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Plan
• Theoretical Model

• Overlapping Generations Model (OLG) incorporating kinship obligation (tax)
• Micro part: intergenerational decision of household: save (s) or give (g) to transfer 

resources for when old
• Technologies to transfer resources across time

• Macro part: dynamic macroeconomic model incorporating kinship obligation: solve 
for steady-state

• Simulation-Calibration of Model
• Empirical evidence: Fiji
• Policy



Overlapping Generations Model: set-up
• Every household lives for 2 periods

• young: work and save / give   
• old: live of savings, kinship transfers
• Each period a new generation of young is born, andprevious young become old

A. Classical set-up:
1. Fully-funded
• Young: work, save some of income, s
• Old: retire (don’t work), live off savings from first period, R.s  (R=interest rate)
[Savings of young provides capital for production in next period]
2. Pay-as-you-go
• Young: work, pay tax which is transferred to current old
• Old: retire (don’t work), live of taxes transferred to current young
• Low capital: no household savings e.g. US social security



Overlapping Generations Model: 2 settings
B. Kinship set-up: features of fully-funded and PAYGO

• Young: work, save (s) and give, g (intergenerational transfer: young => old)
• g : technology to transfer resources across time: insurance and identity

• Old: live off savings (if s>0) and transfers g from current young
• Contribution of g when young entitles you to kinship transfers when old
• Two settings

1. Traditional (village)
• Limited saving instruments
• Low productivity (low return on savings)

• Kinship tax, τ, on savings: R(1-τ)
• Kinship transfers, γg  (γ fraction of gifts return when old)

• Households rely more on kinship transfers than private savings
2. Modern (city)

• Multiple savings instruments
• High productivity (high return on savings)
• Kinship tax, τ, lower (savings less visible); γ also lower  (workers love super!)



Overlapping Generations Model: set-up
• Period 1: young

Income (Y) = consumption (c1) + saving (s) + giving (g)
• Period 2: old

Consumption (c2)  = Income = R(1-τ).s + γg
• R = return on savings
• τ = kinship tax on savings
• γ = fraction of giving, g, returned

• How household chooses between consumption, savings, giving?
Utility = u(c1) + ϐu(c2) + ϑu(g)

ϐ = discount rate
ϑ = status for giving Choose s and g to max U
ϑ = 0  Classical setting



Overlapping Generations Model: Micro results
Result 1: When γ (rate of return on giving) ≥ RT (rate of return on saving) then 
intergeneration transfers facilitated through kinship giving, not private savings 
(s= 0, g > 0) 

• Happens when:
• Rate of return on giving γ is high
• Kinship tax τ is high
• Status on giving ϑ is high
• Productivity is low (R low): RT = R(1- τ)

Traditional setting!
Model can describe a wide-range of behaviours in kinship obligation setting



Overlapping Generations Model: Macro results
Result 2: The steady-steady level of capital in the kinship model is 

determined by:

• Comparative Statics: γ, ϑ, τ , A, σ
Result 3: The steady-steady level of capital in the Classical model is 
determined by:

• Comparative Statics: β, A, σ



Simulation – Calibration of Model

Modern: θ=0.1, γ = 0.05,  A=1.5, τ=0.1, σ=1.5
Traditional: θ=0.2, γ = 0.1,  A=0.2, τ=0.2, σ=1.5

Classical:  A=1.5, σ=1.5







Tables from:
Report on the 
2008-09 HIES for Fiji 

iTaukei have higher ϑ (status for giving) and higher γ  
(fraction of giving returned) than Indo-Fijians.





Policy and Conclusion I
1. Kinship obligations act as social tax on saving

• Policy: use savings instruments that are socially shielded  (incentivize savings 
without triggering redistribution demands)

• Compulsory superannuation!

2. Gift-giving confers utility directly (status) and indirectly (reciprocity)
• When θ and γ high, HHs may rationally prefer giving to saving
• policies should recognize gift-giving as rational intertemporal behavior: embed 

savings policy in social frameworks, not outside them
• Policy: formalization (?)

3. Productivity growth relaxes the kinship constraint
• Simulations show that higher productivity can offset kinship constraints

• Higher income allows households to both give and save.

4. Tread with care
• Kinship transfers provide income insurance (intra and intertemporal)
• Policies directed to reduce them without replacement could cause harm



Policy and Conclusion II
5.  Expect over time social transition to more individualistic behaviour

• θ, γ, and τ fall leading to increase in capital formation and welfare.

6. Threshold effects: model shows small changes in parameters can 
trigger big changes in behaviour
• May be possible to target tipping points
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