function UP is defined recursively implies that the preferences of any
agent of generation ¢ and those of their children regarding the consumption and fertility
choices of any common descendant coincide.

3.2 On types of altruism.

Our general setting admits a wide range of particular specifications, or environments,
frequently studied in the literature of endogenous fertility.

14



Dynastic altruism. By an environment with dynastic —or perfect— altruism, we shall refer
to the class of particular specifications of the model for which U” = U and U is strictly
increasing in ¢}, nyq and uf ;. In this particular environment, every agent cares about
the utility of their immediate descendants, which, proceeding recursively, implies that every
agent cares about consumption and fertility decisions of all her descendants. Observe that
we are not imposing that U (-) is strictly monotonic in ¢, which allows us to consider,
as different specifications of dynastic altruism, i) models in which the agents live for one
period and provide with bequests to their immediate descendants, as well as i) models in
which the different generations of agents are truly overlapping and parents provide their
immediate descendants with gifts. Examples of the first type of models —although they
both restrict their analysis to symmetric allocations— are the pioneering work by Razin
and Ben-Zion (1975), for whom

U (xtyutDH) = UD(tht[jﬂ) = v(c") + (1) + ButD-i—l;
as well as the model developed in Barro and Becker (1989), for whom
U (we,upy1) = UP (@, uhy) = 0(6") + a(nesn)nesiug)

with a(n.1) = an,fy being the endogenous discount rate. Finally, an example of a model
with dynastic altruism and truly overlapping generations is Schoonbroodt and Tertilt (2014),
for whom

U (Qityugﬂ) = UD@tWBﬂ) =v(c}") + Bu(cyy) + ‘I’<”t+laugr1)~

No altruism. In many other models studying fertility, the agents are not altruistic at all,
and children are viewed as a consumption good.* Since we are not imposing that U or UP
must be strictly monotonic in utDH, a setting with no altruism is a particular specification
of our general framework, for which U (z4, u?,) = u(z;) and UP (z,uf,,) = u(zy).”

Non-dynastic altruism. But there exist other possibilities. In the exogenous fertility liter-
ature, some authors® have studied environments with limited, or non-dynastic altruism to
study to what extent the positive (for example, Ricardian Equivalence) or normative (effi-
ciency) properties of the equilibria arising with dynastic altruism can be extended to more
general settings. Endogenous fertility literature also has abundant specifications of altruism
in which the quality of children, from which parents derive utility, is not necessarily identi-
fied with the children’s utilities, and may take the form of goods spent on each child, as in

4Examples of this approach —focusing exclusively on symmetric allocations— are Eckstein and Wolpin
(1985), Michel and Wigniolle (2007) or Conde-Ruiz et al. (2010).

5Although, with the description of preferences given in (12), the specification of the function UP is
irrelevant if U satisfies U(zy,ufl ;) = u(a¢), by imposing that U(zy,uf ) = UP (2, ufy) = u(z) is
satisfied in settings with no altruism we may assume, without loss of generality, that each function U}
as defined in (13) represents the preferences of the agents born at ¢ in this type of environments, which
simplifies the statement of Theorem 1.

6See, e.g., Bernheim and Ray (1989) and the references therein.
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Becker and Lewis (1973); income, as in Galor and Weil (2000); human capital, as in De la
Croix and Doepke (2005); or consumption, as in Kollmann (1997).”

A particular specification of non-dynastic altruism is that for which an agent’s altruism
extends towards all her future descendants, which corresponds, for example, to the case in
which UP(zy,ul ) = Uz, Bufl,), with 0 < 8 < 1 and U —and, hence, U” —being strictly
increasing in ufil. We shall refer to this type of altruism as infinite-horizon, non-dynastic
altruism. However, the function U” needs not be strictly increasing in ufil, that is, the
agents might be altruistic only towards their immediate descendants. We shall refer to this
type of non-dynastic altruism as finite-horizon, non-dynastic altruism, which is represented
by utility functions of the form

U (ze,up) = v(e) + duly and UP (24, uly) = v(z);
with v being strictly increasing in ¢ and nyy; and § € (0,1).

Although the preferences considered in the present paper allow for non-dynastic altru-
ism, we shall impose two additional assumptions on preferences, ensuring that the agents’
preferences and those of their parents are, in a sense that we clarify below, consistent.® The
first of these assumptions imposes that, keeping fixed the total amount of resources available
to any given agent and the decisions taken by the agent’s descendants, the agent’s prefer-
ences on how to distribute these resources among consumption, fertility and investment
coincide with those of her parents. Formally:

Al For any fixed u” € R* and any two (z,7) € R3S x R}, UP (x,uD) > UP (5, uD) is
satisfied whenever U (w, uP ) >U (;?, uP ) is satisfied.

The second assumption imposes that the agents discount the utility obtained by their
grandchildren at least at the same rate as their parents do, which ensures that, whenever
an agent is willing to increase the total resources available to any of her grandchildren —
and, hence, to increase the utility that the agent obtains from consumption decisions of her
grandchildren—, then the agent’s children agree on that decision. Formally:

A2 For any two (z,u”) € R} x R* and (Z,u”) € RYL x R*, U (z,u”) > U (z,u") is
satisfied whenever U (z,u?) > UP (Z,u”) is satisfied.

Observe that all the examples of the different specifications of preferences given above
satisfy Assumptions Al and A2.

"Since we are imposing that the agents’ utilities depends exclusively on their consumption decisions —as
in Kollmann’s paper— we rule out other specifications of non-dynastic altruism in which the agents are
concerned on their descendants investment decisions or on their wealth. However, as we discuss in the
Supplementary Appendix S.A, our characterizations of Millian efficient allocations or dynastic optima can
be easily extended to environments with non-dynastic altruism in which utility depends on ~human- capital
investments or wealth.

8These conditions are needed to obtain the necessary conditions .A—efficiency in Theorem 1 and are also
needed to establish Theorem 3, that characterizes symmetric, P—efficient allocations as Millian efficient
allocations.
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3.8  Dynastic optima and value functions

Since we are assuming that D° C D is satisfied and the agents care only about the
number of children they bear and not about the specific points in time at which their
children are born, the maximum utility that the dynasty head can obtain with a feasible
allocation is not affected by the constraints in fertility choices that parents may face. To
characterize dynastic optima, for every allocation a € F and every ¢t > 0 and i* € D;(i"),
write e;(i') for the amount of physical resources —or income— available to finance agent i'’s
consumption, fertility and investment decisions at period ¢; that is,

e(i') == " (i") + be(nera (i) + kg4 (i)

Consider now an arbitrary i* and an arbitrary e;, and let F(e;; ") be the set formed by all
sequences
dy = {(C:_n, C,?_+1, k?_+17 D7-+1) . [O,ﬁ]T — Ri)_ X D}’T}t

satisfying e;(i*) < e; as well as the feasibility constraints that all potential descendants of
agent i' would face at 7 if they were not allowed to obtain resources from other agents in
the economy, that is, satisfying

/ (™) diT1 ¢ / [ (%) + by (N1 (7)) + K24y (7)] di7 < / P (kOG0 ne (7)) dim,
D7—1(it) D7 (it) D™—1(it)

for 7 > t. Also, for each t > 1 and ¢; > 0, let VP (e;) be defined as the maximum utility
that the dynasty head can obtain from their descendants born at ¢ by endowing any of their
immediate descendants with e; units of resources, that is®

ite[O,ﬁ]t ate]:(et;it)

VP(e;) = max { max uf’(at;f)}. (14)

With this notation, the maximum utility that the dynasty head can obtain with a feasible
allocation can be characterized as the solution to

1 M
Vo(€) = max { U (azo, —/ VlD(el(i))di) 2yt F bo(ny) + kY < €
(k$,z0) ER3. x [0,7] n1 Jo
[SH R+ — R+
ni
e +/ e, (i)di < Fl(kj’,nl)}. (15)
0

Throughout the paper, it is assumed that Vy(€g) is well defined.
3.4 Symmetric allocations.
As preferences and labour capacities of any two agents of the same generation are iden-

tical, it seems innocuous, both from normative and positive concerns, to restrict atten-
tion to ezx-post symmetric allocations, that is, to allocations for which any two agents

9Since the utility received by the dynasty head from consumption of any of her descendants is the same,
any choice of i'*! in the optimization problem in the definition of VP (e;) is optimal.
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of the same generation choose the same consumption and fertility bundles. Formally, a
feasible allocation a € F is said to be ex-post symmetric (or, simply, symmetric) if for
any t and any two agents ¢/, i € D'(i°) one has x(i') = x(7") = @ and k(i) =
k{,1(?) = k7.;. A symmetric allocation is, therefore, represented by a pair of sequences
a = {(k{,, 1) € R} x [O’ﬁ]}tzo,m... satisfying the initial condition cj* + by(n1) + kf < eo;
and, for each ¢ > 1, the feasibility constraint

Cg + Ttaq [C;n + bt(nt+1) + kg+1:| < Ft(kf, nt). (16)

Denote by S the set containing all feasible, symmetric allocations. Note that for every ¢, the
utility obtained by the dynasty head from consumption and fertility decisions of the living
agents with a symmetric allocation a satisfies UP(a;7') = UP(a), where UP : § — R* is
recursively defined, for each ¢, by UP(a) = UP (z, U} |(a)). The utility obtained by an
agent of generation ¢ with a symmetric allocation is Uy(a) = U(zy, UR,(a)).

Even when we restrict the analysis to symmetric allocations, the feasibility constraint in
(16) involves the product of two endogenous variables, which implies that the set of feasible
allocations is non convex. A Millian efficient allocation is a symmetric allocation that is
not A—dominated by any other symmetric allocation.!”

Some allocations can be regarded as being symmetric in a weaker, ez-ante sense. Given
a sequence e of income schemes corresponding to a feasible allocation a, for every ¢ > 0,
it € D'(:°), let ¢ : R — [0,1] be the function determining, for each i* € RY, the

t+1

distribution of income E?  (-,4") among '’s immediate descendants; that is, Ef | is defined,"

for each (e, ') € R by

e A\ ,LL{Z S Dt+1(it) . et+1(it,i) < 6}
Bl d) = e {Des1 (i) }

t4+1
Thus, EF | (e,i") determines the probability that a randomly-chosen, immediate descendant
of i* spends —in consumption, fertility and investment decisions— at most e units of the
homogeneous good at time ¢ 4+ 1 with the income scheme e, (i, -).

With this notation, an allocation a will be referred to as ez-ante symmetric if the dis-
tribution of income among any agent’s descendants is determined randomly, so that the
income accumulated by, say, the eldest n children of an agent is the same as the average by
the youngest [nyy1(i") — n| children. That is, if for each t = 0,1, 2...each i* € R" and each
Dy 1 C Dyy1(i') one has

/ et (i) di™ = p{ Dy} | edEE (e, i)
Diyq

Ry

10We include a characterization of Millian efficient allocations —that takes into account the non-convexities
mentioned above— in the Supplementary Appendix S.A.

1 Observe that, as we are assuming that, in a feasible allocation, e;+1(i'"!) = 0 whenever i'™! ¢ D; 4 (i),
the measure of the set Dy11(i") can be written equivalently as an integral depending only on e, that is

1 {Dear (i) = / di.

iterq1 (it,i)>0
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In fact, dynastic maximization may require randomization. To see this, let AR, be
defined as the set formed by all non-decreasing, measurable (distribution) functions E :
R, — [0, 1] satisfying lim,_,., F(e) = 1. Taking this into account, it is straightforward
to show that the expenditure function Ele (-,i°%) corresponding to a dynastic optimum must

solve
—\ — D

where W : R? x R* — R, is defined,'? for each (o, e1, ul’), by

Wo (e, e, ul’) = max {U(l‘o,u?) D0 +bo(ny)+ k] < €p; cf+nie; < Fl(k:f,nl)}.

(k$+1 7-777)6R3- X [Ovﬁ]

Also, by writing Vﬁrl(etﬂ) for the maximum utility that the dynasty head obtains by
providing a positive measure of her immediate descendants with an average income e, 1,
that is,

—D
Viatew) = A [ Vs [ epe=aal 0y
the value function V, can be written as
_ _ —D
Vo(€o) = Ierllgf)( {Wg <eo, e1, vV, (61)> } ) (19)

With this representation, it becomes clear that, although dynastic optima may be always
symmetric in the weaker, ez-ante sense, they might be non symmetric in the stronger, ex-
post sense. Dynastic optima will be (ez-post) non-symmetric when the sequence of value
functions {V7,} 1> differ from the sequence of value functions {v2} 1> arising from a
dynastic maximization problem in which the dynasty head is restricted to select (ez-post)
symmetric allocations.!® To be more precise, let @ be any allocation maximizing the utility
of the dynasty head among symmetric allocations and suppose that there exists a period
t > 0 for which V£, (€4+1) > V2 (€i11). In this case, a dynastic optimum cannot be (ez-
post) symmetric. It is straightforward to show, using (17) and Jensen’s inequality, that a
sufficient condition ensuring that dynastic optima are ex-post symmetric is that each value
function VE | is concave.

Observe, on the other hand, that each value function Vﬁrl must be concave'* and, hence,
absolutely continuous and differentiable almost everywhere.!® Taking this into account, it

2In models in which the agents live and consume only for one period (that is, in which ¢, ,(i*) = 0),
the definition of the indirect utility function Wy coincides with the one given in the two-period example of
Section 2, equation (5).

13The properties of the constrained value functions {V;?_l } />0 are studied in the Supplementary Appendix
S.A.

—D
“Note that if a distribution function E; 1, solves the optimization problem in the definition of V,  (e441)

=D
and a distribution function Ej ; solves the optimization problem in the definition of V, (e}, ), then, for
any « € (0,1), the distribution function Ef, | = aFEy114+(1 — a) E{,, is feasible in the optimization problem

in the definition of VtDH (aetﬂ +(1-a) e;H), which establishes that implies that VtDH must be concave.
15See, e.g., Theorem 10 in Royden (1988, p.107).

19



follows from (19) that a sufficient condition ensuring the concavity of the value function Vg
is that the indirect utility function W is also concave. Unfortunately, the non-convexities
appearing in the feasibility constraints in the definition of W, may give rise to non-concave
value functions.!

4  A—EFFICIENCY

In this section, we explore the properties of A—efficient allocations in the context of the
general framework described in Section 3. In this context, an allocation a is A—efficient
if there does not exist a feasible allocation a such that i) for every ¢t > 0 and every i’ €
D*(i%) N D*(i°) one has U, (a;it) > Uy(3;4"); and, ii) there exists a period 7 and a set D™ C
D7(i%) N D7 (i) of positive measure for which U, (a;i7) > U,(3;i7) holds for every i” € D,.

Observe that this definition of A—efficiency seems to coincide with the one provided by
GTJ (2007, p.1047) but in fact it does not. In our model, potential agents are identified, in
general, with the Birth-Date criterion and their positions in their siblings’ birth order are
endogenous. Yet, our framework allows for a constrained set of fertility choices D, so that,
if D = DY holds, then the birth date of an agent coincides with his /her position in the birth
order, and the definition of A—efficiency provided by GTJ coincides with ours. If D°C D is
satisfied, then an allocation that is A—efficient with the Birth-Date criterion must also be
A—efficient with the Birth-Order criterion, although, in general, the converse is not true.

In Theorem 1, we provide a necessary condition for A—efficiency that applies to all
specifications of the set of feasible fertility choices that satisfy D° C D and, therefore, to
the two criteria to identify potential agents considered in this paper. Given an allocation a,
for each ¢ and each i* € D*(:), write i, ,(¢") for the birth date of the youngest descendant
of ¢! in the allocation 2, that is,

(i) = sup {i i € Do (i)}

Assume, without loss of generality, that in any feasible allocation a, e;(i*) = 0 and UP (a; i) =

0 hold for every i ¢ D'(:°). Taking this into account, the integral UL, (a;it,i)di
D1 (i)
can be equivalently written as

. i?+1(it)
/ ut]?H(aQ i i)di' = / utlil(a; i, i)di.
Dit1(i%)

0

With this notation, Theorem 1 states that, in every A-—efficient allocation, some of the
agents —specifically, the youngest within each family— must devote most of their entire
income to maximize not their own utility, but their parents’ utility and, hence, the dynasty
head’s utility. All the proofs in the paper are relegated to the Appendix.

16Tn the Supplementary Appendix S.B, we extend Alvarez (1988)’s analysis and provide conditions en-
suring the concavity of value functions, as well as an example of an economy for which value functions are
non-concave.
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Theorem 1 A Necessary Condition for A—efficiency. Irrespective of the criterion
used to identify potential agents, every A—efficient allocation @ satisfies, for each t > 1

iy, (i) b i (i)
/\‘ .t . . .t . .
/ Uy (ad",1)di / e (i, 1) di
. i . —D i
lim s - , = lim Y L . (20)
. U it Zy (’lt) — 1 . Yt t+1 Zy (’Lt) — 1 ’
i1 —7, 4 (i) t+1 t+1 i1 (i) t+1 t+1
it+1€D¢11 (i) it41€D¢ 41 (i)

which, in environments in which Vt[frl 15 concave, yields

. D~ it - . . D it
o lim Ui (357" ir41) = lim Vi, (€1 (2", i) - (21)
zH—l*”H_l(Z ) lt+1*>1t+1(1 )
it4+1E€D¢41(it) it41E€D¢y1(ih)

The intuition behind Theorem 1 is the following: if marginal children —that is, the
youngest individuals in each family— living in a given allocation a do not use their income
to maximize the utility of the dynasty head, she can improve on a by having more children
that do use their endowment to maximize her utility. Since these newborn children require
a lower income to provide the dynasty head with at least the same utility, they are, in a
sense, “cheaper” than those children already living in a.

To understand the role played by the function Vﬂl in Theorem 1, a brief remark is in
order. For an arbitrary agent i*, write e, (") for the limit of the average income available
to the youngest children of i* as 4,1 approaches @, ,(i"), that is,

ARG
t+1
/ err1 (i, 0)di

Tt41

: _ .Y -1

. hr}yl 4 ,zy (Zt) — - et—&-l(z )
241" 9Zt+1(z) t+1 t+1
i4+1€D¢41(i%)

Recall that Vﬁrl(etH) represents the maximum utility that the dynasty head can obtain
by providing a set D;.; —of positive measure- of her descendants with an average income

er+1, and observe also that the function VtDH coincides with the function V[, if the latter
is concave, but not in general. Moreover, when they do not coincide at a given point e;;1,
achieving VtDH(etH) > V[ (ei41) is feasible because the dynasty head can select randomly
the income available to each of her descendants in D, ;. By Theorem 1, the average utility

obtained from the youngest descendants of i* must converge to V, +1(et( i')). Therefore, if

vﬂl(et( ©) > VE,(ef (")) holds, then achieving A—efficiency may require that the income
available to the youngest descendants is determined randomly. Thus, non-convexities in the
feasible set associated to endogenous fertility may cause that the only efficient allocations
are possibly stochastic, a result also present (for Pareto efficiency) in Rogerson (1988).

Another implication of Theorem 1 is that, if an A—efficient allocation is symmetric (in
an ex-ante or ex-post sense) , then all descendants of the dynasty head must use their entire
income to maximize the utility of the dynasty head. Thus, the utility obtained by the
dynasty head with an A—efficient allocation a can be written as

Up(a;i) = Wy (o, e1, V1 (e1)),
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with
1

61 = —— eidi:/ edE%(e, ).
' n(i%) /Dl(io) 1) Ry 1( )

Taking this into account and proceeding as in the two period economy of Section 2, it is
straightforward to show that the average income received by the dynasty head’s immediate
descendants in every A—efficient cannot be higher (or lower) than the average income re-
ceived by the dynasty head’s descendants in a dynastic optimum. That is, irrespectively of
the criterion used to identify potential agents, every symmetric, A—efficient allocation must
be a dynastic optimum, and all Millian efficient allocations that are not dynastic optima
are A—inefficient. To save on space, we shall not prove this claim here.

Corollary 1 below states another implication of Theorem 1, arising in environments
without altruism or with finite horizon altruism. In both environments, each function VP is
concave and the path {e.} -, solving the optimization problem in the definition of V;”(e;)
satisfies e, = 0 for 7 > ¢ + 1. By Theorem 1, for each agent i’ alive at any given time,
there must be a positive measure of agents whose income and utility are arbitrarily close
to the the income and utility obtained by the agent’s marginal child ¢/, ,(:*). Therefore,
all descendants of these agents must also receive an income close to that received by the
marginal child’s descendants, that is, close to zero.

Corollary 1 Suppose that utility functions adopt the finite-horizon altruistic form U (:pt, uﬁrl) =
v(zy) + 0up, and UP (x4, ul) = v(xy), with § € [0,1] and v being strictly increasing in ¢}

and nyy1. In this environment, for every A—efficient allocation a, every t > 2 for which
pt{D*(i°)} > 0 holds and every e, > 0, there exists a set D C D'(i%) of agents alive at t of
strictly positive measure for whom

0 <ei') < e (22)
is satisfied.

Two more comments are in order. First of all, observe that Corollary 1 requires that v is
strictly increasing in ¢;* and n..;. Without this assumption, the set of agents for whom (22)
holds might not even be born. With this assumption, (22), parents exhibiting finite-horizon
altruistic preferences would like their descendants to have some grandchildren, so that they
can use the labour capacities of the latter to obtain resources not for themselves, but for
their parents. Thus, condition (22) must hold for a positive measure of alive agents born
after t = 2. Second of all, we should note that, in our benchmark model, each function U is
defined recursively, and therefore the only environment that exhibits finite horizon altruism
in our general setting is that in which agents care only about consumption decisions by their
immediate descendants. However, Corollary 1 suggests that a similar result characterizes
A—efficiency in every model in which the agents care about the welfare of a finite number
of generations of their descendants.

As the set of feasible fertility choices increases, the set of allocations arising as A—efficient
with the Birth-Date criterion decreases. Theorem 2 below applies to environments for which
feasible fertility choices include the set defined by

DY ={[a,b] :0<a <b< T},
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that is, to environments in which parents may delay the birth of their first child, but
then are restricted to giving birth to their other descendants successively in time. In such
environments, if the child-rearing period [0,7] is long enough to allow the dynasty head
to replace all her living children in a dynastic optimum, n}, then A—efficiency can be
characterized as dynastic maximization.

Theorem 2 A—efficiency as dynastic maximization. Assume that D¢ C D and
ny < g hold. In this setting, an allocation a* is A—efficient —using the Birth-Date criterion
to identify potential agents— if, and only if, it is a dynastic optimum.

The intuition behind Theorem 2 is simple: the necessary condition in Theorem 1 implies
that the number of children corresponding to an A—efficient allocation cannot be higher
than the number of children of the first generation, nj , that the dynasty head would choose
as optimum. Thus, if 2n] < 7 is satisfied, then any allocation a, which is not a dynastic
optimum, is always A—dominated by a dynastic optimum with a different set of living
agents maximizing the utility of the dynasty head.

In environments with no altruism or finite horizon altruism, a straightforward implication
of Theorem 2 is that every A—efficient allocation must collapse in finite time. We state this
result formally in Corollary 2 below.

Corollary 2 Assume that D¢ C D and n} < % hold. If, in addition, preferences exhibit
no altruism or finite-horizon altruism, then every A—efficient allocation a* must satisfy
e;(i') = 0 and x(i') = 0 for each t > 2 and almost all i* € D'(i"). That is, in every
A—efficient allocation, the economy collapses in finite time.

To summarize the results in this section, the notion of A—efficiency is sensitive to the
criterion by which potential lives are distinguished from one another. To be more precise,
identifying potential agents by the date at which they may be born, rather than by the
agents’ position in their siblings birth order, reduces the set of allocations that can be re-
garded as A—efficient. Yet, even the weakest form of A—efficiency might be too demanding
in environments with finite-horizon altruism, as it requires that some of the agents obtain
an arbitrarily low income.

5 MILLIAN EFFICIENCY AS ROBUST P—EFFICIENCY

In the general setting, P—efficiency is associated to a sequence of functions UV =
{U, - F x 0,7) — R*} determining the utility attributed to the unborn. Then, for any ¢
and any potential agent of generation ¢, let U : F x [0,7]" — R* be defined, for all (a, i),
by .

P -+ Ut a;it, letGDtZ )

Uy (a357) = { L{tN((a;it)), otherwige.)
With this notation, an allocation a P—dominates an allocation a’ if for every ¢ and every
it € [0,7]" one has U (a;i*) > UL (a';4t), and there exists a period 7 and a set of individuals
D' € B[0,7]" of positive measure for which U (a;i7) > UF (a;47) is satisfied for all i” € D!

In their applications, GJT restrict the use of the term P—dominance to a particular
specification of the utilities attributed to the unborn for which the utility attributed to the
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unborn is constant, that is, ¢ (a;i’) = u, and their conclusions are analogous to those
discussed in the two period economy discussed in Section 2. The main problem is that
determining whether or not an allocation is optimal (i.e., P—efficient) becomes heavily
dependent on the specific value attributed to the unborn, an unknown number.

There are, however, other possibilities. For example, the utility level attributed to an
unborn agent might correspond to the lowest utility obtained by the agent’s living siblings,
that is, the utility function attributed to a potential agent i* = (i*~!,4;), if unborn, adopts
the form

Ny t—1 -\ inf {Z/{t(a;it_l,i) 11 E Dt(it_l)}, if nt(it_l) > 0,
Up (2,87 0) —{ inf {Uy(a; ') : it € D)}, if m(it1) = 0. (23)

Alternatively, we might assume that the utility attributed to an unborn agent is the average
utility obtained by their living siblings, that is,

% </ Ut(a;z't_l,i)di> ,if ng (a1 > 0;
t Dt(itfl)

1 L ot— . . . o .
m (/Dt(io) L[t(a,zt 1,2)6['&) s if nt(lt 1) =0.

With such specifications of the utility attributed to the unborn, an allocation a’ with more
individuals than an allocation a might not P—dominate the allocation a even though all
individuals living in both a and a’ are better off in the new allocation a’.

The specifications of the utility for the unborn given in (23) or (24) might not represent
the true preferences of potential agents and are, therefore, questionable. But any specifica-
tion is, in our view, equally questionable. This is the initial stumbling block for any attempt
to extend the Pareto criterion to compare allocations with different population size: there is
no way of knowing whether or not a potential agent would be willing to be alive in any given
allocation. Thus, rather than as assumptions on the utility obtained by non-born agents,
we regard these specifications as a means to represent normative principles that determine
under what conditions increasing or reducing the population size increases aggregate wel-
fare. For example, according to the principle underlying the notion of P—dominance arising
when each function U} is defined as in (23), a new life increases aggregate welfare only when
the agent is not worse off than any of his/her living siblings with the same tastes and ca-
pacities. After all, one might argue that, when applied with the Birth-Date criterion, the
notion of A—dominance also represents a questionable normative principle, according to
which a potential life should be worth living if the dynasty head decides that it is.

We should also emphasize that the P—dominance criterion arising, for example, when
each function U} is defined as in (23), does not state that replacing an allocation a by an
allocation a’ with more individuals obtaining lower utility than any of their living siblings
decreases aggregate welfare. If the dynasty head is better-off with the allocation a’, then
a and a’ become non-comparable with the P—dominance criterion. Despite the analogies
of the functions defined in (23) or (24) with well-known social welfare functions, as an
extension of the Pareto criterion, the P—dominance criterion associated to each of these
functions says nothing about whether or not any two living agents should redistribute their
resources. Thus, basing the P—dominance criterion on the specification given in (23) does
not imply that a P—efficient allocation must be symmetric, and using (24) does not mean

UN(a; it i,) = (24)
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that a P—efficient allocation must maximize the average welfare obtained by the living
agents. In fact, A—efficient allocations —that, as we have seen in the previous sections, are
not necessarily symmetric— are always P—efficient, and there are many other non-symmetric
allocations that may be P—efficient but are not A—efficient.

It is true that, while the Pareto criterion does not introduce distributive concerns at all,
when complemented with either (23) or (24), the notion of P—dominance does introduce
weak distributive concerns to determine under what conditions altering the population size
is better from the point of view of aggregate welfare. And why shouldn’t it? It would surely
be odd to reject a reallocation of resources involving a unanimous welfare gain because
some of the agents would envy those most favored by such a reallocation, when the agents
themselves have the opportunity to accept or reject it. But, again, one cannot be sure that
an increase in population size that makes the newborn envy all their living siblings is a true
welfare improvement as the newborn will never have the opportunity to accept or reject
that decision.

In the context of the two-period example in Section 2, it is easy to show that i) for each of
the functions determining the utility of the unborn defined in (23) or (24), the P—dominance
criterion rules out many allocations as being P—inefficient; i7) the P—efficiency of a given
allocation depends on whether potential agents are identified with the Birth-Order criterion
or with the Birth-Date criterion; and i) the P—efficiency of an allocation depends, in
general, of the utility function determining the utility of the unborn. Yet, Millian efficient
allocations arise as P-efficient independently of the criterion used to distinguish among
potential agents and also of the function determining the utility of the unborn. That is,
the P—efficiency of Millian efficient allocations holds no matter the principle determining
whether altering the population size increases aggregate is that captured by (23) or that
captured by (24). In fact, in the context of the example, the P—efficiency of Millian efficiency
holds if the utility attributed to the unborn coincides with the median, the ¢ quantile, or
the average utility obtained by the agent’s elder siblings. To summarize, one might take,
to determine the utility attributed to the unborn, any symmetric function of the utility
obtained by the agent’s living siblings. Formally, in the context of the example, a sufficient
condition to ensure the P—efficiency of a Millian efficient allocation is that each function
UN satisfies the following property:

Property S. For every t > 1, every i* € [0,m] and every ex-post symmetric allocation a
such that x,(i*) = x; and ny1(i") = ny1 one has

UN (a;i') = Uy(a;3") = Uy(a).

Theorem 3 establishes the equivalence between Millian efficiency and symmetric P—effi-
ciency in the context of the general setting described in Section 3. This equivalence requires
a weak (concavity) condition. Given a sequence € = {e;};°,, for an arbitrary ¢t > 0 and each
e, let the restricted value function V2. : [€;, +00) — R be defined, for every e; € [¢;, +0),
by

VP (e;) := max { max {L{tD(at; i) 1 e, (i7) > ¢, forall T >t + 1}} :
’ iteo,n)t | areF(ensit)
Note that, in contrast with the unconstrained value function VP, the constrained value
function V2, determines the maximum utility that agents born before ¢ can obtain from the
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consumption decisions of their descendants, provided each of these descendants is endowed
with at least €, units of resources.

Theorem 3 A characterization of symmetric, P-efficient allocations as Millian
efficient allocations. Assume Property S holds.

i) If @ is a symmetric, P—efficient allocation, then @ is Millian efficient;

it) If @ is a Millian efficient allocation and, for each t, the function V@% 1S concave on
[6:, +00), then a is P—efficient.

Observe that Theorem 3.i) holds without restrictions on the set of feasible fertility
choices. Therefore, the Milllian efficiency of symmetric, P—efficient allocations holds irre-
spectively of the criterion to identify potential agents. A characterization of any P —efficient
allocation seems subtler, since determining whether or not a non-symmetric allocation is
P—efficient depends on the specific functional form given to each function U}¥. Yet, The-
orem 3 suffices to rule out, as being P—inefficient, any symmetric allocation that is not
M—efficient (for example, Benthamite optima).

Theorem 3.77) establishes that, in regular settings in which value functions are concave
on a certain range, Millian efficient allocations are P—efficient as long as each function U¥
belongs to the class of functions satisfying Property S. Thus, just as an A—efficient alloca-
tion can be described as a P—efficient allocation for which P —efficiency holds irrespectively
of the utility attributed to the unborn, Millian efficient allocations can be described as
P —efficient allocations for which P—efficiency holds for a wide range of specifications of the
utility attributed to the unborn and, therefore, for a wide range of principles to compare
allocations with different population size.

P—efficiency and property rights. In Section 2, we express our concerns regard-
ing the possibility that A—efficiency might be incompatible with individual rights. In the
two period economy described in Section 2, this occurs when the amount of resources that
children can obtain with the labour capacity they are endowed with, w, is higher than aver-
age income received by children in a dynastic optimum, ej. Also, the allocation arising with
said distribution of rights is Millian efficient and, in view of Theorem 3 above, P—efficient.
Therefore, as in those environments in which achieving Pareto-efficiency is incompatible
with a distribution of rights and achieving Pareto efficiency from an initial status quo is not
Pareto improving —as occurs, for example, in environments with asymmetric information or
in overlapping generations economies facing macroeconomic risks—, it might be convenient
to adopt weaker notions of efficiency such as P—efficiency, just as it is useful to adopt
interim (incentive-constrained) efficiency!” in the presence of asymmetric information or in-
terim —or conditional- efficiency in stochastic, overlapping generations economies (see, e.g.,
Chattopaday and Gotardi, 1999).

In the latter case, achieving Pareto efficiency (ez-ante efficiency in this case) from an ini-
tial status quo requires policies —social security— that make a generation of agents worse-off
than they would be in the absence of such policies, which may, therefore, be time incon-
sistent. In our example, an analogous problem may occur. There, achieving A—efficiency
(or, with the Birth-Date criterion, dynastic maximization) requires that the dynasty head
accumulates debts that their descendants may not be willing to repay.

17See Holmstrém and Myerson (1981).
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In the Supplementary Appendix S.C, we explore, in the context of the general setting
in Section 3, the efficiency properties of a decentralized mechanism in which the agents,
endowed with well defined property rights on their labour capacities, trade in competitive
markets and are allowed to voluntary transfer resources to their descendants. While the
equilibria arising from the interaction of markets and families can only be A— efficient if
1) preferences exhibit dynastic altruism and 2) the non-negativity constraint on gifts and
bequests is never binding, it may be P—efficient under much more general circumstances.
In Theorem S.C.1 we show that, when equilibria are symmetric and prices satisfy an ap-
propriate transversality —or dynamic efficiency-condition, competitive equilibria are Millian
efficient and, hence, P—efficient. Thus, policies pursuing A—efficiency by altering these
equilibria may be time inconsistent.

6 CONCLUSIONS

In this paper, we have explored the properties of the notions of A—efficiency and
P—efficiency, proposed by Golosov, Jones and Tertilt (2007), to evaluate allocations in a
general overlapping generations setting with endogenous fertility and descendant altruism.
We have first argued that achieving A—efficiency may have different implications depend-
ing on the criterion we use to distinguish potential agents from one another. If we identify
potential siblings by their birth order, the set of A—efficient allocations is large, although
the youngest siblings in every family must devote most of their income to maximize the
utility of their parents. Therefore, A—efficiency might be in conflict with the individuals’
rights to use their labour capacity as they wish; and, in environments with finite horizon
altruism, it implies that the youngest children in almost every family obtain almost zero
resources to finance their own consumption and fertility plans. Things might get worse —for
everyone except the dynasty head— if we identify potential agents by their birth dates. In
this case, achieving A—efficiency requires that all children —that, in our setting, are equal
in their tastes and capacities— are treated symmetrically and therefore, it requires that all
agents in the economy must devote their entire income to maximize the utility of their
parents. Since, in our setting, the preferences of any agent on consumption decisions of
his/her descendants coincide with those of the dynasty head, A—efficiency reduces, there-
fore, to dynastic maximization. In environments with finite horizon altruism, for example,
A—efficiency is characterized by a collapse.

In the paper, we have also shown that these properties might not hold for P —efficiency.
At least, if the welfare attributed to the unborn —which we regard as a device that repre-
sents different principles determining under what circumstances new lives increase welfare—
depends on the welfare enjoyed by those living in a given allocation. More specifically, if the
welfare attributed to the unborn is a symmetric function of the welfare obtained by their
living siblings, then every Millian efficient allocation —that is, every symmetric allocation
that is not A—dominated by any other symmetric allocation—, is P—efficient. Finally, we
have provided a version of the First Welfare Theorem by showing that ¢) every symmetric
competitive equilibrium is a —statically— Millian efficient allocation; and, that i) if the
equilibrium is dynamically efficient, then it is both Millian efficient and P—efficient. Thus,
an important qualitative conclusion of Golosov, Jones and Tertilt prevails: in the absence of
non convexities, externalities, missing markets, dynamic efficiency problems, etc., the fact
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that fertility decisions are endogenous does not mean that markets fail to deliver efficient
allocations.

There are several directions that might be worth exploring. A first direction would be
to extend the results to environments in which the agents are heterogeneous. While an en-
vironment populated by agents with identical preferences exhibiting no altruism —or finite
horizon altruism— are probably extremely rare, an environment populated by heterogeneous
agents in which some of the agents’ preferences have these properties are probably less rare.
Thus, Corollary 1 may become more relevant in models with heterogeneous dynasties. We
should also point out that the symmetry restriction underlying the Millian notion of effi-
ciency requires that every two agents with the same characteristics are treated equally, but
this does not mean that agents with different characteristics are treated equally. Thus, in
models in which agents are heterogeneous in their characteristics (preferences, endowments,
preferences and endowments of their ancestors and, finally, the agents’ birth dates or the
agents’ order of birth with respect to their siblings), the Millian notion of efficiency may be
still applicable if we regard the symmetry restriction as requiring that any two agents of the
same generation with the same preferences and endowments —and for whom the preferences
and endowments of all their ancestors are also equal- must be treated symmetrically. If the
utility attributed to an unborn agent depends only on the utility attributed to those among
the agent’s siblings that are equal, then the equivalence between Millian efficiency and
symmetric P—efficiency will prevail. As in the setting studied here (in which many asym-
metric allocations might be regarded as P—efficient even when they are not A—efficient),
P—efficiency is consistent with symmetry but it does not impose symmetry.

A second direction would be to extend the results to a —perhaps— more realistic model
of fertility choice in which children are born at different periods of time —with at most one
child being born in any period— that, differently from the setting studied here, may be
relevant from the point of view of parents’ preferences. Note that, in this case, A—efficiency
might differ from dynastic maximization even if one uses the Birth-Date criterion to identify
potential agents. Yet, achieving A—efficiency might also be in conflict with children’s rights,
especially if some of the agents exhibit finite-horizon altruism. In such a model, the date of
birth of potential agents becomes relevant for their parents, and using P—efficiency as we
propose here might involve some difficulties.

Finally, as a third direction, it might be worthwhile to explore the consequences of
different fertility policies in environments in which other potential market failures arise,
such as pollution problems, missing markets, etcetera.

APPENDIX: PROOFS

Proof of Theorem 1. Let 3 be an A—efficient allocation. In order to show that (20) must be
satisfied, assume first that, for the allocation a, all fertility choices chosen at t belong to the set
DY, so that i, (i") = fiy41(i") is satisfied. Note that this assumption is without loss of generality:
since the agents do not care about the specific points in time at which their children are born,
for every A—efficient allocation, there must be an allocation whose fertility choices satisfy this
property that is also A:efﬁcient. R R

Write now Z; and ki1, respectively, for 7, = x;(i') and k1 = k9 Jr1(2'75). Also, for each

n € [0,7m], write €3,,(n) and D3, (n), respectively, for e}, (n) = [;'&u1(i',i)di and DZ,,(n) =
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Iy U, (3;i',i)di. With this notation, observe that the welfare obtained by the dynasty head by
choosing a feasible allocation with n < n;y; individuals born at period ¢t + 1, if all descendants in
the interval [0,n] take the same decisions as those corresponding to the allocation a, can also be
written as

a a
UP () = UP <eo — baln) — B P (B,0,m) — 4 (0), t*;(”)) _ i),
From the definition of A—efficiency, any allocation differing from a at a single point —or, in general,
on a set of measure zero— must be also A—efficient. Therefore, since both efﬂ and Dgfl are
integrable and the Lebesgue integrals €§+1 and Dthl are differentiable almost everywhere,'® there
is no loss of generality in assuming that both functions are differentiable from the left —and, hence,
continuous from the left—, at ny11. That is,

d= e (Me+1) St e (i i) di

. ~ t -~ .
= lim — =1 (1, Npy1);
dn n—N¢41 Nig4+1 — N
’n<ﬁt+1
-pa (5 M4l 9D (2.t 5\ 75
d Dt+1(”t+1) 1; fn ut+1(a,l ,1)di —UP . Gita
- 11 ~ - t+1(37Z 7nt+1)‘
dn n—ng41 Ng4+1 — N
n<ﬁt+1

Moreover, since a is A—efficient and the dynasty head cannot obtain higher utility by reducing
the population size, the left-hand side derivative of Uj at 1y satisfies

deD/a\ h\ ~ ~ EWZ
;(m) _ _b;(nm)DlUD(xt,Utﬁi(nm)) +
Th+1

+ [D2Ft+1(Ef+17ﬁt+1) —§t+1(it,ﬁt+1)] DyUP (ft, Ute-al(ﬁt-i-l)) +
+D3U” (7, UL (e41) ) +
1 S 5o - Da e
e (URAG A Fu) ~ URR ()| DaUP (& UBR (i)
t+
> 0.

With this observation in mind, we now show that condition (20), that is,

[Pyb @it ddi\  —p [Perg (it iydi | —p

lim [ dn L =V lim o =V, (@1(it, 7 25
A ( R el P i o1 (Cr1(i' Mey1))  (25)
n<ng4+1 n<ngyi

must be satisfied. To prove this statement, suppose it is false. Then select €41 < €41 (", ¢41) in
such a way that

ﬁt-&-l D /=~ it - .
) fn U7 1@ 4)di =D
lim = = Vir1(€t41)
N—ni41 Ntg+1 — N
n<ﬁt+1

is satisfied and consider an allocation a such that: i) at time ¢, agent i* chooses ny11 > Myy1; 1)
those individuals who were already living in @ receive exactly the same bundle; and, iii) those
individuals born at ¢t who were not living under a receive an endowment e;11(i',4;) = €41 and use

18See, e.g., Theorem 10 in Royden (1988, p.107).
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this endowment to maximize the utility of the dynasty head, so that €3, (n) = Jo €1 (i, i) di +
[Mi4+1 — m]e+ is satisfied. Since the number of individuals alive in the new allocation a is higher
than the number of individuals living in @, the left-hand side derivative of UtD 2 at n = Ny
coincides with that of Ut[fl. Also, the right-hand side derivative of Ug’f at n = Ngy1 18 given by

AT U (1) _ d U2 ()

dniiq dngyq

+ DU (3, UBS (1)) 11 (i, s 1) 8] > 0,

which implies that there exists 1441 > 11 for which the dynasty head —and, under assumption
A2, agent i’ —obtains more utility with the allocation a than the utility she obtains with 3. Thus,
some of the agents living in both a and 3 are better off with the former allocation than they
are with the latter, and no agent living in the two allocations is worse off. This contradicts the
assumption imposing that 3 is A—efficient, a contradiction that establishes that (25) —and, hence,
the equivalent condition in (20)— must be satisfied. Note that, if the value function Vt[}rl is concave

and, hence, satisfies VJ; = VtDH; then (21) follows straightforwardly from (20), which completes
the proof of Theorem 1. m

Proof of Corollary 1. Let a be an A—efficient allocation arising in an environment with no
altruism or with finite horizon altruism, and let ¢ > 1 and i* be arbitrary. As in the proof of
Theorem 1, we shall assume, without loss of generality, that D = D holds. As in this type of
environments, UP (a,i*) = u(x,(i*)) is satisfied, it is straightforward to show that the function W}
can be equivalently defined, for each e; > 0, by

VtD(et) = maX{Wt(et, 6t+1) e+l > O},

where, in turn, W; : R2 — R is defined, for each (e, e141) € R, by

Wi(es, ei41) = . m)agkg (0] {U(ﬂft) st +bo(n1) + kY <@ ] +npprer < Fl(k(1)7n1)}'
t+1° t+1 + )

It is straightforward to show that W; is strictly increasing in e; and strictly decreasing in e;41, so
that VP is a concave function satisfying VP (e;) = Wi (e, 0).

On the other hand, as the agents care only on consumption-fertility decisions of their immediate
descendants, it is also straightforward to show that, in every A—efficient allocation, for each
t > 1 and each i’ alive at t, i* (and, by Assumption Al, the dynasty head as well) must choose
(x¢(i"), k¢, 1 (")) to solve the optimization problem in the definition of W (e, fR+ edEs, (e, i")),
which yields

U,P(a,it) = Wt <€t7/ 6dE§+1(€,7;t)> .
R4

Therefore, Theorem 1 implies that

. 4. e 4. . 4.
o lim . Wi <et+1(z ,zt+1)7/ edEf, (e,1 ,th)) = lim Wiy (etH(z ,th),O).
Tt+1—Neg1 (it) Ry G 1 =g (it)
dep1<niq1(ie) i1 <ngp(it)

(26)
must be satisfied. Observe that the fact that W1 is continuous, together with the fact the two
limits in (26) exist imply that the limit

. .t .
o lm e (4, )
lt-’—l‘)ntﬁ—l(lt
Gpp1<ngt1(it)
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is also well defined. Taking this into account, to complete the proof of Corollary 1, suppose it does
not hold for, say, period 7 = ¢ 4+ 2. That is, there exists €19 > 0 such that for (almost) every
agent of generation 7 = ¢ + 2 alive in a one has e;y1(i't!,4;12) > €;40. Observe that this implies
that [ edEE, (e, it*1) > €19 must be satisfied for (almost) every agent ! alive at 7 =t +1. But
the fact that Wiy, is strictly decreasing in e;o implies that

. 4. 4. . 4.
o lim . Wi <et+1(z ,zt_H),/ edEf, (e, 1 ,zt+1)> < lim Wi (eq1(i,i441),0)
tt41—Neg1 (it) Ry tt1—Nep1 (it)
te41<ngpt1(it) it+1<ne+1(3¢)

(27)
must hold, which contradicts Theorem 1, a contradiction that completes the proof of Corollary 1.
|

Proof of Theorem 2. Let a be an A—efficient allocation in an economy for which D = D and
assume 2n] < 7 is satisfied. To prove Theorem 2, we proceed by steps: in a first step, we show that,
in the allocation a, the number of individuals obtaining an income above the average income e}
corresponding to a dynastic optimum is lower than the number of individuals n] corresponding to
such a dynastic optimum; in a second step, we show that, under the qualifying condition 2n] < 7,
we must have ny(i°) = n}, which, in turn, implies that @ must be a dynastic optimum.

Step 1. To prove Step 1, for each t > 1, each i’ € Bt(io) and each e > 0, let VtD’s(et, i') be defined
as the maximal utility that agent i'’s parent —or, in models with infinite horizon altruism, the
dynasty head— can obtain from i*’s descendants by endowing i¢ with e; units of resources, provided
each descendant i7 of i’ has to be provided with at least the same resources as the resources she
receives in a. That is,

VP3(er, i) = max  {UP(a:d) e (i) 26, (i) T > t; iT € DT(i%)} . (28)

ar€F (et;it)

With this notation, it is straightforward to show that, since a is A—efficient, one must have, for
every t > 1 and every it € D!(i"),

UP (ai') = VP2 (i) ). (29)

With this observation in mind, note that, for any allocation a arising as A—efficient in this un-
restricted setting, there is an allocation a satisfying 6t+1(it) = [0,R¢41(i")] for every i* € D!(:°)
that provides the dynasty head with the same utility as the utility that she obtains with a, that,
consequently, is also A—efficient. Thus, we can assume, without loss of generality, that 61(1'0)
adopts the form [O,ﬁl (io)] .Taking this is this into account, the fact that 3 is A—efficient implies
that the utility obtained with 3 by the dynasty head can be written as

1 (™ ps —D
Uy(3;i%) = max UZL’,/ VD’EEi,idi+n—n )% ey>:
(31 <eg,kg,zo>emx[o,n}{ (00 [ VP @i+ (= ) VY (el
g
¢’ + bo(n1) + kf < eo; C‘f+/ e (i)di + (n1 —ny) ef SFl(k%nl)}
0

for some n; € [O,ﬁl (io)] . Note that if n; = 0, the allocation a is a dynastic optimum. Therefore,
for the remaining of the proof we shall assume that n; > 0.

n
. —Dan . =,
Write now €9 and V; "' (e9), respectively, for e} = nl/ e1(i)di and
ny
0

PP (o) = max {1 T VP (e, (3), i) di — /1e1(¢)d¢:e§}.

e1:[0nq]=Ry (N1 J o nyJo
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Using this notation, it can be shown that the utility obtained with @ by the dynasty head can be
written as

U 5;1’0 = max U<:E,< >VDan1 +< —TH)VD ey>: 20
0( ) (egve¥7kf’m0)€RiX[0,ﬁ] { 0 ny ( ) ny 1 ( 1) ( )

n n
€1 Z g(f; ng + bo(m) + k‘f S Eo; C(IJ + (T;) €1 + ( - n1> 6‘1{ § Fl(k:‘f,nl)}.
1 1
Using the first order conditions characterizing a dynastic optimum, together with those character-

izing a solution (a:o, k:l, e9,¢e}) to the optimization problem in (30) and taking into account that

both Vl and Vl #™ are both concave —even if V o

that €9 > €} and €9 > e} must be satisfied.

It can be shown using the first-order conditions of (30) and those characterizing a dynastic
optimum- that, if €} > € > e}, then n1 < n} must be satisfied. Also, if € > e} > €} is satisfied,
then n; < n} must be satisfied. Therefore, in the allocation a, the number of individuals obtaining
an income above the average income e] corresponding to a dynastic optimum is lower than the
number of individuals nj corresponding to such a dynastic optimum, which completes the proof
of Stepl.

and VP are not concave— it can be shown

Step 2: ny(i”) = n}. Taking Step 1 into account, it is easy to see that a cannot be A—efficient
unless it is a dynastic optimum:. If it was A—efficient but it was not a dynastic optimum, it would
be easy to replace @ by a dynastic optimum a* such that most of the agents living in a*, except the
dynasty head and all those obtaining €] < e}, are not alive in 3. Such allocation a* would trivially
provide all agents living in both a* and @ with more utility than the utility that they obtain with
a, which contradicts the hypothesis stating that 3 is A—efficient but it is not a dynastic optimum.

Thus, every A—efficient allocation must be a dynastic optimum. Since dynastic optima are
trivially A—efficient, it follows that, in a setting in which D C DY, an allocation is A—efficient if,
and only if, it is a dynastic optimum, which completes the proof of Theorem 2. m

Proof of Corollary 2. Observe, that, under the qualifying conditions, D C D¢ and ny < %,
every A—efficient allocation a* must be a dynastic optimum by Theorem 2. Also, proceeding as in
the proof of Corollary 1, one must have VP (e;) = W;(e;,0) for each t. It follows that e, = 0 must
be satisfied for ¢ > 2, which completes the proof. m

Proof of Theorem 3. To prove i), assume Property S holds and let @ be an ez-post symmetric,
P—efficient allocation satisfying X;(i*) = Z; for each t and each i* € D(i"). To show that @ must be
Millian efficient, suppose it is not; that is, suppose there exists an alternative symmetric allocation
a that provides all generations of agents living in @ with higher utility. Since Property S holds,
choosing a instead of @ involves a welfare improvement from the point of view of the P—dominance
criterion, which contradicts the assumption imposing that @ is P—efficient and, hence, completes
the proof of the i) statement in Theorem 3.

To prove ii), assume Property S holds and let @ be a Millian efficient allocation such that each
function Vgt is concave on [e;, +00). To show that a is P—efficient, let ¢ be arbitrary and write

Vant(/e\t) as
D (6,) = m WP dE(e / dE
Ve’t(et) E:[€441,00 }a[ 1]eARL K <6t7/ St (e)dBe) )

which taking into account that Vg +41 1s concave on [€1+1, +00), implies that ;41 solves the sequence

of optimization problem in the definition of {Vg(@t)} oy Therefore, U (3,i') = VP () must
) ti I’
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be satisfied for each ¢ and each i’ € D(i%). Analogously, Uy(@;i®) = Vs (o) must hold for ¢ = 0.

Taking this into account, observe that if @ is not P—efficient, then it should be P—dominated by

the allocation solving the sequence of optimization problems in the definition of {Vé{?t(é})} op a
) t_

contradiction that establishes that @ is P-efficient and completes the proof of Theorem 3. m
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APPENDIX S.A: THE NOTION OF MILLIAN EFFICIENCY WITH ENDOGENOUS FERTILITY

In this Supplementary Appendix S.A. we characterize Millian efficient allocations.

A feasible allocation a € F is said to be ex-post symmetric (or, simply, symmetric) if
for any ¢t and any two agents ', #* € D'(:°) one has x¢(i") = x;(?") = x; and kP, (i") =
k¢ 1(7") = k7,;. A symmetric allocation is, therefore, represented by a pair of sequences
a={(kf,,z:) € R} x [0,m]},_ ,, satisfying the initial condition

o'+ bo(n1) + k7 < €p;
and, for each ¢ > 1, the feasibility constraint
¢+ Mg [ 4 be(nen) + k7] < Fu(ky,me); (S.1)

which, by writing e, for the amount of total expenditures e; = ¢} 4 by(n441) + k., or total
income, available to each middle-aged agent at t, can be equivalently written as t

(0] o
cf + npprer = Fy(kf,ng).

Denote by S the set containing all feasible, symmetric allocations.

Note that for every ¢, the utility obtained by the dynasty head from consumption and
fertility decisions of every two alive agents i* and 7 of generation ¢ with a symmetric allo-
cation a satisfies UP (a;7') = UP(a), where UP : & — R* is recursively defined, for each
t, by UP(a) = UP (a:t, Ugl(a)). The utility obtained by an agent of generation ¢ with a
symmetric allocation is Uy(a) = U(zy, UR,(a)).

Elsewhere (see Conde-Ruiz et alli, 2010), we have proposed a notion of efficiency, referred
to as Millian efficiency (or M—efficiency), to evaluate symmetric allocations with different
population size.! This notion results from combining the A—dominance criterion to compare
allocations with a restriction imposing symmetry on the set of allocations that can be
compared using that criterion. To be more precise,? a feasible symmetric allocation a € S
is M —efficient if there does not exist any other feasible allocation a’ € S such that U;(a’) >
Ui(a) for all t > 0 and U,(a’) > U,(a) for some 7 > 0. Observe that the formal definition
of Millian efficiency is entirely analogous to that of symmetric, Pareto efficiency arising
in OLG models with exogenous fertility. In standard, OLG economies,® the literature has
distinguished between static (or short-run) efficiency, which means that an allocation cannot
be improved upon by a reallocation of resources involving a finite number of generations,
and dynamic (or long run) efficiency, which means full efficiency.

The characterization of Millian efficient allocations presented in Conde-Ruiz et alli
(2010) —in economies without altruism— can be extended to in general setting studied in
this paper. In this extended characterization Proposition S.A.1 below shows that, in a
Millian efficient allocation, consumption and fertility decisions of every alive agent are com-
pletely determined by the sequence € = {€;},-, specifying, for each ¢, the amount of total

expenditures e; = ¢}* + by(M441) + Ef .1 of each agent of generation ¢. Formally:

1See also Michel and Wigniolle (2007).

2In our original formulation of the notion of Millian efficiency, all those symmetric allocations for which
fertility rates are zero from some period ¢ on are also ruled out from welfare comparisons.

3This distinction was first introduced by Balasko and Shell (1980).
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Proposition S.A.1 FEvery M—efficient allocation a € S satisfies for each t > 0

U/(a) = max {U:U,UDa e b (n Lk < B
(@) (kg 1,20)ERY x[0,7] ( 6 Ui ( )) t 1(1e41) +1 S €t
Fraa(kfpr, o) = iy 2 ”t+1€t+1} =W, (@, €41, US4 (@)) (S.2)

which, by Assumption Al, yields, fort > 1

vP@ = omax  {UP (@, URL (@) ¢ o + bilneg) + Ry <8

(k?Jrl 7$t)€R§- X [Ovﬁ]
o 0 -~ — D (> =~ D [~
Froa (kg mugr) — g 2 ”t+1€t+1} =W (et, Ct+1, Ut+1(@)) :

Proof of Proposition S.A.1. To prove Proposition S.A.1, it suffices to show that every
Millian efficient allocation must satisfy Uy (@) = Wi (€, €41, UL (@)) for t > 0, which, by Assump-
tion Al, implies that UP (@) = WP (€, €141, UL 1(d)) must also be satisfied for each ¢t > 1. To
show that Uy(@) = Wy(&;, €41, UL, (a)) is satisfied for ¢ > 0, suppose that @ is an A—efficient
allocation, and suppose that there exists a period 7 > 0 for which the pair (7{:\;’ 41, T7) corre-
sponding to the allocation @ is not a solution to the optimization problem in the definition of
W, (€r,€r41,UL 1 (@)). Select now a solution (%2 +1:T7) € x[0,7] to such optimization problem
and let @ be the allocation obtained from @ by replacing the term (74:\3 41, T7) by such solution.
This symmetric allocation is feasible because (Eﬁ 41, %7) must satisfy ¢ + by(nr11) + Eﬁ b <er
and Ft+1(Ef+1,ﬁt+1) — €71 > Mgy16441. Also, observe that, by Assumption Al, the fact that
U,(@) > U(z,,UP@)) = U, (a) is satisfied, implies that U”(a) > UP(z,UP(@)) = UP () is
satisfied. Therefore UP (@) > UP (@) is satisfied for all ¢t > 7 and, since both U and U” are mono-
tonic, UP(a) > UP(a) and Ui(a) > U,(a) are both satisfied for all + < 7. That is, if the term
(@2 41, T7) is not a solution to the optimization problem in the definition of W (€;,er41, UTDH(E)),
then @ is M —dominated by an alternative allocation a, a contradiction that establishes that both
Ui (@) = Wy (&, €41, UL 1 (@) and UL, (@) = WP (€, €141, UP,1 (@) must be satisfied for each ¢ > 0

and each ¢t > 1, respectively. ®

Since utility and production functions are concave and differentiable, an interior so-
lution (K41, 7;) to the optimization problem in the definitions of W} (a,é}ﬂ, up (Ei)) and
WP (€, €41,UP(@)) is characterized by the two feasibility constraints

~

A"+ be(Ner) + K = e, (S-3)
and R
Froa(kfps Mig1) — € = NeaCig; (5.4)

together with the first order conditions

D\U (2, U4 (a))
DyU (7, UR (@)

- ﬁt—l—h (85)

and
DU (ft, Ut’?rl (a))

DU (2, UR, (@)

by (Myy1) — Reyy = @1 — €1, (S.6)

5.3



after writing Ry for Ry = Dy Fypa (kg , g ), and Wypq for Wy = DoFipq (K7, Mey).

Equations (S.3) to (S.5) are almost identical to those characterizing symmetric Pareto
efficient allocations in an exogenous fertility setting? (except for the term b;(7;,1), which in
that case is assumed to be zero) and are necessary for Pareto efficiency. They simply impose
feasibility and that marginal rates of substitution between current and future consumption
must be equal to marginal return to investments in physical capital. The Millian notion
of efficiency imposes an additional condition, represented by equation (S.6) stating that if
marginal willingness to pay for children is not equal to marginal costs of rearing children,
then the marginal rate of return to investments in children must be equal to the rate of
return to any other investment, that is,

2/Et—&—l - /e\t—i—l _ ﬁ
b () — 2GR @)
e\l DU (20.UR, @)

That is, in a Millian efficient allocation @, consumption and fertility decisions of the
agents are completely determined by the total amount of resources e; available to the
agent, the total amount of resources ¢;,; available to each descendant and the average
utility UZ,(a) that the agent obtains from consumption decisions of her descendants.
Given a sequence e = {e; : €y = €y}~ , For each ¢t > 0, write e’ for the finite sequence
et = (eg, 1, €9, ...,¢;); and, write e~* for the infinite sequence of non-negative real numbers
et = {e; o = (€1, ). A consequence of Proposition S.A.1 is that, for every
t > 0, the utility that any agent of generation ¢ obtains with a Millian efficient allocation a

is entirely determined by the sequence (€, e~ "). Then, it follows from (S.2) that the utility
obtained by any agent of generation ¢ in a Millian efficient allocation @ can be written as

Ut(&) = wt(€t7?t) = Wt (/e\t7/€\t+17wﬂl(gt+17?(t+l))) )

where wP (¢;,e7!) is recursively defined, for any (¢;,e7%), by

th(é\ta?t) = WtD(é\tyé\tJrlath-&-l(/e\tJrh?(t+1))):
M(t—i—?))) _

. D/~ ~ D /~ ~ D /~
= Wi (e, @1, Wi (€41, Crpo, Wiy o (Crya, € =

In classical, OLG economies® with endogenous fertility, the literature has distinguished
between static (or short-run) Pareto efficiency, which means that an allocation cannot
be improved upon by a reallocation of resources involving a finite number of generations,
and dynamic (or long run) efficiency, which means full efficiency. This distinction is also
applicable to the notion of Millian efficiency, and we shall distinguish between static and
dynamic Millian efficient allocations. Formally:

Definition 1 A symmetric, feasible allocation a € S is statically M— efficient if there does
not exist another symmetric, feasible allocation a € S and a finite period T > 0 such that

~ ~

i) (kfiq,7e) = (kpq, 2¢) for allt > T

4See e.g., Blanchard and Fisher (1989, p.99).
>This distinction was introduced first by Balasko and Shell (1980).
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it) for allt such that 0 <t < T one has Ui(a) > Ui(a); and,
iii) there exists t such that 0 <t <T and Uy(a) > U,(a) is satisfied.

As we show in Conde-Ruiz et alli (2010), condition (S.2) in Proposition S.A.1 is sufficient
to characterize every statically Millian efficient allocation in economies without altruism. In
our extension to environments with altruism, static, Millian efficiency can be characterized
as follows:

Proposition S.A.2 i) Every M—efficient allocation a € S satisfies (S.2) and

UP(@) = max{w’(e,e"):e'>e'} =06
= max {WtD(a, eri1, v (epyr, e )t ey > 1)} (S.7)

for each t > 1; and

~ 5 50y — Lo 0> 50
Up(@) vo(€p, e ") rcrlleagc{Uo(x) e >e }
= max {Wy(eo, er1,0 (e1,€ "))t ex > €1}, fort=0. (S.8)

i1) Moreover, an allocation a satisfying the necessary conditions in i) is statically M— effi-
cient.

Proof of Proposition S.A.2. To prove that UP (@) = vP (&, e~") must be satisfied for each
t > 1, write vP (&;,e7t) as
D

=~ —t\ _ D (~ D ~—(t+1
vy (ér,€ ') = max {Wt (et,eHl,th(etH,e ( ))>},
et4+1>0

and suppose that there exists a period 7 > 0 for which the sequence €~7 corresponding to the
allocation @ is not a solution to the optimization problem in the definition of v?(€,,e77). Select
now a sequence ¢ © = {€,},. such that v (e;,e77) > vP(e;,e77) is satisfied for 7 > 0, and let
now @ be the symmetric allocation for which U (@) = vP (e;, ") is satisfied. Note that

U (@) = WP (@, e1,Ui11 (@) > WP (&, @1, Ui (@) = U (@)

must be satisfied for each t > 1. Moreover, the above inequality must be satisfied as a strict
inequality for t = 7. Finally, Assumption A3 and the fact that UP (@) > UL (a) is satisfied implies
that

Ui(@) = Wy (€, €41, UL 1 (@) > Wi (€, €41, US4 (@) = Ui (@)

is also satisfied for each ¢ > 1, and with strict inequality for ¢ = 7. This implies that the allocation
@ is not M—efficient, a contradiction that establishes that U (@) = v (€, ") must be satisfied.
Taking this into account, Up(@) = maxe, >0 {Wo(eo,e1,v"(e1,€71))} follows straightforwardly,
which completes the proof of the 7) statement in Proposition S.A.2.

To prove ii), let @ € S be an allocation satisfying the necessary conditions in 7). To prove
that @ is statically M—efficient, we proceed by showing that if there exists an allocation a that
M—dominates the allocation a, then there must exist an infinite subsequence 7 = {t1, 2,3, ...}
such that e, < € for each t € 7 > 1. To prove this statement, observe that the fact that
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Uo(@) = vo(€0,eY) and the fact that vy is non-increasing in e~°

is satisfied imply that €, < e
must be satisfied for some period t; > 0. Since vg is strictly increasing in e;, and non-increasing
in e7%, the fact that e %1 > e~ is satisfied implies that

UP(@) < o (@ &) = WP (Guseun,vn @, & H)) = U2 (@)

must be satisfied, which, in turn, yields
Uo(@) = wo (€0, €1, €2, ey €ty —1, Vi (€41, € 1)) < Up(a),

which contradicts the assumption imposing that @ M—dominates the allocation a. Therefore,
Up(@) > Up(@) can be satisfied only if there exists ¢5 for which &, < e, and WP (e, €,11, UL (@) >
Uy, (@) is satisfied. By applying the argument recursively, the existence of the subsequence 7T is
established. Also, since the allocation @ can only be dominated by a reallocation of resources
involving a infinite sequence of periods of time, the allocation @ must be statically M—efficient,
which completes the proof of Proposition S.A.2. m

A particular Millian efficient allocation is the allocation a* for which the restriction
et > 7! is not binding, that is, the allocation that maximizes the utility of the dynasty
head among feasible, symmetric allocations. In such allocation,

Up(z*) = Vi(eo) =: max Wy (€, e1, Vi”(e1))

e1€RL
where, for each t > 0, V. : R, — R is defined, for every e; € Ry, by

VP(er) = v/ (€,0) = max W, (e, €10, (e11,0)).
er+1€ERL

We should point out that, in the characterization given above, the fact that fertility
is endogenous does not play any specific role. Therefore, conditions characterizing static
efficiency in an exogenous fertility setting are almost identical to (S.7) and (S.8). The only
difference between the characterization of statically efficient paths for these two notions of
efficiency is that, in an exogenous fertility problem, is not a choice variable in the opti-
mization problem in the definition of W; (€, €41, UP (@) and WP (€, €41, UR,(@)). The
necessary conditions in Proposition S.A.2.7) imply that, if the dynasty head (or, in settings
with finite horizon altruism, any agent) is restricted to choose a symmetric allocation such
that e > e, she cannot do better than she does with @. These necessary conditions Condi-
tions (S.7) and (S.8) imply the static efficiency of an allocation @ because, for any allocation
a that M—dominates @, one must have e;, < ¢, for some ¢; > 0, which, in turn, implies
that e;, < e, for some ty > t;, and so forth.

As for the notion of Pareto efficiency with exogenous fertility, the static, Millian efficiency
of a given allocation @ does not preclude that all living agents can improve their welfare by
reducing total resources accumulated by some generations of agents with the allocation a.
In the proof of Proposition S.A.3 below, we show that if a statically efficient allocation @ is
not fully M—efficient (or, as it is usually found in the literature, dynamically M—efficient)
there must exist an infinite sequence {e;},-, satisfying

er < & and Wi(ey, e1, UP(Z)) > Wi(&r, €141, UP (@), for each t > 1, (S.9)
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which, by Assumption A1 implies in turn that the sequence {e;},, also satisfies
e, < & and WP (ey, e041, UP (T)) > WP (€, €41, UP (@), for each t > 1.

Thus, a sufficient condition ensuring dynamic efficiency of a statically Millian efficient path
@ is that such sequence {e;},, does not exist.

Here, an important difference between the properties of Millian efficient allocations and
Pareto efficient allocations —with exogenous fertility— arise. In the latter case, the set of
feasible allocations is convex, and the concavity of utility function U implies that each indi-
rect utility functions Wy(-, UP(Z)) must be quasiconcave. It is straightforward to show that,
when Uy(T) = Wi(e;, €41, UP(T)) is satisfied and Wy(-,UP (7)) is quasiconcave, condition
(S.9) can be written as

DWW, [€t7/€\t+17 UtD(aﬂ /Rt—l-l ~

e, < e and €, —ep > — — = (ep11 — € = — €ip1 — €

for each t > 1. Proceeding recursively, it is straightforward to show® that a sequence {e;},,
satisfying (S.9) cannot exist —which implies that @ is dynamically efficient— if

T ~ ~
.. H€t+1nt+1
hm ll’lf = = 0 (810)
Toe0 <t0 etRit1 >

is satisfied. In particular, for an allocation @ such that lim;_,. etg—tl = 1, limy_ oo Mgy = n*

and lim;_, o ﬁt_i_l = R* | condition (S.10) can be written as the standard dynamic efficiency
condition
R*>n".

It is in the analysis of dynamic efficiency where an important difference between the
properties of Millian efficient allocations and those of Pareto efficient allocations —with ex-
ogenous fertility— arise. When fertility decisions are endogenous, the indirect utility function
Wi (~, up (a)) is not, in general, quasiconcave. Due to these non-convexities, standard dy-
namic efficiency conditions need not be valid to identify efficient paths. Yet, a sufficient
dynamic efficiency condition can be obtained as follows.

For a given (et, €141, Uy +1) define

~ o~ ~D i .
m (etaetJrlaut—i-l) = inf

€t+1 — €41
(etset+1)<<(€,€t+1)

. ~D ~ o~ ~D
,e\ . : Wt (€t,€t+1,ut+l) 2 Wt (et,etﬂ,utﬂ)} .
t — €t
Notice that, when W; ( uy +1) is quasiconcave, the number 7, (et, €ri1, Uy +1) corresponds to
the slope of a indifference curve defined by W, (et, €141, Uy +1) W, (et, Cril, uﬁrl) evaluated
at (€, ep41). That is, for quasiconcave indirect utility functions we have

A~ o~ D AN
Bt UR @) = — e fPin Ui @) P
DQWt (et, Ct41, Ut+1 (a)) nt

6See, e.g., Lemma 5.4 in Balasko and Shell (1980).
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However, when indirect utility functions are not quasiconcave, the number (€, €41, U, (@))
corresponds to the steepest slope (on the set (e;, e;41) << (€, €141)) of the indifference curve
defined by W, (e, er41, UP (@) = W, (€, €11, UP (@)). Therefore

D\W, (6,641, UP(@) R
’/Tt(et7 €t+1, t+1(a)) = DQWt (et7 it UtD(a)) o )

and condition (S.9) can be written as
e < /B\t and é\t — €¢ 2 Wt(é\taé\t—l-la U£r1<a>> (é\t+1 — 6t+1) for each t Z 1.

Using this notation, in Proposition S.A.3 below we shown that the sufficient condition for
dynamic efficiency in Conde-Ruiz et alli (2010, Prop.5) applies also to this general setting
and provide a sufficient condition for dynamic efficiency that uses the sequence of implicit
prices {(R41, Wit1) b0 associated to a statically M—efficient allocation @ satisfying (S.10).

Proposition S.A.3 Consider a statically Millian efficient allocationa € S satisfying (S.10).
If

. er
lim inf p— _ —0 (5.11)
e (Htho e (€, €41, UR, (@) >

is satisfied, then a is also (dynamically) efficient. Furthermore, a sufficient condition en-

suring (S.11) is that
lim (b’T(O) - wT“) T+ - 0,

T—00 RTJrl er

18 satisfied.

Proof of Proposition S.A.3. To prove Proposition S.A.3, we first show that, if there ex-
ists an allocation @ that M—dominates the allocation @, then there must exist an allocation
a that also dominates @ and satisfies, for ¢t > 1

Ui(a) = Uy(@), UP(a) = UP (@), and ¢, < &,.

To prove this statement, assume, without loss of generality, that a satisfies the necessary
conditions for Millian efficiency in Proposition S.A.2. Taking this into account, an allocation
a satisfying the required properties can be constructed from the allocation a as follows.
Pick up any period 7 > 1 for which U.(a) = W.(¢;,é-41,U2,(a)) > U.(a) is satisfied
and select el < e in such a way that W.(el,e,41,U2,(a)) = U,(a) is satisfied. Notice
that, by Assumption Al one must have W2 (el e 1, U2 (a)) = UP(a). Then let a' be
the allocation obtained from @ by replacing the term (k°Z,,) by the solution (k°!, 1) to the
optimization problem in the definition of W, (el, €, 1,UZ ,(@)). Note that, since @ satisfies
the necessary conditions in Proposition S.A.2 and w?_, is non-increasing in e;, we have

T—1
U (at) = W2, (€1, er, WP (er, €40, U4 (@) = UP(@). Thus, U2, (2') > U2,(@)
and, hence, U, 1(a') > U, ;(a) must be satisfied, that is, the allocation a' dominates
the allocation a. Proceeding iteratively, it is straightforward to construct an allocation @
satisfying the required properties for each t: 1 <t < 7, which taking into account that 7 has
been selected arbitrarily among those periods for which U, (%) > U, (7) is satisfied, establishes
Step 1). The remaining of the proof is exactly analogous to the proof of Propositions and

in Propositions 4 and 5 in Conde-Ruiz et alli (2010). m
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S.A.1  Dynamic efficiency and transversality conditions in dynastic problems.

A particular Millian efficient allocation is the one maximizing the utility of the dynasty
head among symmetric allocations, that is, the Millian efficient allocation @ for which

UP @) =vP(6,0) = VP(g), fort > 1

and
Up(@) = E%{Wo(ao,el,vf(em}.

Note that such allocation must satisfy the necessary condition for dynastic maximization

UP (@) = max. {WtD(a, €111, wﬁl(et+1,?(t+1))}, for each ¢ > 1. (S.12)
€t+1=2

However, there exist many allocations satisfying this condition. In concave settings, the

sequence {€;},., corresponding to a dynastic optimum can be identified as that satisfying

the transversality condition

T—o0 el

T ~ ~
lim inf || <M> — 0. (S.13)
t=0

Unfortunately, standard transversality conditions might not work in non-convex settings.
Yet, it is straightforward to show that the dynamic efficiency conditions in Proposition
S.A.3 are sufficient transversality conditions ensuring that an allocation satisfying (S.12)
corresponds to the dynastic optimum.

S.A.2  Other environments with finite horizon altruism

Some of the results obtained above can be easily extended to other environments in which
the agents care about some of the decisions of their immediate descendants, even though
Assumptions Al and A2 are not satisfied. As an example, suppose the agents care about
their immediate descendants’ wealth during their second period of life, that is, preferences
are represented by utility functions of the form

: . 1 . .
Upa,i') =U <X(Zt)> m/D (})uD(etH(zt,zHl))dth) )
1 (2t

where U is strictly increasing and concave on R?, and u” is also strictly increasing and

concave. Note that, when applied to symmetric allocations, such preferences give rise to a
utility function U, defined, for each ¢t > 0 and each symmetric allocation a, by

U(a) =U (33t,UD(€t+1)) :

With these preferences, Assumption A2 is not satisfied. Yet, in this case, it is easy to prove
that U;(a) = Wi(er, €41, uP (€;51)) must hold for any Millian efficient allocation. Differently
from the characterization given in Proposition S.A.3, statically efficient, Millian efficient
allocations can be characterized, in this case, as those satisfying, for each ¢ > 0

Uy(a) = max {Wi(€, err1, uf (1)) t €41 > G } -
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Dynamic efficiency conditions, however, are entirely analogous to those in Proposition S.A.3.

In the setting described, the main results obtained in the paper must be slightly modified.
First, if the function u” is strictly concave, then every A-—efficient allocation must be
symmetric and can be characterized as a Millian efficient allocation for which, at each point
in time, €;,1 solves, without constraints, the optimization problem

max {Wt(é\t, i, ul (eip)) t €pyr > 0} )

Thus, although A—efficiency does not drive the economy to a collapse, the set of A—efficient
allocations does reduce, typically, to a singleton. Second of all, when the functions deter-
mining the welfare attributed to the unborn satisfy Property S (see Section 5 in our paper),
every symmetric, P—efficient allocation can be characterized as a Millian efficient alloca-
tion. Third, competitive equilibria —which in this setting are necessarily symmetric— are
statically efficient and, under certain conditions, dynamically efficient and P—efficient. A
competitive equilibrium might also be A—efficient, but only if the non-negativity constraint
on gifts and bequests is not binding.

As another example, suppose that the agents care about their immediate descendants’
middle-aged consumption during their second period of life, that is, preferences are repre-
sented by utility functions of the form

: , 1 mot - ,
Upasi') =U (X(Zt)> Nt (i) /D @) uD(Ct+1(Zt»@t+1))dzt+1) ;
t+1 (3¢

where U is strictly increasing and concave on R and uP is also strictly increasing and
concave. In this case, when applied to symmetric allocations, such preferences give rise to
a utility function U, defined, for each ¢ > 0 and each symmetric allocation a, by

Ui(a) =U (fﬂtqu(Eﬁu)) .

it is straightforward to show that, in any M—efficient allocation @ and for every t, the
vector a; = (¢}",¢f, 1,41, kf,,) must solve a problem closely analogous to that in the
definition of W;(&;, €41, u” (%)), with an additional constraint of the form ¢%, > ¢,.
Thus, those allocations for which Uy(a;) = Wy(e;, €41, u” (¢)%,))-that is, those allocations
for which the constraint ¢* > ¢* is not binding— trivially satisfy such necessary condi-
tion of M—efficiency and, therefore, form a subclass of all possible M —efficient alloca-
tions. By writing Cy(é, €41, u”(¢)2,)) for the solution to the optimization problem in
the definition of Wy (€, €41, u”(C%,)) and by letting wp (e, e™*) be recursively defined by
wP (@, e7t) = uP (Cy(&, €1, WE (€112, 6 11D), it is straightforward to show condition i)
in Proposition S.A.2 is necessary and sufficient to characterize statically M —efficient paths
within the class of allocations for which Uy(Z;) = Wi(€r, €11, up’ (¢7L,)) is satisfied. As for the
previous example, dynamic efficiency conditions, however, are entirely analogous to those
in Proposition S.A.3.

In such a setting, no matter whether the constraints ¢/* > ¢}* are binding or not, the
qualitative results obtained in this paper extend to environments with this type of altruism.
In particular, A—efficiency —when applied with the Birth-Date criterion— reduces to dynastic
maximization, which implies that e, = 0 and ¢}, = 0 must be satisfied and, therefore, drives
the economy to a collapse. Also, similar results to those in Theorems 1 and 3 in the main
paper hold.
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APPENDIX S.B: ON CONCAVITY OF VALUE FUNCTIONS IN A MODEL WITH INFINITE
HORIZON ALTRUISM

In this Supplementary Appendix S.B, we provide conditions ensuring the concavity of
value functions, as well as an example of an economy for which value functions are non-
concave.

Only a few papers have explicitly studied whether or not value functions arising in
standard models of endogenous fertility are concave. Two important exceptions are Alvarez
(1999) and Qi and Kadaya (2010), although they both focus on value functions arising when
the dynasty head is restricted to select symmetric allocations. The first paper focuses on
Barro and Becker’s (1989) model and shows that the optimization problem in the definition
of the value function can be transformed in such a way that the feasible set is convex and
the utility function is concave, which suffices to ensure concavity of the value function. The
latter provides conditions ensuring the concavity of symmetric value functions in a more
general setting, but it does it at a cost: fertility choices must be bounded from below by a
strictly positive number.

S.B.1  Concavity of value functions in an extension of Barro and Becker’s model

Although Alvarez’s paper focuses on the restricted value functions arising in Barro and
Becker’s model, its arguments can be easily extended to the unrestricted value functions
arising in more general models with truly overlapping generations. That is, to models for
which costs of rearing children are linear —i.e., b;(n;41) = bny1— and that utility functions
adopt the form

UP (20, ughy) = ulwe) + Bndiqufy = u(we) + Bnf U (21, ughs) = oo
where u (+) is concave and, since we are imposing that UP must be non decreasing, 0 <
v < 1 is satisfied whenever w (-) is positive valued and v < 0 is satisfied whenever « (-) is
negative valued.

Assume, without loss of generality, that D = D° holds, so that fertility choices are com-
pletely detemined by a sequence n = {nt+1 . [0,7]" — [O’ﬁ]}t:O,l,Q . In this context, the util-
ity UP (a; i) that the dynasty head obtains from consumption and fertility decisions of her
descendants of the dynasty initiated by agent ' at ¢ can be written as

UPE) =3 [N )

where Ny(i*) = 1; th(it) (N (3%))" u(xe (%)) di* = u(x¢(i%)) and, for each 7 > t and each i” €
D™ ("), N.(i7) = N¢(47 1, 4,) is recursively defined by
N,(i") = No_1(i" Hn ("1 =
= NT—Z(iT_2)nT—2<iT_2)nT—1(iT_l) - H::t-i-l nS(is_l)'
Recall also that VP(e;) can be defined as the maximum of UL (a;i') (for an arbitrary ')
among all sequences {(k%,,,x,): [0,7]" — R} x [0,7]}__, satisfying the feasibility con-
straints -
e (@) + bnesa (i) + k7 () = e
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for 7 =t; and

[ @ 4 n ) [ ) + o)+ (] a7 < [ F )
D (i) T (it)

for 7 > ¢t. Write now, for each 7 > ¢ and each 7 € D7(i*), X, (i7) for X, (i7) = N.(i7)x, (")
and K11 (") for K41(47) = N-(¢7)k2_,(¢7). With this notation, the optimization problem

in the definition of V’(e;) is equivalent to that of choosing {(K2,,X,) : Rl — Ry} _ to
maximize -

it _ > T—1 “T\7Y XT(ZT) T
UP(x;i") = ;B /DT(M N-(i")"u (NT(Z'T)) di

-y / UA N, (), X(7))di

D7 (it)

T=t

among all sequences {(Kﬁﬂ, X:) R, — Ri}‘l'zt satisfying

CP (") 4 BNy (1) + Kiga (i) = ey

for 7 =t; and

J

for 7 > t. Therefore, when U4 is concave, the optimization problem in the definition of
VP (e;) is a concave program with a concave objective function and a sequence of constraints
that define a convex set. Thus, if VP (e;) is well defined for every e; > 0, VP must be
concave, which taking into account that U4 is concave, implies, in turn, that the allocation
maximizing the utility of the dynasty head must be symmetric. If, in addition, U4 is strictly
concave, the solution to the optimization problem in the definition V;(€;) must be unique,
and the set of A—efficient allocations reduces to a singleton. Notice that the economy
studied by Barro and Becker satisfies these conditions.

(Cot7 ) + C (i) + BN, (i7) + Krya (i7)) di™ < / F (K (™ 1), N.(i" 1)) di.

T T
+ R

S.B.2  Concavity of value functions in an extension of Razin and Ben Zion’s (1976)
model

But Alvarez’s arguments cannot be applied to settings that extend the model of Razin
and Ben Zion, in which
U (4, ugyy) = ulz,) + Bugy,

where u is homothethic.

To be more precise, assume that production functions are time invariant —i.e., F; = F
¥t > 0— and costs of rearing children are also time invariant and linear —i.e. by(n441) = bngyq
Vt > 0. In this setting, it is easy to see that each function WP (and, hence, each func-
tion ;) defined in the Supplementary Appendix S.A is both time invariant and separable.
Specifically, for each t > 0 and every (&, €1, Uf;) € R2 x R, the function W} can be
written as

WP (@, €1, Ufy) = W (€, &) + BUS,
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where W : R? — R is defined, for each (€, €1) € R%, by

W(et, err1) = max {u(a:t) O by (i) HEDy < @ F(KD g, i) —€hyq > nt+1€t+1}.
(kf+1750t)€R3_><[0,ﬁ]

More specifically, assume that the utility function u adopts the form

() = 5 (0ln)),

where v : R — R is non-decreasing, positive valued, concave, differentiable, and linearly
homogeneous. Also, write f(k™) for f(k™) = F(k™, 1) and assume that the following holds:

im (6 k™) fR™) = F(R™)] > 0. (S.14)

With these assumptions, capital per worker k°(eq, e;11)/n(es, €141) corresponding to a solu-
tion (e, e;41) to the optimization problem in the definition of the indirect utility function
W (e, e411) depends only on e, 1, that is

ko(et7 €t+1)

=k"(€e41).
n(etaetJrl) ( tH)

Also, the indirect utility function adopts the form

0

1 (&
Wer, er41) = 0 (5(6—;1)) ’

where £ : R, — R, is the expenditure function defined, for each e;;1 € R, by

£(er41) = min {c;” + (b+ foet — w<€t+1)> n, + <ﬁ) ¢ o ov(my) > 1};

z €R3 R(€t+1> €t+1

and the functions R(-) and w(-) are implicitly defined by

5(€t+1) = €41,

R(ei1) = ft/+1(km<€t+1));
and

w(err) = f(K™(ery1)) — ™ (er1) f(K™ (€141))-

S.B.2.1 Necessary and sufficient conditions for concavity of the value function In
the setting described, the value function V? is also time invariant and satisfies, for each
ec R, by

VP(e) = max {W(e, ') —I—VD(e’) = R+} i

where, in turn, VD(e’ ) —defined in (12) in the main paper— is the maximum average utility
that the dynasty head obtains by providing her immediate descendants with an average
income €', that is,

V)=  max { / VP(e)dE(e) : / dE(e):e’}.

E:R+—)[0,1] EAR+
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Taking this into account, it is straightforward to show that VP is concave if W is concave.

In turn, the concavity of the indirect utility function depends on the properties of the
expenditure function £ and, to be more precise, on the properties of the function m : R, —
R, , defined, for all e € R, by

R(e E(e
e - B _ £
n(e,e)  e&’
Thus, m determines the inverse elasticity of current expenditures with respect to future
incomes. It is straightforward to show that for any given growth path {e;},., we have

n(es, err1) <etef1

_ = m(e .
D2W(€t>€t+1) €t ) (Hl)

D1W(€t, €t+1) . R(€t+1) _ (€t+1

That is, in an efficient allocation, the ratio of the implicit interest rate to the rate at which
total income grows is completely determined by m(e;1). Observe that a non-increasing m
is a necessary condition for quasi-concavity of the function W. Also, it is straightforward to
show that a sufficient condition ensuring that W is concave is that the function [ : R, —
R, defined, for each e € Ry, by I(e) = 2:8 = em(e) is non-increasing.

S.B.2.2  FExamples of non-concave indirect utility functions Unfortunately, the func-
tion m might be non monotonic. As we show in our previous work (see examples 2 and 3 in
Conde-Ruiz et alli, 2010) examples of a non-monotonic m can be easily obtained for utility
and production functions of the form

o
g—1 o—1|o-1

[77” ()7 +7°(c0) ™ " () } , o #1,

n

v(xy) = . .
()" (941)" (i)™, ifo=1,

where and v 4+ ~v° + " = 1; and

1 17 2

LMKY»+Buf%y4,ﬁp¢L

F(K,L) =
b (K)? (L)?, if p=1.

Linear technologies. The simplest family of examples corresponds to economies in which
the productions function adopts the linear form F(k7,n,) = Rk} + wn,, where R and w
satisfy bR > w. This condition ensures that condition (S.14) is satisfied, which, in turn,
implies that £(0) > 0 is satisfied. In this case, the expenditure function £(-) is concave
and the indirect utility function W is quasiconvex. Moreover, the function m decreases if
consumption goods are complements, that is, if 0 < 0. For o > 0, the function m is single
peak, that is, there exists a unique point e* such that m is decreasingly monotonic on (0, e*)
and increasingly monotonic on (e*, 00).

Cobb Douglas preferences and non-linear production functions. When preferences adopt a
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Cobb-Douglas form corresponding to o = 1 we have

m(e) = ( e >‘1 ) (’y”f(k;m(e)) B PanO[f’(kT’?y(oej_gi):km(e))] > -1 i
J'(km ()b + km(e)) (757) F k()b + km(e)] (o)

(P fEE) D\
- (f'<km<e>>[b+km<e>] 7)

In this case, the function m(-) might be increasing or decreasing depending on the properties
of the production function. More specifically, for a CES production function we have

p=1

f(k’m(e)) o A(k}m(e))pp + B B km(e) B (k‘m(e))%

FHmE)b+ kO]~ Am(e) b bt k() B+ RmE] AT A

which, taking into account that £™(-) is increasing, implies that m(-) is single peak (as
defined above) if inputs are substitutes, i.e. p > 1.

S.B.2.3 FExamples of non-concave value functions The non monotonicity of the
function m might also induce non concavities in the unconstrained value function V', that,
in turn, may introduce differences between the unconstrained value function VP and the
constrained value function VP. To see why, suppose m is single peak, that is, suppose
there exists e* such that m is decreasingly monotonic on the interval [0, e*) and increasingly
monotonic on [0,00). If m(e*) < 1, there are two potential steady states of the dynastic
maximization problem, el and e? satisfying first order conditions for dynastic maximiza-
tion, which, applied to a steady state e,, reduce to m(es) = [13 If both e! and €? satisfy
both second order conditions —given by DiW (e, e) + DWW (e, e5) < 0 for each e > e,— as
well as transversality /dynamic efficiency conditions —given by 7(es) > 1— for dynastic max-
imization. Both steady states el and e? are, respectively, the solutions to the optimization
problems in the definition of the —constrained— value functions V?(el) and VP (el). In this

case, we can explicitly compute the constrained values V?(e!l) and VP (el) as

W(el el) W(e?, e?)
Dy 1\ __ S) S D/ 2 _ SIS
Vv (65)_—1—5 and V7 (e3) -5
Suppose now that there exists A € (0, 1) satisfying, for a steady state e, € {el, e
1 2 Dy 1 D2 W (es, es) D
Wi(es, Aeg + (1 —N)es) + AV 7 (ey) + (1 — N) V7 (e3) > -5 =V"(es). (S.15)

Observe that the term at the left hand side of (S.15) is the welfare obtained by the dynasty
head from her descendants if a) total income available to each immediate descendants is
es; b) each immediate descendant provides with el units of income to a proportion A of her
immediate descendants and with €2 units of income to a proportion (1—\) of her immediate
descendants; and, ¢) each of the two groups of descendants select the symmetric allocations
that maximize the utility of the dynasty head among symmetric allocations. Thus, the term
at the left hand side of (S.15) is the welfare obtained by the dynasty head with a particular
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feasible, non-symmetric allocation that provides the dynasty head with at most the same
utility than the allocation that maximizes her utility among feasible allocations. Hence,

VP(es) > Wi(es, Ael + (1 —N)e2) + ABVP(el) + (1 — ) BVP(e?) > VP(e,),  (S.16)

therefore establishing that VP is not concave in a neighborhood of e,.

Inequality (S.16) holds for many preferences and production functions for which the
function m is single peak —in the sense described above. More precisely, for Cobb-Douglas
preferences and a CES technology, if

0 o 11 1\ 2
; and, FI(k7yy,muga) = <[kt+1]2 +3[”t+1]2> ,

Wl

0=-03b=1 =05 v(z,) = [¢]"c], ]

then el = 7.07, e2 = 127.33 and (S.16) holds for e, = €2 and A > 0.66. In the case that
both preferences and technology are represented by CES function, if b= 1; g = 0.71;

1 1 2
0= —1ib=1B=040(w) = 5 [(@)+ (Fn)* +m)?] 5 and,
1 1) 2
Flkgmn) = ([k2a]? +30eal?)

then el = 4.30, €2 = 30.63 and (S.16) holds for e, = €2 and A > 0.08.

The intuition of why non-convexities in the feasible set might generate non-concavities
of value functions is the following: when W is not quasiconcave, the function defined by
H(e) = W (e, e) is not increasingly monotonic. More precisely, in the examples given above,
H reaches a local maximum at the point e* > e! satisfying m(e*) = 1 and a local minimum at
the point e, € (e*, e?), for which m(e,) = 1is also satisfied. Thus, even though transversality
conditions impose that W (e, e2) > W (el, el) is satisfied, the difference W (e2, e2)—W (e}, el)
is small.

Further, it can be shown that, when this occurs, the highest steady state €2 is unstable.
That is, the policy function, that is, the function P : R, — R, satisfying, for each e € R,
VP(e) =W(e, P(e)) + VP (P(e)) crosses the line defined by e;; = ¢; from below. Hence, if
the dynasty head initial wealth is close to €?, she is almost indifferent between 1) staying at
the steady state e€2; 2) initiating a sustained growth path for which the income available to
each of her descendants is higher and higher and fertility rates are lower and lower; or, 3)
initiating a growth path for which the wealth available to each of her descendants is lower
and lower and fertility rates are higher and higher, driving the economy towards the steady
state el. Since consumption goods and the number of children are substitutes, the welfare
obtained by the dynasty head with either one of these three alternatives is (almost) the same.
But, if the dynasty head is not restricted to treat all of her descendants symmetrically, then
she can do even better by providing some of their descendants with a relatively low income
s and some of their descendants with a high income e?

s
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APPENDIX S.C: EQUILIBRIUM BEHAVIOR

In this Supplementary Appendix S.C, we explore the efficiency properties of a notion
of decentralized equilibrium that, as in GJT, results from the combination of the notion
of competitive equilibrium and the notion of subgame perfect equilibrium of a voluntary
transfer game played within families. Differently from GJT, we assume that ¢) altruism
may not be dynastic necessarily; and i7) gifts or bequests cannot be negative. As GTJ and
other authors exploring transfer games with descendant altruism, such as Leininger (1986),
Bernheim and Ray (1989) or Schoonbroodt and Tertilt (2014) we also assume that éii) the
agents can only observe their own gifts or bequests and those chosen by their parents; and,
iv) parents cannot condition their gifts and bequests on their children’s behavior.”

While assumptions i) and i) seem natural in a setting in which the agents are not
altruistic towards their ancestors and the agents live, at most, for three periods, iv) requires
an explanation. After all, parents might introduce legal clauses in their wills that prevent
their children from using their bequests in ways that contradict these wills. On the one
side, if these clauses were easy to enforce, there would be no need to refine the notion of
subgame perfect equilibrium to determine intrafamiliar transfers. As we shall discuss below,
in dynastic models, the multiplicity of subgame perfect equilibria arises because the gifts or
bequests that any agent would be willing to leave to her immediate descendants depends
on the gift or bequest that these descendants decide to leave to their own descendants,
and so on. With such clauses, the dynasty head would be able to control her immediate
descendants’ gifts as well as their own. Since the function U” determining the utility that
the dynasty head obtains from consumption decisions of her descendants has been defined
recursively, then any agent’s preferences on consumption decisions of her grandchildren
coincide with those of her own children. Thus, by controlling the gift behavior of these
children, the dynasty head is able to control the sequence of gifts and bequests of all her
descendants. Therefore, in the only possible subgame perfect equilibrium arising with such
clauses, transfers must maximize the utility of the dynasty head among all possible sequences
of (non-negative) gifts or bequests.

On the other side, under Assumptions Al and A2 in our paper, parents’ preferences
and those of their immediate descendants may differ only in the amount of resources that
they would be willing to provide to the latter’s own children. Therefore, if bequests are
imperfectly observable to outside observers, clauses that limit the amount of resources that
an agent’s children may transfer to the agent’s grandchildren will be costly to enforce,
mainly because such transfers will benefit the two generations of agents involved affected
by such transfers: the agent’s children and his/her grandchildren.

In this Supplementary Appendix S.C, we focus on the scenario in which achieving effi-
ciency seems harder, and therefore we do not allow, initially, for this type of clauses. Yet,
we shall discuss its effects briefly after a closer look at the equilibrium without clauses is
taken.

"Golosov, Jones and Tertilt adopt assumption iv) in GJT (2007, Sec.4). Assumption ii), required, in a
general setting, to ensure that the agents’ strategies depend only on the wealth inherited from their parents,
follows, in their 1-period setting with dynastic altruism, from Subgame Perfection, as explained in GJT
(2007, p.1060).
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S.C.1  The voluntary transfers game.

Assume that there are two markets operating at each date ¢ > 0: a financial market,
that allows agents to lend (or borrow) an arbitrary amount k7, ; of the homogeneous good
in period ¢, and obtain (or pay back) a return equal to R;1k{ , units of the same good in
period t + 1; and, a spot job market, in which labor is exchanged against the homogeneous
good at a price w;. We shall assume, without loss of generality, that D = D holds.
Since the agents’ preferences may exhibit descendant altruism, each type ' of an agent
of generation ¢ might be willing to transfer, at period ¢ + 1, an amount g;1(*,4;.1) > 0
of the numeraire to each of her immediate descendants when they reach their middle age,
which we may refer to as a bequest or a gift depending on whether or not the agents
live for one or two periods. By choosing such gifts, parents determine the income scheme
er1 (1, 4i11) = wy + g1 (1, 401) > wy —and, therefore, the income distribution E;l(-,it)
available to their descendants. Recall that, for each e, E? (e,i") represents the cumulative
probability that a randomly chosen descendant of ¢ is endowed with at most e units of the
homogeneous good if i* chooses an income scheme €;,1 () .

. . ‘ .. 55D .

For any allocation a, each period t and each agent i* € R, , write U, ,(a;3") for the aver-
age utility that agent ¢ obtains from consumption and fertility decisions of her descendants;
that is,

_D ‘t 1 D ‘t . .

Upy(37) = —x U1 (a5 g1 )digys

Ney1 (i) D1 (i)

If the agents hold correct expectations both on future prices (represented by a sequence
p T ={R- w,} -, +1) and on their descendants’ future consumption and fertility decisions,
then an agent in her middle age at time ¢, whose income available to finance her consumption,
fertility and investment decisions is given by e;(i') = w; + ¢;(i*), and who provides their
immediate descendants with an endowment described by the function e 1(+) = w1 +
gi11(+), will choose her consumption-fertility bundle z;(:*) and her savings k(") to solve

77D - m o .
max - {U (xt;ut—i-l(a;lt)) Doyt be(ngn) + kY = e(i);

,:ct)ERix
/ 6dEf+1 (G,it) — Uh;,.;| } = Wp,t (et(it)v/ edEze+1 (eait)vutD-ﬁ-l(a;it)> '
Wi41 We41

Observe that, by Assumption Al in our paper, any solution (k:;k 1 x;f) to the optimiza-
tion problem above in the definition of Wp,t(et,etﬂ,uﬂl) is also a solution of the opti-
mization problem in which the objective function is replaced by UP (xt,u? ) We shall
denote such optimization problem by Wp%(et, €11, uﬁl). Proceeding recursively, it follows
that the consumption, investment and fertility decisions taken by an agent of generation
t are completely determined by the agent’s income e;(i*), the sequence of income schemes
e = {er,: 0,7 — RJF}T:LQW chosen by the agent and her descendants (which, in

turn, is determined by the sequence of gifts schemes g™* = {gi4.- : 0,7 — Ry}

(k24

Cip1 = Rey1kiyy — e

)
T7=1,2,...
and the sequence of prices p~f. Therefore, ¢ and p determine the —indirect— utility payoffs
obtained by all agents with a sequence g of voluntary transfers.
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Since gifts and prices determine all decisions, including fertility choices, the game of vol-
untary transfers played within families is closely analogous to those arising in settings with
exogenous fertility. As in the classical articles analyzing this type of games in environments
with descendant altruism,® the assumption imposing that the agents can only observe the
gifts chosen by their parents implies that their gift strategies depend only on time” —~which
determines future prices and, hence, the agents’ utilty payoffs— and on their income available
after their parents have chosen their gifts. If strategies are symmetric,'? that is, if any two
agents of the same generation receiving the same gift choose the same gift scheme for their
immediate descendants, then the income distribution arising with a symmetric strategy of
an agent of generation ¢ can be represented by a mapping!!

Ef iRy = Afwyr,00)

that determines, for any e, > w, the distribution of income Fi1(-/e;) that results from the
gift strategy of an agent of generation ¢t. Note that, as in a dynastic optimum, the support of
the income distribution Fy(-/e;) need not be a singleton. The utility payoffs obtained by
an arbitrary agent of generation ¢ who receives an income e; with the sequence of strategies
E™' ={E Ry — Afwy1,00)},_, 5 can be written, for £ > 0, as

o0

Wp,t(ehEit) = Wy (et,/ edEt+1(€/@t)>/ W}?t-‘,—l(e?E(t+1)>dEt+1(€/et)) ;

t+1 We+41

where eg = €y and, in turn, Wﬁt(et, E~") is recursively defined, for ¢ > 1 and e; > wy, by

Wﬁt(et,E_t) = Wp?t (eta/ €dEt+1 (6/6t)7/

t4+1 Wi41

o

e, EE, ) )

As we shall see below, there might exist, in general, many symmetric strategies arising
as a Subgame Perfect Equilibria (hereafter, SPE) of the voluntary transfers game played
within families. Among these, we select the sequence of strategies that maximizes the utility
of the dynasty head among all possible SPE —with symmetric strategies— of the game. In
this notion of equilibrium, the agents proceed as if their preferences were purely recursive
and UP = U was satisfied, so that, when altruism is dynastic, our notion of equilibrium
coincides with that explored by Schoonbroodt and Tertilt (2014). Furthermore, if the non-
negativity constraints on bequests is not binding, our notion of equilibrium gives rise to the
same allocation than the one explored in the classical papers by Razin and Ben Zion (1976),
Barro and Becker (1989), or Golosov, Jones and Tertilt (2007, Sec.4) themselves, who focus

8See, e.g., Leininger (1986).

9In some of these papers, for example, Berbheim and Ray (1989), prices are assumed to be constant or
to follow a stationary random process, and therefore the gift strategies selected by the agents are Markov
strategies depending only on the gift —or income— received by the agents and —possibly— a time-independent
random shock.

10Ag it is standard in Game Theory, that the agents play a symmetric strategy means that all agents
with the same preferences and strategic possibilities choose the same strategy. Due to non-convexities, the
symmetric strategies corresponding to an equilibrium give rise to ez-ante symmetric allocations that may
not be symmetric ezx-post.

1 As in the main paper, A [w;;1,00) represents the set of distribution functions with support on the set

(W41, 00).
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on a setting with dynastic altruism in which the individuals live for one period and the non-
negativity constraints on bequests cannot be binding. In absence of altruism, our notion
of equilibrium coincides with the “laissez faire” equilibrium studied by Conde-Ruiz et aliz
(2010, Sec.4).

S.C.2  FEquilibrium in the voluntary transfers game.

To define our notion of equilibrium in a more precise way, consider what the payoffs
of the game would be like under the assumption that altruism is of the dynastic type,
so that UP = U holds. With this assumption, the (indirect) utility payoffs 7% ,(e;, E~")
that the dynasty head would obtain with a sequence E from consumption decisions of her
descendants of generation t coincides with the utility obtained by these descendants and
can be recursively defined, for ¢t > 0, by

o0

W;yt(et,E*t) = Wp,t (et,/ €dEt+1 (e/et),/
Wi41

We+41

o0

w;;,m(e,E<t“>>dEt+l<e/et>) ;

with eg = €. Thus, under the assumption that U = UP holds, the dynasty head will select
a sequence E* of income schemes such that, for each ¢t > 0 and each e; > w;, the sequence
E*~t solves

P P

Vialer) = max ) (er, B7°), (S.17)

so that the sequence of value functions {V;t} >0 satisfies, for each ¢t > 0 and each e; > wy,

T Erfwe,c0)—[0,1]€A

Ve o) = mac W (et, / edE(e), / V;7t+1(e)dE(e)). (S.18)
t,00 Wi41 Wi41

It is straightforward to show that, with dynastic altruism, the sequence E* forms a SPE
of the game and maximizes the utility of the dynasty head among all possible SPE in which
the agents play Markov strategies. To see this, suppose there exists a period ¢t in which the
dynasty head obtains utility gains if some of her descendants —for example, those receiving
an income e,— deviate from the sequence E* by choosing an income scheme FEy ; # Ej, ;.
That is, suppose there exists ¢ > 0, a number e; in the support of the E} and a transfer
scheme Fy,, # E},, for which

W:f,}t (et,/ edEt+1(e),/ V;Hl(e)dE(e)) > Wp% <et,/ edEfH(e),/ ;Hl(e)dE(e)) ,
Wt41

W41 W41 W41

is satisfied. By Assumption A2 we have

Wi ( | e, ;,t+1<e>dE<e>> > Wy ( | edgae. ;,t+1<e>dE<e>> ,
W41 W1 Wi1 W41

which implies that such descendant is not playing a best response to their descendants’
strategies and, hence, contradicts the hypothesis stating that E* is a subgame perfect equi-
librium. Thus, Assumption A2 ensures that, even in environments in which U = U® does
not hold, £* is also a SPE of the game and maximizes the utility of the dynasty head among
all possible SPE in which the agents play symmetric strategies.
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We should also point out that the sequence of functional equations in (S.18) characterizes
the sequence of payoffs that would correspond to a sequence of SPE strategies if the model
were truly dynastic and UP = U was satisfied. To select among them, GTJ'? have shown
that only the sequence of value functions {V;}t} 0 88 defined in (S.17), corresponds to the
sequence of equilibrium payoffs arising as the limit, as 7" tends to infinity, of the sequence
of equilibrium payoffs arising in a truncated version of the game that lasts 7"+ 1 periods
and provides all agents living after the last of this periods with an income!® e, = w; for
t > T 4 1. This result suggests that the sequence {V;yt} +>0 18 the one corresponding to the
limit of the equilibrium payoffs of a sequence of truncated games even when altruism is
non-dynastic. Yet, to save on space, we will not prove this claim.

S.C.8  Decentralized Equilibrium

With this equilibrium selection criterion for the game played within families, the inter-
action of markets and families gives rise to an allocation, a sequence of income schemes and
a sequence of prices that we shall refer to as a decentralized equilibrium. A decentralized
equilibrium, therefore, can be defined formally as follows:

Definition 2 A decentralized equilibrium is a feasible allocation a*, a sequence of income
schemes e* = {ej;rl (R — R+} and a sequence of prices p = {Ry, w; },~, such that,
for each t > 0,

i) aggregate capital (K} ;) and labor (Ly,,) chosen by firms maximize profits, that is,

>0

Dy Fya (K, L) = Resy and Do Fopa (K, L) = wen

are satisfied;
it) given e*, each agent i* € D'(i°) chooses x}(i*) to mazimize utility; that is,

ut(a*; Zt) - Wp,t (e:(zt>7/ 6dEte;1 (6, it)7271€D+1 (a*a lt)) ;

Wi+1

iii) capital and labor markets clear, that is,

[ ke and L= [ @
iteDt (i0)

iteD?(i0)

are satisfied; and,

iv) e* is the outcome of the SPE of the voluntary transfers game that mazimizes the utility of
the dynasty head among all possible subgame perfect equilibria (corresponding to symmetric
strategies) of the voluntary transfers game played within families; that is, for all t, and all
it € [0,7]", the sequence Egt (-,1) solves

W. it dE * dFE .
o max Ty, (em / o) / Vealo <e>)

12The original argument corresponds to Fudemberg and Levine (1993).
13Since GJT do not take into account non-negativity constraint on gifts, they assume w; = 0.
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S.C.4  FEx-post symmetric equilibria. A Welfare Theorem.

When each value function V, is strictly concave on [w;, o), the allocation a* corre-
sponding to a decentralized equilibrium must be (ex-post) symmetric, that is, all agents of
the same generation take the same consumption and fertility decisions. We should point out
that conditions ensuring the concavity of each value function V;, are analogous than those
ensuring the concavity of each value function VP in settings with infinite horizon altruism,
although, in order to ensure the symmetry of equilibria, it suffices that each value function
V>, is concave on the interval [w;, 00). Therefore, even if we allow for random strategies, the
interaction of markets and families in the framework analyzed in the paper delivers, under
relatively weak conditions, an ez-post symmetric allocation.

Theorem S.C.1 below shows that such symmetric equilibria are (statically) Millian effi-
cient and, if Property S holds!* and the equilibrium is dynamically efficient, then it is both
Millian efficient and P—efficient.

Theorem S.C.1 Let a be an allocation corresponding to a symmetric competitive equilib-
TIUM.

i) @ is statically Millian efficient.

i1) If @ is dynamically Millian efficient and that the sequence {UN }i>1 satisfies Property S,
then @ is also P—efficient.

Proof of Theorem S.C.1. To prove Theorem S.C.1, let @ be a symmetric, decentralized
equilibrium associated to a sequence of prices p. By letting w;t(et,e_t) be recursively
defined, for cach t, by w3, (e, ™) = Wy(er, 1, wh (61, e V), it is straightforward
to show that sequence {€;},., corresponding to a decentralized equilibrium solves, for each
t > 0 the optimization problem

vy, (€, e7") = max {w} (¢, e") e > e’}
By Assumption A2, the sequence {€;},., also solves

vp'it(é\t,ekt) = max {wﬁt(é\t, e)iet>et}y
where wﬁt(et, e~ ') is recursively defined, for each ¢, by

wﬁﬁ(et’ ™) = Wpl,)t(eta Ct+1; wpD,t+1<€t+1; e~ Hy).

Taking this into account, we now show that one must have, for t > 1,

wP (e, ") = v (E,e ") =max {w (&, e ") et >}, (S.19)

14The Property S is motivated and formally presented in Section 5 in our paper:
Property S. For every t > 1, every i* € [0,7] and every ex-post symmetric allocation a such that
x;(i') = x4 and nyy1 (i) = ngyq one has UN (a;it) = Up(a;it) = Ui(a).
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To prove (S.19) is satisfied, suppose it is not. That is, there exists {€;},5, and 7 > 1 for
which ¢=™ > 77 and wP(e,,e ") > wP(e,,e7) is satisfied. Also, since in a competitive
equilibrium firms maximize profits one must have

Ft+1<kt+1a nt+1) — Rypikipr —wipingy =0 > Ft+1<kt+17 nt+1) - Rt+1kt+1 — W1 M41-

Then, Ft+1(E§+1, Ney1)—Npr16041 < Rt+1E§+1+wt+1ﬁt+1 and, therefore, the sequence { (7 /k?p)}i';t

T T
that solves the sequence of optimization problems in the definition of wP (e,,e~") is feasible

in the sequence of optimization problems in the definition of wﬁt (€r,€7"). This yields,
D (5 o~ D5 -~ D (> > D> =~
wp,t(etve t) = wy (etve t) > wp,t(et7e t) > Wy (6,5, € t)?

for t > 1, a contradiction that establishes (S.19). By Proposition S.2 in Pérez-Nievas et alli
(2017, Supplementary Appendix S.A), the allocation a is statically efficient.

To complete the proof, use again the profit maximizing conditions to show that a solution
of the maximization problem V,;(e;) is also a solution of the maximization problem Vs ,(e;),
hence V,(€;) = Vei(€r). Proceeding as in the proof of Theorem 2, this establishes that the
allocation @ corresponding to a competitive equilibrium is P—efficient, which completes the
proof. m

Thus, for all the altruism and utility specifications considered in our paper, a version
of the First Welfare Theorem holds for Millian efficiency and, hence, for P—efficiency.
Therefore, when applied to Millian efficiency or P—efficiency, potential market failures are
of the same nature as those affecting Pareto efficient allocations in dynamic economies with
exogenous fertility: although competitive equilibria are always statically efficient, they might
be inefficient (or dynamically inefficient). From our characterization of Millian efficient
allocations (see Proposition S.A.3), it is straightforward to see that, for the allocation @
corresponding to the competitive equilibrium, a sufficient condition for dynamic Millian

efficiency is that
o ~
lim [ 65(0) — === | =L >0
T—o0 RT 11 er

is satisfied. That is, a sufficient condition ensuring the Millian efficiency (and, hence, the
P—efficiency) long-run wages do not exceed the capitalized costs of rearing children.

S.C.5  Discussion.

We would like to emphasize that the P—efficiency of decentralized equilibrium holds
under weaker conditions than those required to establish their A—efficiency. Note that,
even if they are not ex-post symmetric, equilibria are ez-ante symmetric. Therefore, in
view of Corollary 1 in our paper, and even if we identify potential agents by their positions
in their siblings’ birth order, an equilibrium may be A—efficient only if it is a dynastic
optimum. Therefore, an equilibrium arising with non-dynastic altruism, or that for which
the non-negativity constraint on transfers is binding, cannot be A—efficient.

The possibility that competitive equilibria arising with voluntary transfers are A—ineffi-
cient when the non-negativity constraint is binding has also been noticed before by Schoon-
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broodt and Tertilt (2014),'® who view this possibility as a market failure —or, in the authors’
words, “an instance in which Coase Theorem does not apply” (p.566), that arises because
parents do not have rights on their children’s labor income— and suggest to correct it with
fertility dependant pension schemes. In our view, we should take this claim on the failure
of Coase theorem (and the first Welfare Theorem), as well as the policy proposals that
accompany it, with caution. First of all, the fact that the efficiency in the allocation of
resources depends on the initial allocation of property rights means that the so called “Coase
Theorem” does not hold... when applied to A—efficiency. But, in a standard interpretation
of Coase Theorem,'® Pareto efficiency arises from any distribution of rights —in absence of
transaction costs— because Pareto inefficiency means “unexploited gains from trade”, and
it is not clear to us that A—inefficiency means the same thing. Perhaps it would if 1)
the agents could really trade in a market for private contracts between parents and their
children in which the latter commit to compensate the former for child expenses; and 2) true
preferences of potential unborn people were such that, for any allocation of resources, any
potential agent would prefer to be alive rather than not being born. But this is precisely
the problem: since trade on “the right to be born” is impossible, we cannot obtain the
information needed to know not only whether an allocation is efficient or not, but also to
know whether or not 2) holds and, consequently, to know what efficiency means.

Second of all, in our setting, the symmetric equilibria with strictly positive transfers
from parents to children arising in a setting with dynastic altruism cannot be distinguished,
from the point of view of an outside observer, from those arising with non-dynastic al-
truism. However, the former are A—efficient, while the latter are not. Moreover, in the
latter case, fertility dependant pension schemes might be ineffective as a means to achieve
A—efficiency, because, in this case, the inefficiency of markets arises because parents cannot
introduce clauses in their wills that force their children not to leave any bequests to their
grandchildren. However, allowing and enforcing such provisions in the agents’ wills would
involve considerable transaction costs, and (in case altruism extends only to a finite number
of periods) would drive the economy to a collapse.

In contrast with A—efficiency, the P—efficiency of decentralized equilibria is robust to
variations on several of the assumptions (on the ez-post symmetry of equilibria, on the
impossibility of introduce clauses in the agents’ wills, on the criterion to select among the
many equilibria of the dynastic game and on the possibility that the agents can observe and
recall past moves in the game) made to establish Theorem S.C.1. To be more precise:

Non-symmetric equilibria. ~ Although Theorem S.C.1 applies only to ex-post sym-
metric equilibria, it does not state than an equilibrium that is not ex-post symmetric is
P—inefficient. To see this, suppose that the utility attributed to the unborn adopts the
form given in (23). Observe that, for any equilibrium path (which is always ex-ante sym-
metric) for which non-negativity constraints are not binding, the sequence of income schemes
corresponding to such equilibrium maximizes the utility that the dynasty head can obtain

15This paper explores, in a setting with dynastic altruism, whether or not the First Welfare Theorem
holds for the equilibria arising if parents can obtain from their children only a given fraction (possibly, zero)
of their income.

16See Mas-Colell et alli (1995, p.350).
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among all trajectories for which all their descendants also choose their income schemes to
maximize their own utility. Thus, if the dynasty head chooses another trajectory of income
schemes, some of her descendants will be worse off. The dynasty head can only be better
off by having more children and providing them with lower resources than the resources
obtained by their living siblings, which is not a welfare improvement from the point of
view of the P—dominance criterion. Thus, an equilibrium for which the non-negativity
constraints on transfers are never binding is P—efficient, even if altruism is non-dynastic
and the equilibrium is not ex-post symmetric.

Unfortunately, if the non-negativity constraints on transfers are binding, things are
subtler. It is still true that the dynasty head maximizes the utility that she can obtain
by providing her immediate descendants with at least w; units of the homogeneous good,
provided all her descendants will also decide their gifts to maximize their own utility (also
with a non-negativity constraint on transfers). Yet, in this case, this fact does not ensure
the P—efficiency of an equilibrium. By the same reasons by which an ex-post symmetric
equilibrium might fail to be dynamically efficient, an equilibrium for which some of the
constraints on transfers are binding might not be P—efficient, and it might be improved
upon by a sequence of transfers from all agents to their parents. However, identifying
sufficient conditions for dynamic efficiency of allocations that are not ex-post symmetric is
out of the scope of our paper.

Equilibria with clauses in the agents’ wills. 'The P—efliciency of equilibria also holds if
we abandon the assumption imposing that the agents cannot impose clauses in their wills
that prevent their descendants from using their gifts or bequests in certain ways. If such
clauses are allowed, the dynasty head will select a sequence E* of income schemes such that,
for each t > 1 and each e, > wy, the sequence E*~! solves

V;’t(et) = IEEB( wgt(et, E~!) = max {Wft (et,/ edEt+1(e/et)7/ ”£t+1(67 E—(t+1))dEt+1(e/et)> } )
Wi41 W41

E-t

so that the sequence of value functions {V}ft} >0 satisfies, for each t > 0 and each e; > wy,

VPi(e) = max Wt (et,/ edE(e),/ V£t+1(e)dE(e)> :

E:[wg,00)—[0,1]€A[w¢,00) 1 1

As for the case in which clauses are not allowed, the equilibrium of the dynastic game is
symmetric (under certain conditions). Taking this into account, it is straightforward to
proceed as in the proof of Theorem S.C.1 to show that a symmetric equilibrium of the
dynastic game (with clauses) is also P—efficient. In this case, it may also be A—efficient
even if altruism is of the non-dynastic type. Yet, achieving A—efficiency requires that the
non-negativity constraints on transfers are never binding.

Other Subgame Perfect Equilibria.  The P—efficiency of equilibria might hold also if we

consider other subgame perfect equilibria of the dynastic game. If we keep the assumption
that the agents play symmetric strategies, any solution {V,;: R, — R },., to a sequence
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of functional equations of the form

Vprler) = max Wt (et, /woo edE(e), /woo Vp7t+1(e)dE(e)) .

E:IR+—>[0,1]€A[wt,oo) 1 1

determines the sequence of utility payoffs corresponding to a subgame perfect equilibrium.
If an equilibrium is ex-post symmetric, then the sequence of functional equations charac-
terizing equilibria can be written as

Vpiler) = max {Wp; (er, €1, Vprri(€41)) €141 > wega -
et+1E€ER L
Taking this into account, and proceeding as in Theorem S.C.1, it is straightforward to show
that any (ex-post) symmetric, subgame perfect equilibrium of the dynastic game must be
statically Millian efficient. If in addition, the allocation corresponding to such equilibrium
is dynamically efficient, then it is also P—efficient. Furthermore, none of these equilibria

—except the equilibrium generating the sequence of payoffs functions {V;t Ry — R+} 10

defined above— can be A—efficient, because the sequence {V;yt Ry — R+} 1~ identifies the
sequence of equilibrium payoffs corresponding to the equilibrium that maximizes the utility

of the dynasty head among all subgame perfect equilibria.

The game with perfect recall.  Finally, if we abandon the assumption imposing that
the agents can only observe their own gifts or bequests and those chosen by their parents,
other equilibria may emerge, as it occurs in many games with overlapping generations games
with non altruistic players and exogenous fertility (see, e.g., Lones Smith 1992). Some of
them —that involve transfers from the middle-aged agents to the old agents— may even
restore (Pareto) efficiency when equilibrium outcomes are dynamically inefficient, as shown
by Hammond (1975). We should note, however, that —apart from the rather demanding
assumptions on the capacity of the agents to recall information on past moves— in this type
of folk theorems, an equilibrium differing from the equilibria considered here may emerge if
it provides the agents with more utility than the utility they obtain with the “disagreement
point.” Taking this into account, suppose that the decentralized equilibrium, as defined
above, is symmetric and dynamically Millian efficient, but fails to be A—efficient. Will
the agents coordinate in an equilibrium that would make all the agents —except the dynasty
head— worse off 7 They will certainly not if the non-negativity constraints on gifts or bequests
are binding. If we take the allocation for which e, = w; for t > 1 as the disagreement point,
achieving A—efficiency requires, in this case, that the middle-aged agents transfer resources
to the old agents; that is, it requires that some of the agents are worse off than they are
with the disagreement point.
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