
Life Cycle of Consumers 

Life-Cycle Quadratic Equation 
! Life-cycle tends to follow hump-shaped trends – first rises with age 

and then declines. 
! This pattern could be applied to a number of variables, such as income 

and expenditure. 
y = a + bx – cx2 
Where:  
y is the dependent variable such as household income and expenditure  
x is the independent variable such as the age of the head of household  
a is the intercept that may be positive or negative  
b and c are the coefficients of x and x2 respectively 
 
Hump-shaped patterns of household incomes and expenditures reflects: 

• Lower income and expenditure early in adult life 
• Income and expenditures increase until around the middle 50s 

when people start to retire 
• Income and expenditure drop considerably after 60 as more 

people leave workforce 
• Age of retirement and payment at retirement may hasten or 

retard the drop in household consumer expenditure 
 
Issues with cross-sectional data in household surveys 

• Cohort information is not available in cross-sectional data 
• There has been a trend for income to rise over time due to 

improvement in productivity – so people born earlier cohort 
might be poorer than people born in later cohorts 

• Decline in household expenditure late in life observed in cross-
sectional  data might be caused by the lower income over time, 
rather than a decline in consumption due to age 

• Different cohorts are exposed to different economic and income 
conditions (or shocks) over time that also affect their saving and 
accumulated wealth 

 
Fertility and Family Size affect the estimation of age profiles of household 
expenditures 
! Fertility -> Humps in the number of people in the household 
! Number of people in the household increases as children are born, 

then drops when children leave home to form their own households. 



! Household expenditure should reflect the increasing needs of children 
as they grow up, and also their departure from home. 

! Consequently, this could leads to a rise in household expenditure, then 
to its decline as children leave home. 

! Multiple generation living arrangement could also affect household 
expenditure. 

 
Factors explaining observed hum and post-retirement consumer 
behaviour 

• Credit/liquidity 
o Younger households have more difficulties in access to 

credit and have been forced to delay consumption and 
save 

o As savings grows credit becomes available and enables 
households to increase consumption in the middle ages 

o Although wealth has been increased in later life cycle, but 
some of the assets, such as house, are not in liquid and 
therefore impose liquidity constraints on household 
spending 

• Income uncertainty 
o Income uncertain in younger age, postpone spending 
o Uncertainty decreases as people age and have more 

savings 
• Life uncertainty 

o Unknown life expectancy may lead to reduction in 
expending  

• Differentials in life expectancy and income of males and females 
• Bequest motivation 

o People continue to save in old age could be motivated by 
the desire of leaving assets to their children 

• Leisure choice 
o More time for home production, e.g. food and household 

services, lead to less consumption 
• Unanticipated shocks 

 
 
 


