Social Constraints on Capital Accumulation in
Melanesian Economies

Pacific Update, Suva
4 June 2025

Martin Davies
Professor, Washington and Lee University
Visiting Fellow, Development Policy Centre
Visiting Professor, University of Papua New Guinea



Introduction

@ Context: East Asian ‘'miracle’: high growth rates over decades
e very high domestic savings rates channeled into productive investments

@ Melanesian countries persistently low savings rates and capital
accumulation. Reasons:

Low income and high dependency ratios
Low financial inclusion

Weak property nghts

Lack of savings instruments

Young populations

Macroeconomic instability (erodes real value of savings)

@ Explore, theoretically and empirically, how informal kinship obligations
and social redistribution shape intertemporal choices and capital

accumulation



Kinship—Based Obligations Worldwide

Region Name Core Economic Mechanism
Melanesia Wantok (PNG, Kin-based network system of recip-
Solomon Is., Vanu- rocal obligation. Operates as infor-
atu) mal insurance and redistribution sys-
tem across families and communities.

Melanesia Veiwekani / Vanua Similar to above (different?).

system (Fiji)
Polynesia Fa'a—Samoa Remittances to extended family, cer-
(Samoa, Tonga) emonial gifts; chief (matai) system
channels wealth to kin.

Philippines Bayanihan Collective labour exchange (e.g.,
house moves, harvest); implicit insur-
ance via time rather than cash.

Kenya Harambee Community fund-raising events for

Others in Africa

schools and clinics; strong social pres-
sure to contribute liguid cash.



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
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, T, on savings: R(71-1)
* Kinship transfers, yg (y 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, t, lower (savings less visible); y also lower (workers love super!)



Overlapping Generations Model: set-up

* Period 1: young
Income (Y) = consumption (c,) + saving (s) + giving (g)

* Period 2: old
Consumption (c,) =Income = R(1-1).s +yg
* R=return on savings
* T =kinship tax on savings
* v =fraction of giving, g, returned

* How household chooses between consumption, savings, giving?
Utility = u(c,) + Bu(c,) + 6u(g)
[ = discount rate

O = status for giving Choose s and gto max U
6 =0 Classical setting a’ =BRc" (save vs consume)
0g" + Bve, " = ¢ ° (gift vs consume)



Overlapping Generations Model: Micro results

Result 1: When y (rate of return on giving) = R (rate of return on saving) then
intergeneration transfers facilitated through kinship giving, not private savings

(s=0,g>0)
(e—1)/c
£ _pi/e e
1 ’ (1 RT)
* Happens when:

* Rate of return on giving y is high

* Kinship tax tis high

e Status on giving 0 is high

* Productivity is low (R low): R-= R(1- 1)
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:

a—1

- V1/a ~ . fgl/e . e T a—1
K™ =(1 n-}ﬂ-{'m'_’} Y (1 ”T) 14 0Y°. (1 L) )
| (BR,)Y? + R,

* Comparative Statics: v, 6, 7, A, 0
Result 3: The steady-steady level of capital in the Classical model is
determined by:
(BR)Y°
(BR)Y/* + R

K™ =(1-a)A

 Comparative Statics: f, A, o



Simulation — Calibration of Model
Relative Steady-State Capital Stocks by Regime
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@ Kinship obligations act like a PAYG tax plus a status incentive.
@ High 7, 0, or -y suppress private saving — lower K*.
Modern: 6:0. 1, V - 0. 05’ A=1.5, 1—:0. 1, O-=1.5 C[ass;ca[; A=1_5’ O'=1.5 @ If 4 reaches the net market return, saving collapses (corner k = 0).

@ Positive feedback from lower K raises R, — prevents collapse unless

Traditional: 6=0.2,y=0.1, A=0.2, t=0.2, 0=1.5 y>1.



Effect of Status Motive (8) on Capital Accumulation Effect of Kin-Reciprocity (y) on Capital Accumulation
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Effect of Status (8) on Steady-State Consumption, Savings, and Giving Effect of Reciprocity (y) on Steady-State Consumption, Savings, and Giving
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Household Income, Giving, and Savings (FJD)

Tables from:

Report on the
2008-09 HIES for Fiji

Group Income Giving Giving % Saving Inc/Cap Give/Cap
i Taukei 16,994 1,721 10.1% 15,273 3,332 337
Indo-Fijians 15,537 1,222 7.9% 14,315 3,306 260
Urban 23,036 2,536 11.0% 20,500 5.008 551
Rural 11,608 694 6.0% 10,914 2,190 131

iTaukei have higher 8 (status for giving) and higher vy
(fraction of giving returned) than Indo-Fijians.



e iTaukei households give more: 10.1% of income vs. 7.9% for
Indo-Fijians.

@ Despite nearly identical income per capita:

e 1laukeri: FJD 3,332
@ Indo-Fipans: FJD 3,306

@ Giving per capita:
o 1lauker: FID 337
@ Indo-Fipans: FID 260

@ 29% higher gift burden for iTaukei households.
@ Transfers Received: 5% of iTaukei income vs. 2% for Indo-Fijians

@ Savings per capita is (slightly) lower for iTaukei (FJD 2,995) than
Indo-Fijians (FJD 3,046).



Policy and Conclusion |

1. Kinship obligations act as social tax on saving

* Policy: use savings instruments that are socially shielded (incentivize savings
without triggering redistribution demands)
e Compulsory superannuation!

2. Gift-giving confers utility directly (status) and indirectly (reciprocity)

* When 6 and y 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
* Higherincome 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 I

5. Expect over time social transition to more individualistic behaviour
* 0,v, and t 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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