20
W Durham

University

Durham Research Online

Deposited in DRO:
20 September 2018

Version of attached file:
Accepted Version

Peer-review status of attached file:

Peer-reviewed

Citation for published item:

Renstrém, T. and Spataro, L. (2019) 'Population growth : a pure welfarist approach.’; Journal of public
economic theory., 21 (1). pp. 135-166.

Further information on publisher’s website:

https://doi.org/10.1111/jpet.12337

Publisher’s copyright statement:

This is the accepted version of the following article: Renstrom, T. Spataro, L. (2019). Population Growth: A Pure
Welfarist Approach. Journal of Public Economic Theory 21(1): 135-166 which has been published in final form at
https://doi.org/10.1111 /jpet.12337. This article may be used for non-commercial purposes in accordance With Wiley
Terms and Conditions for self-archiving.

Additional information:

Use policy

The full-text may be used and/or reproduced, and given to third parties in any format or medium, without prior permission or charge, for
personal research or study, educational, or not-for-profit purposes provided that:

e a full bibliographic reference is made to the original source
e a link is made to the metadata record in DRO
e the full-text is not changed in any way

The full-text must not be sold in any format or medium without the formal permission of the copyright holders.

Please consult the full DRO policy for further details.

Durham University Library, Stockton Road, Durham DH1 3LY, United Kingdom
Tel : +44 (0)191 334 3042 | Fax : +44 (0)191 334 2971
https://dro.dur.ac.uk


https://www.dur.ac.uk
https://doi.org/10.1111/jpet.12337
http://dro.dur.ac.uk/26283/
https://dro.dur.ac.uk/policies/usepolicy.pdf
https://dro.dur.ac.uk

Population Growth: A Pure Welfarist Approach

by Thomas Renstrom* and Luca Spataro**

Abstract
In this work we propose a framework based on welfarist principles to deal with
several issues concerned with population economics models, such as the Repugnant
Conclusion, both in Absolute (see Parfit D, (1984). Reasons and Persons, Oxford/New
York: Oxford University Press) and Relative sense (see Michel P, Pestieau P, (1998).
Optimal Population Without Repugnant Aspects, Genus, 54 (3/4), 25-34), the shape
of childbearing costs and population dynamics, under both normative and positive
perspectives. We show that the basic formulation can avoid both the assumption of
high childbearing costs and the Absolute Repugnant Conclusion (ARC) but cannot
avoid the Relative Repugnant Conclusion (RRC). Moreover, optimal fertility is
increased by technological shocks and displays cycles. Both ARC and RRC can be
avoided by extending the model to a decentralized economy with consumption
externalities; in the latter model, a technological shock reduces long run fertility and

can generate cycles along the transitional path.
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1. Introduction

The study of population growth has a long tradition in economics!. Typically, welfarist principles
are adopted? such as Classical Utilitarianism (CU, or Benthamite approach), where the objective is the
sum of the utilities over the population, or average utilitarianism (or Millian approach), where the
objective is the welfare of a representative individual, or some mixture of both, such as Number
Dampened Utilitarianism (NDU) proposed by Ng (1986)3. However, these approaches may pose several
problems. For example, in the absence of convex childbearing costs, CU cannot avoid the Repugnant
Conclusion (RC henceforth; see Parfit 1976, 1984, Blackorby et al. 2002), whereby any state in which
each member of the population enjoys a life above neutrality is declared inferior to a state in which each
member of a larger population lives a life with lower utility (Blackorby et al. 1995, 2002)*. In such a case,
one should at any point in time drive individual consumption levels to neutrality, and typically (if
neutrality consumption is zero) obtain the largest possible (infinite) population size. If there are
physical constraints on reproductive capacity, at each point in time one should set the reproductive rate
to its physical maximum. It is this counter-intuitive result that has been coined 'repugnant' in the
literature, simply because there is no trade off between consumption per person and the number of

individuals (a higher number of individuals is always preferred).

1 Optimal population growth has been firstly analysed by Samuelson (1975, 1976), Deardorff (1976) and, more recently, by
Jaeger and Kuhle (2009), de la Croix et al. (2012), Pestieau and Ponthiere (2014). See Doepke (2008) for an in-depth review on
this topic.

2 Among works using non utilitarian principles (i.e. extensions of Pareto-dominance), see, for example, Golosov et al. (2007),
who work with discrete fertility levels, and the discussion in Broome (1996). Michel and Wigniolle (2009) and Conde-Ruiz et
al. (2010) use the Representative-Consumer and Millian efficiency criteria; respectively, for OLG models with children choices
selected from a continuum. In these works, parents derive directly their utility from the number of children they bear, not from
the utility of their descendants. In fact, as noted by Conde-Ruiz et al. (2010), such a criterion “might be regarded as a form of
utilitarianism, called average utilitarianism” (p. 155). For a reconciliation between the benefit-cost analysis and the welfare-
based approach, see Mertens and Rubinchik (2017).

3 More recently, NDU has been adopted in AK-growth models by Boucekkine and Fabbri (2013) and Marsiglio (2014).

4 In fact, the debate can be dated back to the so-called Edgeworth’s conjecture (1925), according to which classical

utilitarianism leads to a bigger population size and lower standard of living.



In models of economic growth a la Ramsey-Cass-Koopmans with endogenous population such a
conclusion takes the form of an upper corner solution for the population growth rate (society reproduces
at its physical maximum rate). The literature has tried to avoid RC (the corner property), by either
modifying the social welfare criterion or introducing convex costs associated with the number of
children each household has, which however might seem unsatisfactory from several points of view.
NDU (as in the case of Becker-Barro, 1988)5, can avoid the RC, but as pointed out, among others, by
Michel and Pestieau (1998), at the cost of two undesirable outcomes. The first is the requirement of high
child-raising cost for an interior solution to exist (p. 25). In the words of Becker and Barro (1988) (p. 9):
“consumption is positive only when children are a financial burden; that is, when the cost of rearing a
child exceeds the present value of his lifetime earnings”¢. The second is the so called relative RC (RRC).
In the words of Michel and Perstieau (1998) (p. 27): “The relative repugnant solution occurs when any
increase in the resources brought by each additional individual leads to a drop in equilibrium
consumption.” (p. 27), that is an inverse relationship between equilibrium consumption and personal
income. Although the authors do not provide further comments, we believe that the repugnancy of such
an outcome consists in the fact that a growing economy would be associated with decreasing individual
consumption (and thus decreasing individual utility), which does not seem a desirable outcome for a
society.

A possible way out of this problem is represented by Critical Level Utilitarianism (CLU), in which
the objective function is derived from axioms (see Blackorby et al. 1995). The critical level is defined

as a social utility value () of an extra person that, if added to the (unaffected) population, would make

5 Razin and Sadka (1995) interpret Barro-Becker’s approach as a compromise between Millian average utility and Benthamite
sum of utilities.

6 In NDU a la Becker-Barro, (1988) and Barro-Becker (1989) childbearing costs, although necessary to avoid RC, do not affect
directly the steady state level of the population growth rate. Finally, such preferences do not satisfy the axiom of “Existence
Independence of Unconcerned Individuals”, so that rankings of alternatives may depend on the utilities of unaffected people

such as the long dead. See Blackorby et al. (2001). For other approaches, see, for example, Lagerlof (2015).



society as well off as without that person?. CLU can avoid the RC, in the sense it produces a trade off
between individual consumption and population size, and producing interior solutions. Of course, in
dynamic models, it can very well be the case that (if population growth is positive) population size
grows infinite (in infinite time), but there is no desire to drive it to infinite in an instant or a desire to
at each point in time have the highest physically possible population growth rate. Likewise, if
population growth is negative, population would asymptotically disappear (in infinite time). However,
again, there is no desire to make it disappear in an instant (which is the case for Average Utilitarianism),
thus avoiding the corner property. In principle, there is little guidance on what the critical level should
be.

The population literature has to a great extent focused on choice between population sizes often
in a static framework (see, for example, Nerlove et al. 1982, 1985 and Shiell 2008). However, dynamic
models have the possibility of addressing population over time, and thus analysing the distribution of
population sizes over time (i.e. the population growth rate).

One of the first attempts to characterize the problem in a dynamic setting with CLU dates back to
Michel and Pestieau (1998), who show that both the RC (or, in their notation, absolute RC - ARC) and
the relative RC (RRC) can only be avoided if « is above individual neutrality level (typically) and is not
constant. However, they work in a simplified framework of a small open economy without economic
growth. Moreover, they suggest a solution (setting the critical level as a function of the wage) that is “at
odds” with that of the welfarist approach (Michel and Pestieau footnote 3, p. 30).

Hence, we build on the intuition of Michel and Pestieau (1998) and we make a step further by
introducing general equilibrium economic growth in a closed economy.

Our research question is then the following: is there an axiomatically founded social welfare

criterion that allows to avoid the RC without “unwanted side-results” (Michel and Pestieau 1998, p. 25)

7 Other possible solutions have been, as already mentioned, to incorporate the number of children as an argument of the utility
function (see, for example, Borck 2011, Galor 2011; Prettner and Strulik 2016, Ehrlich and Kim 2015). In the spirit of the

welfarist tradition we prefer to abstract from this assumption, by allowing for intergenerational altruism.



such as the RRC or too high childbearing costs, in a Cass-Koopmans-Ramsey economys3?

On one hand, in the present paper we follow previous literature by defining the RC as an (upper)
corner solution for the rate of growth of population®. We avoid endogenizing technological progress
because we want to keep our analysis as close as possible to the Cass-Koopmans-Ramsey approach and
to focus not only on steady states, but also on intertemporal redistribution issues through richer
transitional dynamics.

More in detail, we wish to contribute to this debate by proposing a new population criterion,
“Relative Critical Level Utilitarianism” (RCLU), where the criterion is axiomatically founded and is the
critical level allowed to depend on past utility levels. It allows for non-trivial intergenerational
comparisons. If an economy is at a low consumption level, we argue that ethically individuals should
not be prevented from being born because of a fixed critical level being too high, or if the economy is
at a high consumption level, the constant critical level would induce a large increase in population size.
A more flexible criterion is when the critical level depends positively on past consumption. If past
consumption was low, there would still be a desire to reproduce, since the critical level is also lower.
We develop the Relative Critical Level Utility criterion and study its properties in terms of population
growth rates (and thereby the distribution of population over time), consumption, and capital
accumulation. Since our analysis is more general than the previous literature we can also compare our
results with the special cases of constant critical level (CLU) and classical utilitarianism (when the
critical level is zero). Through this approach, which is normative in nature, we will show that while RC
and high childbearing costs can be avoided, RRC still persists and optimal population growth is
positively affected by technological shocks, although displaying nontrivial dynamics (i.e. cycles).

RRC has not received the same attention as RC in population economics literature, and one might

even question whether the former is really repugnant. Although the discussion of the philosophical

8 As already mentioned, several authors (i.e. Palivos and Yip 1993; Razin and Yuen 1995; Boucekkine and Fabbri 2013; and
Marsiglio 2014) have analysed the relationship between social preferences, economic growth and endogenous fertility in
endogenous growth models. An example of endogenous growth model with endogenous population growth and RCLU is
contained in Renstrém and Spataro (2015).

9 On this issue see Renstrom and Spataro (2011) and Spataro and Renstrém (2012).



implications of RRC is beyond the scope of the present paper, we argue that both the RRC and the issue
of the assumption of high childbearing costs are relevant also for theoretical and positive arguments.
In fact, as already noticed, most existing models with endogenous population need to assume high costs
for childbearing and, moreover, would predict a negative relation between individual’s income and
consumption. However, both the assumption and the conclusion are unsatisfactory, being at odds with
the consolidated empirical evidence.

Hence, in the second part of the paper we extend the model to the case in which externalities in
consumption exist (somewhat in line with the “Catching-up with the Jones” literature) and, following
most existing literature (including Becker-Barro 1988 and Barro-Becker 1989) we here adopt a
positive approach. In this scenario (in which the decentralized equilibrium will be suboptimal due to
the presence of consumption externalities), we show that both RC and RRC can be avoided under
reasonable assumptions on preferences and childbearing costs. Moreover, we will show that cycles
may appear around the steady state and that, differently from previous model, an increase of total
factor productivity reduces fertility.

Some final comments are in order. First, we depart from previous recent literature on optimal
population size, mostly concerned with OLG economies or with endogenous growth models, in that we
focus on infinitely lived dynasties (each generation lives for one period), with zero per capita growth
(the only source of growth being population), for the sake of comparability with the original
contributions of Becker-Barro (1988), Barro-Becker (1989) and Michel and Pestieau (1998). Second,
for the same reason and without loss of generality, we run our analysis in discrete time. Third, although
we restrict our analysis on symmetric equilibria, we show that the RCLU criterion can be also used
when the source of heterogeneity is not between generations, but also within generations. The analysis
of the latter case, allowed for in the formal derivation of the RCLU criterion in the Appendix, is left for
future research.

The paper is organized as follows: in section 2 we present the model under the normative
perspective, in subsection 2.3 we provide the solution and in subsection 2.4 we discuss the existence
and the stability of the long run equilibrium and discuss the effects of technological shocks on optimal

capital intensity, per capita consumption and fertility. In subsection 2.5 we comment our results with

6



a focus on the role of our critical level function. In section 3 we adopt a positive approach and extend
the model to the case of a decentralized economy with atomistic dynasties where each dynasty does
not recognize its influence on critical level consumption. Finally, an Appendix contains the axiomatic

foundation of RCLU and the Proofs of Propositions.

2. Normative perspective: the centralized economy

We start our analysis under a normative perspective. For doing this, in the present section we
build up the model structure of a centralized economy and present the results. The extension to a
decentralized economy that will be used for the positive analysis will be presented in section 3.

2.1 Preferences

We concentrate on a single dynasty (household) or a policymaker choosing consumption and
population growth over time, so as to maximize:

W (ue-1, Ney e, Ney ) = 2520 B° Negsless — @(Up-145)] (1)
where N is the population (family) size, u the instantaneous utility function, g € (0,1) the
intergenerational discount factor and & (u;_4,¢) is the critical level utility. In Appendix A we show that
this is the only formulation satisfying: Independence of the Long Dead, Parental Dependence,
Stationarity, Independence of Distant Future Generations, Independence of Utilities of Unconcerned
Individuals, Anonymity, Strong Pareto and Relative Critical Level Dependence.

Note that, differently from previous literature, we allow such a critical value to be a function of
previous generation’s utility (only if @(u;_14) is a constant this social ordering would coincide with
CLU). We call our population criterion “Relative CLU” (RCLU). More precisely, it seems plausible to
assume @' > 0 (that is, the higher utility/consumption of parents, the higher CLU).

Hence, we propose a population criterion in the spirit of CLU, but where the judgment (the
critical level of utility for life worth living) is relative to the existing generation’s level of wellbeing.
According to such a criterion, a society at low level of utility sets a lower threshold of utility for the next
generation, and a society with high living standard sets a higher level. So if parents had a good life, they
require their children to have a good life as well, and vice versa. We call such a criterion Relative Critical

Level Utilitarianism (RCLU). It is reasonable that societies 10000 years ago had an entirely different
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target level of utility for life worth living than societies today. Also, societies following the more flexible
population criterion will find it easier to adapt to fluctuations in the external environment. For example,
if food resources become scarce for a period and utility falls below an absolute critical level, society does
not stop reproducing under RCLU, but may still view life worth living if the children have a utility related
to parent’s utility. Societies following (absolute) CLU may become extinct as they stop reproducing when
utility for a number of generations fall below the absolute threshold level.

As for population dynamics, we denote the population growth rate as n, i.e.
Neyy = (1 +nN,. (2)
Furthermore, we assume that there are exogenous lower and upper bounds on the population growth
rate:n; € [ﬂ, ﬁ]. Realistically, there is a physical constraint at each period of time on how many children
a parent can have. There is also a constraint on how low the population growth can be. The reason for
the latter assumption is twofold: first, we do not allow individuals to be eliminated from the population
(in that there is no axiomatic foundation for that); moreover, even if nobody wants to reproduce there
will always be accidental births (we will also assume that n > —1: population cannot disappear in one
period).
Equation (1) can also be written as0:
W = X2 Bt [Neuler) — Ne—qa(er-1)] = 2o B Neluler) — ale)B(1 +ny)l — alc_)No  (3)
where u(c;) is the intratemporal utility level, with u’ > 0,u"" < 0, and a(c;) the critical level function
and a(c_;) and N, given at period 0. We follow the standard convention in population ethics and
normalize lifetime utilities so that a lifetime-utility level of zero represents neutrality, hence u(0) = 0
(see Blackorby et at. 2002 and 2005, chap. 2 and the references therein). Note that the sum in eq. (3) is
finite only if £(1 + ) < 1, which we assume throughout the paper, as it is standard in growth models
(see for example Barro and Becker 1989, eq. 24). Even though N; can go to infinity in the long run, we

can still use (3) as the objective function if Tlim BTNy = 0. In fact, this is the transversality condition,
—00

which we will show is satisfied (see footnote 12). This is also why we choose to present the optimization

problem with N as a state and n as a control (and also to detect possible corners for n).

10 Without loss of generality we have redefined the critical level function as @(u;_145) = a(Ct_145)-



2.2. Technology

Assuming a constant returns-to-scale (CRS) production technology, F(K;,L;) = A;G(K¢, L),
with A; the parameter representing total factor productivity, and a zero capital depreciation, the capital
accumulation equation is:
Kiv1 = F(K, Np) + Ky — Ny — 0(n) N, (4)
where 6(n;) is the unit cost for raising children. For the sake of tractability and in the spirit of Barro-
Becker (1988) and Michel-Pestieau (1998), 6(n;) is assumed to be a linear function. Moreover, it is
normalised in such a way that when n=0, the per-adult cost is exactly equal to 0, because in this case
population is constant, i.e. each adult gives birth to one child. Hence, 8(n;) = 0 - (1 + n,).
2.3 Solution

The Lagrangean function associated with the household’s problem is the following:

Ly = X726{B" Nelu(er) — alc)B(A + n)l + qe[F(Ky, Np) + Ky — Kiq — ¢cNe — 0(1 + n)Ne] + 2, [(1 +
)Ny — Neyq] +ve(@ —ne) +9(n, — ﬂ)} (5)
where we have omitted the term —a(c_;)N, from eq. (3) as it is a constant at date 0. The term
A:[(1 + ny)N; — N;41] in the Lagrangean function associated with eq. (2) captures the fact that at each
time period the population size is given (and thus is a state variable) and can only be controlled by the
choice of n (which is a control variable). The law of motion for the population size is provided by (2).
Hence, A¢can be interpreted as the shadow value of population.

The first order conditions of the problem imply:

:_ft = .BtNt [u'(cy) —a'(cp)B(1 +n)] — Negr = 0= ,Bt[u’(ct) —a'(c)BA +n)] = q; (6)
aa_:t = —B"*IN;a(cy) — qeONy + ANy = 0 = A, = B4 a(e,) + q.0 (7)

and from (6), eq. (7) becomes

A = B aley) + BHu' (c) — a'(c)B(1 +np)]6 . (8)

The other FOCs yield:

;_,\i = Btlulcy) — alc)B(L +n )l + qe[Fy, —cc — 0L +n)] + 2, (1+7n) — A, =0 )
oL

Ky~ qet qr+1(1 + Fi,,,) =0 (10)



eqs. (2) and (4). Let us define the capital intensity k = K/N, such that, by exploiting CRS in the
production function and assuming that L=N we can write: F(K,N) = Nf(k),Fy =f(k)—f'k.
Moreover, using (6), and adapting g;, from (10) into (6) we get:

Wi =41 B(1+N¢41) 1
= 11
wre—ar f(1+n;) B(1+FKH_1) ( )

Furthermore, backward shifting (8) and (10) and plugging into (9) and using (8) and (6) we have:
up —ap_q = [up —af(1+n)l{ce — Fy, +6(1 + Fy,)} (12)
Hence, eqgs. (11), (12), eq. (4) in per capita terms, that is:
A +ndkeyr =frtke—ce —0(1 +ny) (13)
fully characterize our dynamic system. Equation (12) states that, at the optimum, both consumption and
fertility should be chosen in such a way that the addition to social welfare of increasing the population
at the margin, u; — a;_4, should equal the marginal value (in utility units) of what a new-born net takes
out of society, [u; — a;B(1 + ny)l{c; — Fy, + 6(1 + Fg,)}. The term in square brackets is the marginal
utility value of capital, and the term in curly brackets is the difference between what she consumes, ¢; +
(1 + Fg,) and what she brings, Fy, (the marginal value of labor). The intertemporal price enters
because the child cost occurs in the previous period. We should notice that if the per capita capital stock
is larger, then the individual brings more in terms of the labour endowment, and the intertemporal price
is also lower. Furthermore, the marginal value of capital 8~¢q; (from eq. (6)) is also lower, implying the
right hand side of (12) is lower. Thus, for larger per capita capital stock, the individual takes out less
from society. This means a lower level of per capita consumption is required for being indifferent
bringing more individuals into being (left hand side of 12).
2.3.1. The steady-state equilibrium

From egs. (11), (13) and (12) respectively, the steady-state solutions for capital intensity (k*),

population growth rate (n*) and per capita consumption (c*) follow:

fr=z-1 (14)

(15)
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LW [wr-arBa+n)] .
e S e BNy gy )] (16)

(where the equality in (16) stems from (12) and (14)). It should be noticed that the transversality
conditions will hold!2.

Some comments on the solution are worth noting. Eq. (14) pins down a unique positive value of
steady-state capital intensity k¥, as is standard in a Cass-Koopmans-Ramsey models. Eq. (15) states that
at the optimum both fertility, n* and consumption, ¢* must satisfy the resources available for the
economy.

2.4. Results
2.4.1. Existence of the interior equilibrium

In this subsection we will provide the conditions for the existence of a steady state solution with
interior n (i.e. avoidance of the RC). Moreover, we will pinpoint the conditions for avoiding the
assumption of a too high childbearing cost (common in the previous literature). Preliminarily, from eqgs.
(14)-(15) and using CRS (so that f* = f* — k*f"" + k*f"" = F§, + k*f'"), eq. (15) becomes:
c=F,;+%*—(1+n)-(k*+9) (15"
Let us define c™** and ¢™™" as follows:

k:«

¢ = Fy 4+ 5 (17)
min — g* 6

c™n = Fy — 3 (18)

where ¢ is the solution for ¢ of (15) if 1 + n = 0 (lower bound for n = —1, population disappears in

1-5

one period) and c™™ is the solution for ¢ of (15) if (1 + n) = 1 (upper bound forn = 3

, the objective

11 Notice, that, by eq. (6), [u’ — a’B(1 + n)] > 0, that is, along the optimal path, marginal utility of consumption in the Social
Welfare function must be positive. Hence, by (16), assumption 8(1 + i) < 1, at the optimum u — a > 0 (the social marginal
benefit of a new born must be positive).

12 Transversality conditions read as Tlim qrKy =0 and Tlim ArNy = 0. From (6) qrKr = [u' —a'B(1 +n)]TKr = [u' —
a'B(1+n)]kBTNr. If ¢,n, k go to a steady state, the first transversality condition becomes: Tlim BTNy = 0, which is also the
second transversality condition (following from eq. (8)). Finally, Tlim BTNy = Tlim [F2¢ (1 + n)N,y = 0, last equality follows

fromB(1+n,) <p1+7n) <1

11



min max

function (3) explodes). Both ¢ and ¢ are parametrically given numbers (for example, under Cobb-

Douglas production function f = AkY and, normalizing A such that steady state per capita GDP equals

unity, we have c™* =1 —y + # andc™" =1—y — %)_

Hence, it follows that parameter restrictions for an interior solution for n must be such that the

equilibrium per capita consumption lies in the interval: c* € (™™, c™%*), Recognizing that (15) can be

max_ .

written as 1 + n = ——-— and substituting for (1 + n) into (16) and exploiting cmax — cmin — 5 >0,
eq. (16) reads as:
.2
u*—a* _ " . ar* (C*_Cmm)
urt—art (€= len) + urt—qr* ¢max—cmin (19)

Now we can provide the following Proposition concerning existence and uniqueness of an interior

solution at the steady state (we omit stars superscripts for the sake of readability).

Proposition 1: Necessary and sufficient for existence of a unique interior steady state equilibrium is:
u(cmaX) _ ul(cmax) . (Cmax _ Cmin) > a(cmax)

and

u(0)—a(0) <0
"u'(0)-ar(0) —

D Ifc™"<o0
M Ifc™m > 0,u(c™n) < a(c™n).

Proof: Proof: See Appendix C. m

The conditions contained in the above Proposition are concerned with the shape of individual’s
preferences and the critical level function on the relevant domain. The first condition tells that the
critical level function cannot be too large in relation to utility for large consumption levels (u(c™%*) —
u' (c™A¥) - (c™MaX — ™Y > (™)), Part 1) and part II) are related to the critical-level-consumption
level ¢, for which u(¢) = a(¢), which is required lying in the relevant consumption range (cmin, cmax).
If ¢™™ < 0, one needs u(0) < a(0), so that ¢ lies above zero; If ¢™" > 0, one needs u(cmi”) <
a(cmi”), so that ¢ lies above ¢™™. Therefore both u(c) and a(c) must cross within the relevant

consumption range, with u(c) crossing from below. Figure 1 summarizes the content of Proposition 1

through a graphical representation.
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Notice hat condition II) of Proposition 1 allows for sufficiently low childbearing costs, given that,
when parameters as set in such a way that ¢™" > 0, then it follows that Fy > (1 + Fx)6. In the
remainder of the paper we will focus on the case ¢c™" > 0, for which the conditions provided in
Propositon 1 are satisfied, for example, with a(c) = @y + @ - u(c), ay > 0 properly chosen and @ €
(0,1).

Figure 1. Graphical representation of the conditions for existence and uniqueness of an interior

solution (for c™" > 0 and c™™" < 0 respectively)

A M
H(C), l‘.I(C) ‘LL(C), R(C) u(c) i
Py a(c)
v/ i
|/ ;
[ : |
| i |
L . . >
cmin o & cmax o

For parametric utility functions we can translate the conditions in Proposition 1 to restrictions on
parameters. In our computations we will use normalized negative exponential utility, u = 1 — e 5, with
& > 0. For this utility function, under Cobb-Douglas production function f = AkY and normalizing A
such that steady state per capita GDP equals unity, the necessary and sufficient conditions for existence

and uniqueness of interior equilibrium provided in Proposition 1 read as:

6
eS(l—y—%)< 1-a@ andsﬁw L i@ <e§(1—y+#)

The first condition is related to ¢™" < ¢ and if childbearing costs are high, so that ¢™" < 0, this
condition always holds, otherwise it constitutes a parametric restriction. The second inequality is
related to ¢ < c™%*, We see that with low childbearing costs (¢™" > 0) the first inequality requires &
and «a to be sufficiently high (to guarantee the crossing point in Figure 1). The second inequality
requires & and a, not to be too large to avoid the a function being too close to u for high consumption
levels (see Figure 1).

2.4.2. Characteristics of the equilibrium: stability and cycles

13



In this subsection we analyse the stability of the equilibrium and characterize its dynamic

properties, that is the shape of the transition path of per capita consumption, capital intensity and

fertility. We can summarize our findings on the equilibrium with interior solution for fertility through

the following Proposition:

Proposition 2: Necessary and sufficient for stability
(k+O)Tf"Bv' > 2(a")? withv' =

Under stability, the equilibrium displays converging cycles.

Proof: See Appendix B.

u' -p(1+n)a’

>0andT

of an interior steady state equilibrium is

=" -BA+n)a"(c)](k+6)+2Ba’ <O.

O

Although the latter conditions do not provide clear restrictions on the parameters, we have used them

as a check in the numerical simulations that we present below.

Figure 2: Policy functions for capital, consumption and fertility
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Parameters: TFP (A)=1.17, capital share=0.1,u = 1 — e~ %%¢, a(c) = 0.01+ 0.2-u, 8 = 0.6, 8 = 0.68.

k*=0.224,n* = 0.1, ¢* = 0.31, c™" = 0.012.

For illustrative purposes in Figure 2 we present the policy functions for k, ¢ and n for the case

with normalized negative exponential utility function and Cobb-Douglas production function.

For doing this, we have computed our solution through value function iteration over a discrete

space in k and n. This method would allow us to pick up any corner solution if it were present. Notice
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that the policy function for capital crosses the 45°-line from above, pointing to the existence of cycles in
the neighbourhood of the steady state (as in Jones and Schoonbroodt 2016).

Intuitively, at a larger per capita capital stock, a new individual brings more to society on the
resource side, and therefore requires less in utility for social welfare (from eq. (12)). Consequently, a
larger per capita capital stock will imply lower per capita consumption, everything else equal. Therefore
one cannot have a transition towards a steady state where both capital and consumption grow. If society
starts off with a low level of capital and moves towards a higher steady state capital stock, consumption
cannot continuously decline, as it would then have to be too high from the outset, preventing capital
from growing. Therefore, both capital and consumption will cycle during a transition towards a steady
state. This is the reason for the policy functions for consumption and capital in Figure 2 being downward
sloping.

2.4.3. The effects of a technological change

In this subsection we carry out comparative statics in order to assess the effects of changes in
total factor productivity, 4, on the equilibrium values of consumption, capital and fertility. We can
summarize our findings through the following Proposition:

Proposition 3: A positive technological shock increases the long run optimal capital intensity and the

population growth rate.

Proof: Define f (k) = Ag(k), so that f' = Ag'. From eq. (14) one gets%dA + f""dk = 0 and:

ak __ f'
aa= a0 (P3.1)

Next, by total differentiation of egs. (15)-(16) it follows:

u'—-a’ u-a _u"'-a'’p(1+n) _ o, r_ ’
P dc — Gero)? dk = ; [1-B(1+n)]dc—[u +a" —2a'B(1+n)]dn (P3.2)

and, also using (14),

_f 1-L(1+n) 1
dn_A(k+9)dA+ B(k+6) dk (k+6)

dc (P3.3)

Finally, exploiting eqs. (P3.1)-(P3.3) yields:

dn_ (126057 (L), £ (1-26¢) =BG oy
da ~ | B(k+6) T JdAa ' A T(k+6)

(P3.4)
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Given that under concavity T<0 (see Appendix B), then also T — fa’ < 0 and T — 2fa’ < 0. Given that
u' —a' > 0 (from egs. (6), (16), (19) and (P1.4)), then Z—Z > 0. O

In the light of the analysis carried out so far, we can interpret our findings as follows. A
technological improvement renders capital more productive, making it convenient for the economy to
invest higher amounts of resources in capital accumulation, in production of goods and in giving birth
to more children. Notice that the Repugnant conclusion (i.e. upper-corner solution for population rate
of growth) is avoided, even with low costs for raising children. Finally, notice that, at the optimal steady
sate, it must be that u’ — @’ > 0: in words, marginal utility of consumption must be positive not only for
society (see footnote 11) but also for each single individual, that is, an increase in consumption gives
rise to a greater increase in utility than the increase in the critical level function?3.

We now turn to the issue of whether the Relative Repugnant Conclusion (RRC), whereby an
increase in personal income (i.e. wage) produces a decrease of long run per capita consumption, can be
avoided. We still focus on the effects of a positive change in total factor productivity 4, given that, at the
steady state, this change increases the marginal productivity of labour (Fy) without affecting the interest
rate (which remains constant according to eq. (14)). We can summarise our findings as follows:
Proposition 4: A positive technological shock decreases the long run optimal per capita consumption.

Proof: From egs. (P3.2) and (P3.3) we obtain:

4 14

dc _ [1-BG+n)] k| fB2% G paim
. rak b 1-B(1+n
7 [ T ] Tt a T (20)
. \ . 1-B(1+n)\ . e .
The sign of the first object at the RHS of eq. (20) (T) is non-positive (by (P3.1) and under stability

T < 0; see Appendix B.3). As for the second object, given that, by restrictions stemming from eq. (6),

B(1+n)<landu' —a’ > 0, it follows that its sign is negative, so that;i—j1 <0. m

13 For example, if the critical level function is a parameter times utility, a(c) = @ - u(c), the condition above would be

satisfied for @ < 1.
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Hence, we can conclude that the adoption of a RCLU, while avoiding the assumption of too high
childbearing costs, cannot avoid the Relative Repugnant Conclusion (that is, a decrease of consumption
when income increases).

In fact, this means that, when per capita income increases due to an increase in total factor
productivity, society finds it optimal to increase population size, since the value of the labour
endowment an individual will bring increases, and to increase capital accumulation too. However,
resource constraint imposes to do this at the cost of lower per capita consumption, while society as a

whole will be eventually better off (due to bigger population).

Figure 3: Impulse functions for capital, fertility consumption after an increase of TFP
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Parameters: same as Fig. 1 with a change in 4 of +0.8%.
In Figure 3 we provide the impulse functions for k, n and c after an increase of Total factor
productivity (TFP), which confirms the results provided in Proposition 4. Moreover, the Figure confirms
the presence of cyclical convergence as was shown in Proposition 2.

2.5. Comments on the results

We can now discuss briefly the results presented so far by comparing them with those stemming

from previous related literature.

First, notice that, when a(c) =0 and a'(c) = 0, we are in the CU case (or in the special case of

Becker-Barro (1988) with the altruism parameter (1-a)=1, in their notation). and (12’) reads as
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u—cu' +u'[Fy—6(1+r)]=0. (12
Under concavity of u(c) and normalization u(0)=0, then u(c) — cu’(c) > 0, so that an interior solution
for n can only arise if Fy — 6(1 + r) < 0, thatis, under very high childbearing costs (the cost for rearing
children is higher than their lifetime income in present value). This is the undesirable outcome (or
assumption) unveiled, among others, by Michel and Pestieau (1998). Moreover, in this case it can be
shown that the RRC emerges, that is an increase of wage reduces equilibrium per capita consumption
(see Michel and Pestieau 1998); in our paper this can be seen by observation of (20) for a(c) =0 and
a'(c) = 0. As we have shown in Proposition 1, under our model the assumption of high childbearing
costs is not necessary, provided that a(c) takes on a positive value.

With a(c) > 0 and a’(c) = 0 (fixed critical level), eq. (12) at the steady state reads as:

u—-a

——c= {0(1 + Fx) — Fy} (12"
which resembles eq. (13) in Renstrom and Spataro (2011). In that model it is shown that the RC can be
avoided at the steady state (even in the absence of childbearing costs) but not the RRC (see here eq. 20
with a(¢) > 0and a'(c) = 0). Moreover, as in Renstrom and Spataro (2011), when a’(¢) = 0 the model
has a corner solution for n outside the steady state. Under RCLU, we obtain interior solutions for n also
outside the steady state, so our upper and lower limit for n are not binding; if we were to seta’(c) = 0
and ignoring any binding limits for n, the model would jump immediately to steady state k through a
discrete jump in N. This manifests itself in our Appendix B, eq. 23, a’(¢) = 0).

On the contrary, a(c) > 0 and a'(c) > 0 allow to avoid RC, high childbearing costs and provide
nontrivial transitional dynamics, although do not avoid the RRC.

A final remark is worth doing. Up to now we have not investigated the long-run level of
population (apart from verifying that transversality conditions are satisfied). By eq. (2), we know that
population will asymptotically grow to infinite n > 0, will be constant if n =0, will shrink
asymptotically to zero if n < 0. All these outcomes are well compatible with the axioms that we posed
to build the RCLU social ordering. However, there is no axiom preventing population from possible

extinction and the latter result would, indeed, be a paradox!4. That the population size asymptotically

14 We thank an anonymous referee for pointing us to this issue.
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approaches zero is an artefact of the infinitely divisible population size. However we can think that there
is a smallest unit of population size, say one person. If this is the case, N becomes smaller and smaller
and eventually becomes close to its smallest value. At that point in time there is a discrete choice
between its smallest value and zero.

The Bellman equation of the problem can be written as (see eq. (B.1) in Appendix B):
V(K¢ Ni, cp-1) = max{N¢[u(c,) — a(ce—1)] + BV (Kiy1, Ney1, €)'}
Suppose that, at the steady state n < 0, so that population is shrinking towards a certain level N, the
latter being the level at which population is no further divisible (N can represent one individual or one
household, etc.). Hence, at a certain point in time t the choice will be between two possible options,
either Ny, ; = 0 or N;yq = N.If N;,q = 0 is chosen, then V(K;,1,0,c;) = 0. Hence, at period t we have:

0
V(Ke, Ne, €-1) = max {maxctﬂ[u(c‘t) —a(ce—1)] + BV(KHLM Ct)

Since along the optimal path u(c;) > a(ct_4), thus society will not choose to vanish.

Finally, we examine the role of the critical level function a in our model. We wish to see how the level of
the critical level function and its slope affect steady state population growth and consumption. To
simplify our analysis, we assume a(c) = ay + @ - u(c), with a, > 0 and @ € (0,1). Then, by total
differentiation of (14), (15) and (16) w.r.t. « we get (recall that k* is independent of a, and omitting

superscript for steady state values)

dn =25 (21)

ur—ar da _u"-a"B(1+n) . VI EE I P A _
s dc BT i iy S M-BA+n)]dc—a'[1-BA+n)]ldn—[u —a’'B(1+n)]ldn— (1 +

n[1 =B +n)]da’ (22)

. 0 dar ~ .. .
with da = a_‘jd“i and da' = a%:da'i , &; = g, @ Combining the two equations above and after some
L L

manipulation we get:

~[1-BA+m)]zdn = [1- B+ 0] +n)da’ —55 (23)

withT <0, If ¢; = @, then da’ = 0, so that (23) can be written as:
B k+0)[1-BA+n)]E<0 (24)
dag B
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If a; = @, then (23) becomes:

T , u ~
—[1- B +m)] zdn = (1-pa+mla+nu - ——}da

ey u u—a+a
Rewriting— a >

0 S w0y exploiting (16) and rearranging terms, we get:

dn _ __ &%
T (25)

Finally, from (21), (24) and (25) we get:

d d

=>0-—>0

aa dag

Hence, we can conclude that, every else equal, societies endowed the higher critical level

function are more likely the shrink asymptotically, while those with lower critical level function are

more likely to experience population growth.

3. Positive perspective: decentralized economy with atomistic dynasties

Up to now we have shown that the basic framework can avoid the emergence of RC and getting an
interior solution without too high childbearing costs, but cannot avoid the RRC. Moreover, our analysis
was mainly normative, although we performed some comparative statics exercises on the optimal
steady state values for consumption, capital and fertility. Indeed, to the extent to which social
preferences with RCLU, besides stemming from socially plausible axioms, also obtain from aggregation
of individual preferences, then our analysis may also be interpreted as being positive in nature and the
results as describing the behaviour of households and of the dynamics of population growth in
response to technological shocks.

In fact, one can recognize that preferences describing the aggregate economy can be obtained, for
example, by aggregating over individuals who in turn have preferences as those adopted in the relative-
income literature, put forward by Duesenberry (1949) and Easterlin (1974, 1995) or in the “catching
up with the Jones” (as in Alonso-Carrera et al. 2005) and “habit formation” literature as in de la Croix

and Michel (1999)15. However, under the positive interpretation of the model, the negative effect on

15 For a review of the above mentioned literature see, among others, Macunovich (1998). In fact, if one assumes that

individuals are entailed with both intergenerational altruism and relative-income (or relative-welfare) preferences, with
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per capita consumption and the negative effect on fertility of total productivity may appear
unsatisfactory.

Hence, we now extend the model to the case in which atomistic dynasties do not recognize their
influence on critical level consumption. In particular, we assume that the critical level utility depends on
previous period consumption, that is @ = a(¢;_1). As a consequence, the decentralized solution,
differently from the basic framework, will be suboptimal from a social welfare point of view (in fact, if
the policymaker aimed at restoring optimality by correcting for the externality caused by consumption
in the critical level, then we would get back to the model analysed in section 2).

3.1. Model setup and results

From now on we will adopt an explicitly positive approach and, in particular, we will tackle the
issue of whether the RC and RRC are avoided or not under reasonable childbearing costs and we will
also analyse the changes on fertility produced by technological shocks. Besides providing the results for
a decentralized competitive economy, we will focus on identical dynasties. CRS apply to production
technology also in this case. Identical dynasties take the time paths of a;, the interest rate (r;) and the
wage rate (w;) as given. In equilibrium the refererence consumption coincides with the individual
dynasties’ consumption.

The dynastic welfare function now reads as:
W = ¥tZo Nelu(er) — B(1 + npa(c,)] (26)

under the individual (dynasty) budget constraint:

Kepr + 6 = Atroke+we—ce (27)

1+nt

The economy-wide resource constraint, taken as given at individual level, is:

Kooy + 6 = tfoc (28)

reference group being previous generation’s income (or welfare), then an individual’s preferences could be written as: U, =

NI;“ Ui, such that, aggregating over individuals, we obtain: W, = N, U, = N;(u; — aus_q) + BNpy1Uisq,
t

(ug —augq) + B

which coincides with eq. (1) in the text.
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In equilibrium w; = f(Et ) — f'(kpkeand 1, = f’(l_ct) and k,=k,, ¢, =¢, n,=n, although
individuals will observe these relations only ex-post, after making their own private choices.

Maximization of (26) w.r.t. k;, 1, c; and n; yields (see Appendix D):

u’(Ct) _
u’(Ct+1) - ﬁ(l + Tl‘f+1) (29)
u(co—a(C-1) _ . 2
u’(ct) - Ct Wt + ﬁ (30)

and eq. (28). Finally, at the steady state, the symmetric equilibrium yields

1=B(1+71) (31)

u(@-a() _

u,—(C)—C W+9(1+T) (32)
_ (+r)k+w—c

1+n=—"22= (33)

together with market clearing prices: w = Fy and r = Fg. In Appendix D we provide conditions for
existence, uniqueness and stability of the steady state equilibrium. In this case cycles may or may not
arise. Moreover, childbearing costs may well be assumed to be sufficiently low (see Appendix D.2 and
section 3.2). As for the effects of a change in the TFP, we can write the following:

Proposition 5: A positive technological shock increases the long run capital intensity and per capita

consumption. The effect on the population growth rate is ambiguous. Suﬁ‘icientforj—z < 0 (necessary and

. dn e cmin_ar — _u'(e
suﬁ‘zaentfora <0if0=0)is (1 - )a(c) +——>_., where o(c) = 20

Proof: Total differentiation of (31) and (32) with respect to 4, exploiting market clearing prices and CRS

implies, respectively:

kT, (5.1)
dA  Af"
de _ ~f/4

] (P5.2)

dA ; ow-l
a(c)[l— @« B

u'o(c) ¢

Given that under stability the denominator of (P5.2) is negative (see D.3), it follows that Z—; > 0. As for
fertility, total differentiation of (33) provides:

dn _ [1-B(1+n) dk | f dc
ﬁ_[ B ]dA+A dA (P5.3)
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and its sign is ambiguous. However, by defining z = 1 — B(1 + n), from (27) and (28) we get u(c) —
a(c) = u'(c)(c — c™™) and ¢ = zc™** + (1 — z)c™™. Total differentiation of both equations yields:
u’ (cmin + %) —[a’ +u"(c — c™™)] [c +(1-2) %] = [a' +u'"(c — c™™)](c™** — cmi”)%k

. . L . .0 . dz _ dzdk
First, notice that LHS of the latter equation is increasing in 5 Hence, for 8 > 0 sufficient for ﬁ = d—ia =

. d_n . , " ___min . _ cmin Cmin a_,
0 (i.e. A= 0) is [a +u'(c—c )] < 0, thatis (1 — )J(c) +——>—.0

Hence, we can conclude that under reasonable restrictions on the parameters and given sufficiently low
childbearing costs, both RC and RRC are avoided and population growth is decreased by a positive
technological shock.

Intuitively, our results show that, when per capita income increases due to an increase in total
factor productivity, individuals find it optimal to increase per capita consumption and capital
accumulation. This happens because individuals do not take into account the (negative) externality that
higher consumption produces in terms of higher critical level. However, resource constraint imposes to
do this at the cost of a lower population size.

3.2. An example

1-0
In this subsection we provide an example for a CES utility of the form u(c) = Cch, and a(c) =a-

u(c), with both ¢ and @ € (0,1). In this case sufficient for existence of the steady state equilibrium is
(See Appendix D for details)

a>o. (E.1)

The latter condition is also sufficient for uniqueness and stability of the steady state. Moreover, cycles
may arise or not depending on the parameters. More precisely, under Cobb-Douglas production function

f = AkY, from eqs. (26)-(28) steady state solutions for k, ¢, and n are:

1

« _ (1-B\ 1v
k* = ( BAV) (E.2)
¢t =122 gmin (E.3)
a—o
ﬁ(l + n*) = Crilax_;ri:in (E4)
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Notice that, from eq. (E.3), a necessary condition for obtaining a steady state solution is ¢c™" > 0, that
is Fy > (1 + Fy) - 8. The common assumption of very high child costs does not even apply. We show in

Appendix D that condition for stability of the equilibrium is:

|dkt+1 _ 1_—uu(E+6)
dkt ﬂ(1+n)

Bal
= ‘ <1 (E.5)

So that we can two possible stable equilibria may arise:

_ B g
a) 1> TR ) >1-p1+n)

pa’

b) 1< —u''(k+6)

<1+pA+n)

Under our assumptions on the shape of u and @ and given (E.1) the latter inequalities read as:

cmax_ min @
ag

a) &>

1-
cmin a—

q

b)

o(1-@)+&(1-0) cmahcmin<a1
20(@-0) cmin o

q-

a-
Hence, in case a) the equilibrium in the neighbourhood of the steady state will display no cycles, while
in case b) it will.

Finally, using eq. (E.3) and the definition of c™" provided in subsection 2.4, we have:

dc* _ 1-o dFy
dA ~ @-o0 dA

>0 (E.6)

. Fn_ 9
_ —cmin 1-& BFy—6 _ 1-& B+ Fy
and, giventhat1 — (1 +n) = —Cmax_cmm = e hi0 " e 1+9 k where the ratio = p Y is constant in the

Cobb-Douglas case, we end up with the following derivative:

len

(1 k)z

dn* 1-01 6
dA ~ a-oBK?

Z<0 (E.7)

1+8—0=

with®™ = 0ifg = 0.
dA

4. Conclusions
Building on the intuition provided by Michel and Pestieau (1998), we propose an extended
version of critical level utilitarianism (CLU) which we name Relative CLU. It consists in an axiomatically

founded and variable critical level utility obtained by conditioning the critical level used by parents or
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society for deciding to give birth to an extra child on their own standard of living. We use the basic
formulation for a normative analysis and an extended version for a positive analysis concerning: a) the
Absolute Repugnant Conclusion (that is, maximum population growth rate); b) Relative Repugnant
Conclusion (that is, consumption decreases after increases in personal income); c) too high
childbearing costs; d) the dynamics of fertility after technological shocks.

We show that the basic formulation can avoid both the assumption of high childbearing costs
and the Absolute Repugnant Conclusion but cannot avoid the Relative Repugnant Conclusion.
Moreover, optimal fertility is increased by technological shocks and displays cycles.

If we take the view that our social welfare criterion can also be applied at individual dynastic
level, we can aggregate the dynasties and obtain the equilibrium to the decentralized economy. Then
our analysis could also be interpreted as descriptive (positive) in nature. However, given that under a
positive perspective, both the persistence of the Relative Repugnant Conclusion and the positive effect
of technology on fertility may appear unsatisfactory, we then present an extension of the model, a
decentralized economy where each dynasty does not recognize that it affects the aggregate
consumption level (consumption externalities). In this scenario, show that both Absolute and Relative
Repugnant Conclusions can be avoided without resorting to unrealistically high childbearing costs.
Moreover, a technological shock reduces long run fertility and can generate cycles along the
transitional path.
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Technical Appendix

Appendix A. Axiomatization of Relative Critical Level Utilitarianism (RCLU).

Following the approach by Koopmans (1960), we begin by assuming a general welfare function
defined over population and utility alternatives. We then introduce one by one the postulates (axioms)
to arrive at the final welfare representation. The approach has the advantage that the exposition is
simpler and far more accessible, and one can clearly see how the welfare function is developed.

For any time t we define, purely for notational convenience, the alternatives, X, as the utility
vector u={us,...,u'} of generation t and the size of the next generation, N1, i.e. X; ={uy, Ne+1}.16 We assume
the population criterion is represented by a general welfare function (assumed twice differentiable).

Wy = We(ooo, Xpe Xpe1, X Xp o1 -2 (A.1)

We begin with a number of independence and dependence postulates (axioms). It is reasonable
to assume that the choice of utility vectors and population sizes in the sufficiently distant future is
independent of the outcomes of the earlier generations. That is, the preferences over u;and N1 for large
s should be independent of u.1s and N, This is the axiom of Independence of the Long Dead as in
Blackorby et al. (1995). To allow the possibility that population judgments depend on the utility level of
the parental generation, we must allow for X1 to depend on X. Denote a sequence of all future
alternatives as X[ ={Xt+1, Xt+2,...} and past as Xf={Xt.1, X2}

Axiom 1: Independence of the Long Dead

Forall X ., X7, X,_1, X, X, X[, %]

We(XP_,, Xo_1, X, X)) = W (XP_, X1, R0, X))

implies

16 We could have defined Xt as ={ur, Nt} or not used the notation X: at all, without changing the results.
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W (XY X1, Xe, X1) = W (X2, X1, R0, R)). 0
Axiom 2: Parental Dependencel”

Preferences over X; depend on X;.1. mi

First, independence of the long dead implies that any indifference relation between u:1 and N
(at time t+1) must be independent of the value of X.i. That is the preferences over X.1 must be
represented by some W, ;:

Wt+1 = Wt+1(thXt+1lXt+2 ) (A.2)

and any preferences over current and future X must be represented by some V, i.e. the aggregator

function in Koopmans (1960)18:

We="1, ((P(Xt—l:Xt)' I/Flv/t+1(Xt'Xt+1;Xt+2 )) (A.3)
Consequently, Independence of the Long Dead and Parental Welfare Dependence imply a weakly
separable welfare function of the form (A.3).

Notice that W,,,is potentially different from W,, however, if the function is different, then the
preferences over X1 as of time t+1 (given a particular history of X:), would be different from the
preferences over X1 as of time t-s, s=1, which would generate time-inconsistency. We shall therefore
assume time-independence (or time consistency):

Axiom 3: Stationarity (Time Independence/Time Consistency)

For all X,_y, X, X/ &/

W (Xe—1, Xe, X)) = W (X,_1, R, XD it W (X, X)) = W(R, X)) o
Notice that the first inequality gives
V (@Kot X Werr (X6, XL)) 2 V (K emr, X0, Wera (X, KD))

By the latter inequality in the definition of stationarity it follows that W, (th) is equal to G(Wtﬂ(th))

where G is a monotone transformation. Now, with

17 If generations do not overlap this is Dependence of the Recently Dead.

18 Note that we cannot in general have W, = V,(¢(X¢—1), W1 (Xe, Xp41, Xp42 -..)) as then the preferences over X: would be
independent of X:-1, and thus violate Parental Welfare Dependence. However, we could allow for this formulation as a special
case and would then obtain Critical Level Utilitarianism.
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We = Ve($(Ke-1,X0), 6 Werr (Xe X7 )) (A5)
and the further monotone transformation G 1, we obtain, as in Koopmans (1960)
W(Xeo1, Xe Xern ) = V(O o1, X0, W (Ko Xer1, Keaz ) (A6)
that is a recursively separable social welfare function.
This welfare function, however, implies that in general the preferences over, say, u: and Ny,
depend on the values of u and N of all future generations. We limit such dependence as follows.
Axiom 4: Independence of Distant Future Generations
Any indifference relation between u} and N1 is constant with respect to W(th).19 m

One more recursion of (A.6) gives

W (X1 X Xeur =) = V (0 Xems, X, V(9K Xern), W (X)) A7)

To save on notation, denote

¢° = (X1, X) (A.8)
= (X, Xi41) (A.8")

Any indifference relation between N1 and u/ is given by

W@ V(@HLW)) 3¢t VetV w)) av(ettiw) agttt

N1 _ agpt oul  av(ettiw) aptFl gl A9
oul T W@V@T W) ot oav@tv@itLw)) av(ettLw) 9ptte (A.9)
aw=0 gt Nerr| OV@TFLw)  06TF1  aNgps

For this indifference relation to be constant with respect to W(X{ ), the ratio of the partial derivatives

must be constant:

av(etv(ettiw)) av(ettiw)

av(¢t+1'w) a¢t+1 _
wvatvet iy =P (A.10)
gt

Note that f§ could in fact a discount factor if it is smaller than 1. Although one might argue that applying
discounting to intergenerational allocation of resources could be ethically unappealing, we aim at
following the lines of Blackorby et al. (1997). (A.10) implies that the function ¥V must be linear:

W (X1, Xeo Xep1) ) = @(Xe—1, Xe) + Blo(Xe, Xer1) + W ((Xer1, Xeszs o) (A11)

Or by recursion

19 Preferences over X: are independent of Xes, for all s 22. We note that we cannot have independence of X:+1, without sacrificing
dependence on X«1. Thus, a necessary consequence of Parental Dependence and Independence of the Long Dead, is dependence
of at least the next (immediate) generation.
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W(Xt—l'Xt'Xt+1J ) = E.(sn:o .35¢(Xt—1+s» Xt+s) (A.12)

that is, a discounted sum of generational welfare functions.

Having established the consequences of Independence of the Long Dead, Independence of
Distant Future Generations, and Parental Dependence, we now turn to the specifics of the population
choice. We now write the pairs X.1 ={u;_1, N;} and X; ={u;, N¢, 1} explicitly. Recall that u; is a vector of
individual utilities {u},.., u}}, i.e. ¢ = ¢(ur_1, N¢, ug, Npyq). Note that N, ; can be dropped at time t as
we are only considering welfarist criteria (population only matters to the extent it brings individual
utilities), then

e = d(ue-1, N, ur) (A13)
We will now define our population criterion for each generation.
Relative Critical Level

A society is indifferent adding individuals to an existing population, everything else equal, if the
utility of those added equals a critical level function @(u;_, ), depending on the utility of consumption of
someone in the previous generation. If individuals differ within a generation, this level of consumption
must be identified. We label this as critical-level consumption, c{_;.

The critical level cannot depend on the population size of the previous generation (only the
critical-consumption level), as can be seen in (A.13) (it is ruled out by Independence of the Long Dead,
as N;_, was a decision taken by the N;_, generation). The critical level must also satisfy anonymity (to
be introduced later), implying it must be invariant with respect to any permutation (renaming the
indexes).

A permissible relative critical level is the utility of a fraction, 0<6<1, of the consumption level of
the top rth individual of cohort ¢-1:

a(ui—q) = u(8ci-q) (A14)

This level is invariant to adding individuals of critical level consumption, if delta is not too large.

. . o Ne-
To see this, order consumption (by renaming individuals) as ¢;_; = ¢z, = -+ = ¢{_; = - = ¢, 7"
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Adding individuals of the critical level (applied to their generation), will not change the level of
c{_1 as long as c¢{_; = &c{_,. Furthermore, the critical level is invariant with respect to renaming
individuals (as the ordering of consumption is independent of the ‘names’).

It should be noted that average consumption as critical-level consumption does not have the
property of being independent of adding individuals of the critical level (as it would be declining). The
same is also true for median consumption. However, if c¢{_; = c,_; for all I (as under a first-best
allocation) then the average, the median, and the top rth levels are the same. Consequently, (A.11) is:
W(Xe_1, X)) = p(ui_1, Ny up) + BEQL, Nepg, Upyr) + B2W Xy, Xet2) (A.15)

For given population size, the social preferences over individual utilities may depend on
population size and past utilities. We shall impose that the social preferences over utilities within a
cohort should be independent of utilities of unconcerned individuals (but not necessarily their
existence), that is if the utility vector {u.} is preferred to another utility vector {u;}, this should be the
case regardless utilities of other individuals. We require
Axiom 5: Independence of Utilities of Unconcerned Individuals

Preferences over {u/} and {u/} are independent of {u/} for h#ij, and of uj_;.

m
We also require?20:

Axiom 6: Anonymity

Preferences over {u:} are independent of identity i. o
Axiom 7: Strong Pareto Principle

Welfare is increasing in each uy. o
Axiom 5 first requires (A.15) to be weakly separable in {u.}, i.e.

W(Xe—q, ) = G(M(uf_1, Ne), Ne, ¥ (g, Np)), +BS(N(uf, Nesr), Neir, Y Wpsr, Nesn)) + B2W (Xegq, o)
for some functions II and YW, that is the vector u:; enters as a function W(u;), such that
¢ (us_q, N, ¥(uy), N 4q). Second, it requires W(ue) to be an additive function. To see this, differentiate

the welfare function with respect to w; and ui; to obtain:

20 These are birth-date dependent statements, as in Blackorby et al. (1997).
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WXy, ) ¥

au{ B aui
oW (Xi_q,..) O¥
out out

which can be independent of uh, h # i,j, only if it is additive: ¥ = Z?’;l Y (ut, Ny). Anonymity requires the
function ys to be independent of i, and must be a strictly increasing function due to the Strong Pareto

Principle. Differentiating with respect to u'; and ui; gives:

OWKy—y,.)  9P°P(uE, Ne) 30¢”1 QUCHRY
oui _ 0¥ oug oIl ouy

oW (X1, ..) apt dp(uf, Ny)
aué oV aué

which can be independent of uh, h # i,r, only if itis ¢ is linear. Consequently

W(Xe—q, ) = M(ui_q, Np) + Z?’:tl 1!’(”%; Nt) + BNUE, Neyq) + Z?’:tl lp(ulif+1' Nt+1)] + B2W (Xeg1, )
(A.16)
All the reasoning up until now has been for fixed populations. We now turn to the population criterion
itself.

A society is indifferent adding individuals to an existing population, everything else equal, if the
utility of those added equals a critical level function @(uj_,).
Axiom 8: Relative Critical Level Utilitarianism

Adding m number of individuals, with utilities at the relative-critical level, &(u;_,) does not
change the value of the social welfare function.

m
Axiom 8 implies that
W (Xe_q, ) = uf_q, Ne +m) + D0t p(ub, Ny +m) + mp(@ui_y), Ne +m) + B+ W) +
B*W (Xpiq, ...) (A17)
is invariant with respect to m.
Notice that IT and W in period t+1 are unaffected by the population size N; (a consequence of our
definition of critical-level utility). Then (A.17), by definition of critical level utility, must be constant in

m, i.e.
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N¢

aw  oll(u;_y, Ny + m) N Z azp(ui, N, +m)
am ON, N,

oY (a(ui-1), Ny +m) _

0
aN,

+y@wi_1), N +m)+m
i=1

Since @(u}_,) cannot depend on the utilities of the other individuals, the derivative of { w.r.t. N: must
be zero, consequently

on(uf_4, Ny + m)
ON,

@) = -

Then, I(u{_,, N;) = =¥ (&(ui_,))N;, which substituted into (A.17) gives
Proposition A.1 (Relative Critical Level Utilitarianism)
A social welfare function (representing a social welfare ordering over population and consumption choice)
that satisfies Independence of the Long Dead, Stationarity, Independence of Distant Future Generations,
Independence of Utilities of Unconcerned Individuals, Anonymity, Pareto Principle and Relative Critical
Level, must take the form:

W o1, Neytte, Ness <) = 2520 B° B [ (uths) = $(@(ui-145))] (A18)
where ' (uf,s) — ¥/ (@(ul-11))@ (Wf_145) > 0 for anys.

Note that if the Relative Critical Level does not depend on past utility, then « is constant, and the
population principle reduces to Generalised Critical Level Utilitarianism as in Blackorby et al. (1995). If
the critical level is zero, it reduces to Generalised Classical Utilitarianism.

When considering a first best allocation within each generation, i.e. us! = u2 =...=u." the function
Y is redundant, and we have

W (ug—1, Ne,ug, Neyg ) = X520 B° News[uers — @(ui_14)] (A19)

Without loss of generality we can redefine the critical level function as @ (us—145) = @(Cr—145)-

APPENDIX B. Characterization of the basic model
1. The value Function in the basic framework
The Bellman equation of the problem can be written as:
V(K¢ Ni, ce—q) = max{N[u(c) — a(ce-1)] + BV (Key1, Neyr, )} (B.1)

- . . av .
The envelope condition with respect to c;_; gives Py —a'(c;—1)N;, which shows that the value
t—-1

function is additively separable in c;_4. Hence, we can define:
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V(K¢ Ne) = V(K¢ Ne, ce—q) + Nea(ce-1) (B.2)
so that, substituting into B.1 and exploiting N;,; = (1 + n;)N; we get:

V(Kt: Ny) = max{N[u(c;) — B(1 + n)a(c)] + ﬁV(Kt+1'Nt+1)} (B.3)

The envelope conditions with respect to N; and K; of (B.3) and using resource constraint we get:

Z_Zi = Bye = (1+ Fy,) (B.4)
= [ule) = B+ na(eo)] + B3 [Fy, — e = 8(1+np)] + FHE (1 +ny) (B5)

so that, exploiting again resource constraint we get

GAA aV av GIA
_aKt K + = Nt max {Nt[u(ct) B +n)a(c)] +p [ = Kt+1 t o Ny — Nt+1]} (B.6)
t

which proves that ¥ is homogenous of degree one. Hence, we can define

V(K N)

v(k) = = 0(k,1) (B.7)

so that (B.3) can we written as:

v(ke) = max{[u(c,) — B(1 + np)a(c)] + F(1 + n)v(kerq)} (B.8)
under the constraint

A +nkeys =fr + ke —ce —0(1 +ny) (B.9)
2. Dynamics of the system, concavity and stability of the steady state

FOCs w.r.t. ¢; and n; give

He=u'(c) =B +ng)a’(cr) — Pv'(keyq) =0 (B.10)

Hy = —fal(c) + fvkes1) — Bv'(kep1)(keyr +6) =0 (B.11)

and SOCs

Hee =u"(cp) — BA+n)a"(¢c) + —— (1+n ) V' (Kev1) (B.12)
= —Ba’(c) + B (ki) (B.13)

Hun = ﬂ%v"(m) (B.14)

with H the Hessian matrix in ¢ and n and

ke+1+6
1+nt—

|H| = Bv" (kes1) {Iw"(ce) = B +n)a (c)](kesr + 0) + 2Ba’ (c)} — [Ba'(c)]? (B.15)
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the determinant of the Hessian matrix (which needs to be positive for concavity). By total

differentiation of (B.10) and (B.11) it descends that:

dcg dn; " Okeys
Hee gt + Hon gt = BY" (ke) S22 = 0 (B.16)
dc dn " ok
chd_ki + Hnnd_kltt =By + 0" (keyr) a;:l =0 (B.17)
By recognizing that, from resource constraint % = % and using Cramer’s rule we obtain:
t t
dey 1 V' (ke) Hun—(Key1+60)Hen NI v (k) B(ker1+6)
d_kt - ﬁ(l + f l‘f) 1+nt |H| - ﬁ(l + f t)a (Cf) 1+nt |H| (B18)

dng _ 1V (ke) Hoe(Rey1+60)—Hen _ r 3V ) [(W (c)-BA+ne)a’ (c)|(key1+0)+Ba’ (cp)
dke B+ 1+n, |H| =BA+fY) 1+n, |H|

(B.19)

Finally, by totally differentiating the resource constraint one gets

Akeys  1+fre 1 dep Kepat0dng

dk,  14m;  1+ngdk,  1+n; dk; (B.20)
and exploiting (B.18) and (B.19), (B.20) becomes
dkepr _ _ (1Hf')) (B (cp)? (B.21)
dk; 1+n; |H|
The envelope condition with respect to k; is:
v'(ke) = Bv' (ke )+ f) (B.22)

Egs. (B.18), (B.19) and (B.21) fully characterize the dynamics of the system. The steady state
conditions follow from the FOCs.

3. Stability

In order to have stability of the steady state equilibrium, by recognizing that (1 + f")8 = 1, it must be:

N2
=@rr

dkiyq
| dk 1+n |H| (B.23)
(B.15) in steady state can be written as:

N2 _ Hw
|H| + (Ba')? = pr" 2 (B.24)
where
T="-BA+n)a"(c)](k+6)+2Ba’. (B.25)

Moreover, by differentiating (B.22) we get that at the steady state
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124 dk n !
v (1 —ﬁ) = f"Bv (B.26)
Using (B.21) as well as the steady state condition (1 + f")8 = 1 in (B.26) and combining with (B.24)

gives a quadratic equation in |H|:

1
B(1+n)

[H| + (Ba")?][IH| + 5= (Ba’)?| = HIf "B T (B.27)

: — (a')? — prp2. 1 kt6 — _ B N2 —
Letus definex = oS = f'Bv 1+nT,A_ |H| e ()4, y= 1+ (1 +n),sothateq. (B.27)

can be written as the quadratic form in A:
A%+ (2x+xy —s)A+2x?y—xs =0 (B.28)

the roots are

s—x(2+y) \/[s —x(2+y))?+4x[s —x(2 + y)] + 4x2y
B12= 2 + 2

Recall that, for stability to hold
A= |H| - =2~ (a2 >0 (B.29)
(1+n)

In order to get a positive root, it must be that 4x[s — x(2 + y)] + 4x2y > 0,2 which is true iff s > 2x,

i.e. iff
(k+ O)Tf"Bv' > 2(a’)? (B.30)
with v’ = WopUsma

5 )

Notice that, by eq. (B.29), A> 0 implies |H|>0. To conclude:

1) stability of the equilibrium implies |H|>0 (by B.29), which provides concavity of the objective
function w.r.t. to c and n;

2) T <0 (from B.27, since f"" < 0) and, by eq. (B.15), v’ < 0, that is, concavity of the value function
w.r.t. k is guaranteed;

3) From eq. (B.21) the system displays cycles in k in the neighbourhood of the steady state;

4) From eq. (B.19), fertility has the same qualitative dynamics as capital (i.e. they move in the same
direction in each period);

5) From eq. (B.18), consumption moves in the opposite direction of k.

21 Of course, a stricter condition is s > 2x + xy (sufficient), but we look for the weakest condition.
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Appendix C: Proof of Proposition 1

The first derivatives of both sides of (19) w.r.t. c are:

ALHS _ u-a u'’'-a’’

ac 1= u'-a’ u'-a’ (P1.1)
ORHS _ a’ (C_Cmin) a'’ _ a u'-da! (C_Cmin)z

ac 1+2 u'—a' (cmax—cmin) (u’—a’ u'-a' u'-a' ) (¢max—_cmin) (P1.2)
In Appendix B we show that, necessary for concavity of the objective function is
T = f[2a + uu(cmax _ Cmin) —a"(c™* — )] < 0. (P1.3)

Combining (P1.1)-(P1.3) it follows that concavity holds iff % > % at the steady state. Let us also

notice that RHS(C"”") = 0,RHS(c™%*) > 0, and a:;# > 0. Finally, the roots to (19) are:

ur—ar

c—cmin = —12_—aa (cmax — cmin) + \/[lz_—aa (cmax — cmi")]2 + == (P1.4)
and only one is positive (because LHS = % > 0 at the crossing point). Hence, the system has either
zero or one equilibrium. In either cases we can conclude that necessary for a crossing point is
LHS(c™%) > RHS(c™%) (thatis, LHS and RHS cross at some c* € (cmi", Cmax)), which reads as:
u(c™aX) — U/ (c™MIX) (¢MAX — ™) > g’ (c™ax) (P1.5)
Sufficient for one crossing point is then either LHS(¢™") < RHS(c™™") (if ¢™™ > 0) or LHS(0) <

RHS(0) (if c™™ < 0), giving the conditions u(c™") < a(c™™) and % < 0, respectively. O

Appendix D. Decentralized model with atomistic dynasties
1. The Value function
Each dynasty chooses C;, N; and K, 1, taking as given the time paths of «;, the interest rate (r;)
and the wage rate (w;). Those latter quantities are functions of the economy-wide capital stock.
Consequently the transition equation for the economy-wide capital stock is needed when formulating
the Bellman equation (in order to ‘compute’ a;,; and w;). The value function, therefore, depends on
own K;,N; and economy-wide K, N;.By following the same lines as in Appendix B (invoking the

envelope conditions w.r.t. K;, N;, K;, N;) we can write the Bellman equation in per capita terms as:
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V(kti I_Ct ) = max{[u(ct) - B +n)ac)] + L1+ nt)v(kt+1; Et+1)} (D.1)

(1+T't)kt+wt—ct

subjectto: k;y 1 + 60 = e

(D.2)

ke+f(k))—ct

taking as given: k; 1 + 6 = T+,

(D.3)

andw, = f(k; ) — f'(ke)k, andr, = f'(k;). FOCs w.r.t. ¢ and n and envelope condition w.r.t. k yield:

v' (k) = Bv'(key)) (1 + 1) (D.4)
u'(c) — Pv'(key1) =0 (D.5)
—Ba(c) + pr(kesr) — Bv' (kep1) (keyr +6) =0 (D.6)

where the latter condition holds under interiority of solution for n. Differentiation of (D.6) w.r.t. k44
gives:

—Bv" (ker1) (kerq + 0)dkeyq =0 (D.7)
which implies that v"'(k;,,) = 0, that is, the value function is linear in k., so that it can be written as
v(k) = ®(k) + k- ¥(k) (D.8)

for some function @, ¥, so that, egs. (D.4)-(D.6) can be written as:

lP(Et) =p(1+ rt)l'p(kt+1) (D.9)
u'(cp) — ELP(EI:+1) =0 (D.10)
a(c) = CD(EHl) — 0¥ (ki) (D.11)

Bellman equation (D.1) now reads as:
v(ke; ke ) = max{ulcy) + B+ ne) (kesr + 0)P (kerr)} (D.12)

and, exploiting (D.8), (D.9) and (D.2):

_ We—Cr oy
®(k,) = {u(ct) + 1t+rttkp(kt)} (D.13)
Note that differentiating (D.13) w.r.t. ¢, reproduces (D.10), so that, when taking derivatives w.r.t. k;
the effect on ¢; can be ignored.

Differentiating (D.13) w.r.t. k, noting that w, = f(k ) — f'(ko)k, and 1, = f'(k,) yields

o' (k) = [_%;zkf = £ (ke) s (ke ) + ety (k) (D.14)

(1+Tt)2 1

so that, exploiting (D.2) and (D.3) (need be positive)
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@'(k,) - 0W'(ke)=— £ fr’g)z (1 + 1) (Fear + 0)®(K,) + [%";:)1”’) ~ (ke + )] W'(R,). (D.15)
At the steady state we get
(k) — 0¥ (k)=— (k + 0){B?*f" (k)1 + )W (k) + [1 — B(1 + W)]¥' (k) }. (D.16)

This equation will be used later. Next, differentiation of (D.9) w.r.t. k, and equilibrium prices provide:

dkr+1

W' (k) = Bf" (ke)P(kerr) + B+ f/ (k)P (kt) (D.17)

In steady state (D.17) reads:

d§t+1 _ _ 171, Lp(k)
e = 1-Bf (k)q,,@. (D.18)

Next, substituting for (D.9) into (D.10) and differentiating w.r.t. k, we get:

1 d ”(k ) 1, ll—"(k )
' (e) G = — LU g(g,) 4 T (D.19)

(1+T't)2 (1+Tt)
Differentiating (D.11)

dct dkt+1

a (Ct) [CD (kt+1) v’ (kt+1)] (D.20)

Noticing that in equilibrium ¢; = ¢;, then combining (D.19) and (D.20) gives:

a' () [_ £ (ke) ¥(k,) LA [@'(k,) — 6%’ (kt)]dkm (D.21)

u'’(¢p) (1+1)? 1+
and (D.21) in steady state becomes:

a (Ct) (k) [1 ﬁf” w(k) — [CD (k) oy’ (k)] dkH.l

u''(é) W' (k) (D.22)

which, using (D.18) gives

By (0) = [v(R) - ov' @) 02

Exploiting (D.23) and (D.16) we get that

’ o
1 Pa(©

OO _ [1 _ pern PR _ dkesa
B(1+n) _[1 Bf qﬂ(k)]_ dky (D.24)

where the last equality comes from (D.18).
2. Existence of the steady state equilibrium

From egs. (D.10), (D.11) and (D.13), computed at the steady state, we get:

u()-a() _ 6
o SCTW + 3 (D.25)

The latter equation can be written as:
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u(c) —cu'(c) = a(c) — (W - %) u'(c) (D.26)

Notice that, under concavity of u(c) and normalization u(0) = 0, the LHS of (D.26) has a positive sign,

so that, if the solution is interior, also the RHS. In previous works on endogenous population, given that

a(c) = 0, interior solution needed the assumption of very high costs for childbearing, thatis w — % < 0.

Let us assume that w > % (thatis, Fy = 6(1 + r)). Eq. (D.26) can be written as:

(c) 0\ w
n(c) [1—% _1=_(W_E)uT(C) (D.27)
with n(c) = CZEZ) > 1 under concavity of u(c). Given that the RHS of (D.27) is negative under our

assumptions, existence of the equilibrium implies the restriction

a(c) 1
[1 u(c)] <70 (D.28)

For example, under CES utility and a(c) = @u(c) the latter condition reads & > o.
3. Uniqueness and stability of the steady state equilibrium

As for uniqueness and stability of the steady state equilibrium, let us assume lil’% cu'(c) =0,
Cc—

a'(c) > 0and a(0) = 0.

Thus, as for (D.26), we have LHS(c=0)=0, and RHS(c=0) <0 (possibly —o0). Differentiating (D.26)

yields:

2B = —cu"(©) > 0 (D.29)

ORHS _ ,. o ([ 6\

—. = a'(©) (W B)u (c)>0 (D.30)
OLHS

Necessary for existence and uniqueness of an interior solution is that 525 < 1, that is
ac

‘]
1 w——
el 1 4" Bsq (D.31)

u’(c) o(c) c

where a(c) = —u''(¢)c/u'(c). Sufficient for inequality (D.31) to hold is that

!

|Q
Qe

>1 (D.32)

!

e

For example, under CES utility and a(c) = @&u(c), (D.32) reads again & = o. Moreover, exploiting

steady state expression of (D.3),w = f(k ) — f'(k )k and (1 + f)B = 1, (D.31) reads as
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Ba' (&)

1-B(1+n)< IEIT)

(D.33)

which is also the condition for stability of the equilibrium. Hence, if an interior equilibrium exists, it is

also stable.
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