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The Impact of Household Planning on Savings

‘Life Cycle” Effect or Precautionary Savings” Effect

LI Jing XU Chenchen
(Capital University of Economics and Business, Beijing, China)

Abstract This paper constructs a three-period overlapping generation model and discusses the effect of family

” effect and the “precautionary savings”

planning on household savings and consumption by examining the “life cycle
effect. Demographic characteristics of households are key factors influencing household decision, which can have either
positive or negative effects on savings. Utilizing the data from China Household Finance Survey (CHFS), we f{ind that
the decreasing proportion of children and the increasing proportion of the elderly raise the household savings. The “life
cycle” effect plays a more significant role in the impact of proportion of children on household savings; however, the
“precautionary savings” effect related with the share of the elderly is more significant. The mechanisms are as follows:
parents pursue high quality education for their children, leading to increased educational costs and decreased savings.
It follows that sharpen the competitiveness of children for the future talent market raise precautionary savings in the
family planning. Rising life expectancy, imperfect social security system and inheritance increase precautionary savings
of the elderly, while savings decrease due to medical expenditures of the elderly. The educational expenditures on chil-
dren tend to equalize in both urban and rural areas. The effect of medical expenditure on savings is larger in rural areas than
that in urban areas. Social network plays an important role in equalizing education cost and purchasing health care products.
In addition, the effect of household planning on savings exhibits regional differences. Therefore, in order to improve the vol-
ume and quality of consumption and release the potential of economic growth, constraints have to be eased by improving public
service and household planning, and reasonable household expenditure can be encouraged.

Keywords Life Cycle; Precautionary Savings; Family Planning; Demographic Structure; CHFS



