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Solving equation (5) it is apparent that 
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Substituting for C/ WL in (6) yields the ag- 
gregate savings function: 
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It is noteworthy that (7) shows that the life 
cycle hypothesis gives rise to a steady-state 
aggregate savings function which may be 
represented by a variable propensity to save 
out of labor income, and a zero-savings pro- 
pensity out of capital income. The life cycle 
hypothesis thus gives rise to a savings func- 
tion which is quite different than that usually 
assumed in growth models which allow dif- 
ferent savings propensities out of different 
types of income. 

It is clear from (7) that the relationship 
between savings and the interest rate is com- 
plex and depends on all of the other parame- 
ters in the model. In Table 1 the savings rate, 
defined as S/ WL, and interest elasticity of 
aggregate savings Tjr' evaluated at various 
values of the interest rate, are reported for 
plausible parameter values. It is assumed that 
population grows at a 1.5 percent per an- 
num, productivity increases by 2 percent per 
annum, and that individuals live fifty-year 
economic lives with retirement at age 40. 
Somewhat arbitrarily, a 3 percent utility dis- 
count factor was chosen. 

TABLE 1-THE INTEREST ELASTICITY 
OF AGGREGATE SAVINGS 

Value of r 
.04 .06 .08 

y= .5 
71r 3.71 2.26 2.44 
S/WL .121 .274 .451 

y=O 
71r 3.36 1.89 1.87 
S/ WL .068 .142 .210 

y= -.5 
71r 3.09 1.71 1.54 
S/ WL .049 .096 .135 

Y= -I 
71r 2.87 1.59 1.37 
S/ WL .038 .073 .099 

y= -2 
71r 2.38 1.45 .122 
S/ WL .028 .048 .063 

y= -5 
71r .741 1.09 1.18 
S/ WL .014 .019 .025 

Note: The calculation assumes n =.015, g =.02, T'= 50, 
T=40, and 8 .03. The savings rate is measured as a 
fraction of labor income. 

The results universally support a high in- 
terest elasticity. In the plausible logarithmic 
utility case, the interest elasticity of the sav- 
ings rate varies from 3.36 at 4 percent to 1.87 
at 8 percent. This case also generates the 
most reasonable values for the aggregate sav- 
ings rate. The table demonstrates the un- 
importance of the elasticity of substitution 
between present and future consumption. For 
example, at an interest rate of .06, the elastic- 
ity of saving varies only from 2.26 when 
y- 1/2 to 1.09 when y =-5. The insensitiv- 
ity of the elasticity to the level of y reflects 
the fact that the "reduction in human wealth" 
effect is much more important that the sub- 
stitution effect of interest changes. The basic 
conclusion, a significant long-run interest 
elasticity of aggregate savings, is quite robust 
to changes in all of the parameter values. 
While very low values of y could generate 
low or even negative savings elasticities, they 
would also give rise to unrealistic savings 
propensities, unless the other parameter val- 
ues are set to implausible levels. Almost any 
plausible life cycle formulation is likely to 
imply a high long-run elasticity of savings 
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