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Abstra
t

In this note, we use the theory of in
entives 
ontra
ting to 
hara
terize the

pattern of �nan
ial transfers within the family. Using an altruisti
 model with one

parent and two 
hildren, we �nd that the parent may provide a lower gift to the less

well-o� 
hild, while bequests are 
ompensatory.

JEL 
lassi�
ation: D62, J2
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1 Introdu
tion

Two main theoreti
al models have been suggested to explain intergenerational transfers

within the family, i.e. altruism and ex
hange (see Laferrère and Wol�, 2004). In order

to di�erentiate between these two motives, most empiri
al studies fo
us on the relation-

ship between the level of transfers and the re
ipient's in
ome, whi
h should be negative

under altruism. Re
alling that family transfers may be made either as inter vivos gifts or

bequests, some predi
tions of the ex
hange motive �t with the data, but some �ndings


on
erning the provision of transfers among siblings are more 
onsistent with altruism.

On the one hand, bequests are often equally divided a
ross the 
hildren, espe
ially

for large estates. Wilhelm (1996) observes equal sharing in about two-thirds of the 
ases
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and bequests are not really 
orrelated with 
hildren's in
omes (Dunn and Phillips, 1997).

Behrman and Rosenzweig (2004) �nd signi�
ant di�eren
es in reports of bequests between

siblings, but this is mainly due to measurement errors. On the other hand, intrahousehold

eviden
e on inter vivos transfers suggests that the less well-o� 
hildren re
eive more money

(M
Garry, 1999, M
Garry and S
hoeni, 1995), but Cox (1987) and Cox and Rank (1992)

rea
h the opposite 
on
lusion. Another �nding is that inter vivos gifts are very often

dire
ted towards high-edu
ated 
hildren, even after 
ontrolling for permanent in
ome

e�e
ts (M
Garry, 1999).

As these �ndings 
hallenge the validity of existing theories regarding the motives for

family transfers, some papers have proposed alternative explanations to rationalize the

pattern of gifts and bequests. Parents may su�er from a psy
hi
 
ost if they deviate from

equal division of bequests (Wilhelm, 1996). Gifts are likely to be private information

(Lundholm and Ohlsson, 2000), and parents may know the permanent in
omes of the


hildren only with un
ertainty (M
Garry, 1999). Cremer and Pestieau (1996) develop a

model of transfers in a setting of moral hazard and adverse sele
tion and show that altru-

isti
 parents use a mix of inter vivos gifts and bequests. The 
hild may be more deprivated

when re
eiving less than siblings (Stark, 1998), and the division of bequests provides a

signal about parental preferen
es (Bernheim and Severinov, 2003). Interestingly, these

theoreti
al explanations predi
t the use of a mix of gifts and bequests, but the expe
ted

e�e
ts are ambiguous 
on
erning their redistributive e�e
ts1.

In this paper, we draw on the theory of in
entives 
ontra
ting and present an altruisti


model involving the use of a gift-bequest mix. We prove that bequests are 
ompensatory

owing to parental altruism, while the relationship between inter vivos gifts and the re
ipi-

ent's in
ome may be positive or negative depending on the 
hild's degree of risk aversion.

The remainder of this note is organized as follows. In se
tion 2, we des
ribe the model.

The optimal pattern of transfers is derived in se
tion 3. Se
tion 4 
on
ludes.

2 The model

Let us 
onsider a family with one parent and two 
hildren, respe
tively denoted by up-

s
ripts p and i = 1, 2. Children are heterogeneous and the type of 
hild is given by ability

wi, where wi is the 
hild's wage rate on the labor market. We assume that w1 > w2,

meaning that 
hild 1 is more able than 
hild 2. There are two periods in the model.

In the �rst one, 
hildren are young and they 
hoose a level of e�ort ei, whi
h a�e
ts

in
ome expe
tations. The 
hild will re
eive more money in the se
ond period with more

1In Cremer and Pestieau (1996) and Stark (1998), bequests should have a stronger redistributive
impa
t than gifts and gifts should be the same for all 
hildren. Conversely, in M
Garry (1999) and
Lundholm and Ohlsson (2000), gifts are more likely to be dire
ted towards the less well-o� 
hildren.
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e�ort now. For instan
e, e�ort may be seen as time spent on the sear
h for better job

opportunies. However, e�ort is 
ostly for the 
hildren. The parent who behaves in an

altruisti
ally way seeks to 
ompensate the 
hildren for disutility involved by e�ort. Let

mi be the pri
e per unit of e�ort, so that the gift made by the parent to the 
hild i is

simply eimi. Importantly, we assume that e�ort is perfe
tly observable, so that there is

no problem of adverse sele
tion. In the se
ond period, 
hildren re
eive an a
tivity in
ome

whi
h is proportional to previous e�ort. They also re
eive a bequest bi from the parent.

The budget 
onstraints are (∀i = 1, 2):

Ci
1

= miei (1)

Ci
2

= wiei + bi (2)

where Ci
1
and Ci

2
are the levels of 
onsumption per period for 
hild i. In period 1, the

problem for the 
hild i is to maximize the utility fun
tion vi, whose arguments are Ci
1

and ei 2. In the sequel, we assume that both 
hildren have identi
al preferen
es, so that

v1 = v2 = v. The maximization program is for 
hild i given by:

max
ei

v(Ci
1
, ei) (3)

so that the marginal 
ost of e�ort is equalized with its marginal bene�t:

−miv1(m
iei∗, ei∗) = v2(m

iei∗, ei∗) (4)

The optimal level of e�ort ei∗ may be expressed as ei∗ = ei∗(mi). When di�erentiating

∂v/∂ei = 0, we �nd that ei∗ depends on the 
hild's degree of relative risk aversion σ.

Indeed, we have sgn dei∗/dmi = sgn (v1 + mieiv11 + eiv21). For the sake of simpli
ity, we

assume separability for v su
h that v21 = 0. It follows that :

sgn dei∗/dmi = sgn (1 − σ)

where the measure of relative risk aversion is σ = −mieiv11(.)/v1(.). Clearly, dei∗/dmi > 0

when σ < 1. E�ort is an in
reasing fun
tion of the parental inter vivos transfer only when

the 
hild is 
hara
terized by a low risk aversion. Finally, let V (mi) = supei v (miei, ei) be

the 
hild's indire
t utility, with V ′ = ei∗v1(.) > 0.

The parent proposes an in
entives 
ontra
ting menu that a

ounts for the 
hildren's

well-being. We assume that the parent is motivated by paternalisti
 altruism. Children

behave in a myopi
 way and are unable to perfe
tly foresee the 
onsequen
es of their


urrent behavior. Hen
e, the parent's obje
tive fun
tion is given by a weighted sum of

his own (linear) utility Y p −
∑

2

i=1
(miei∗ + bi) and of the 
hildren's well-being given by

∑

2

i=1
(V (mi) + u(wiei∗ + bi)), Y p being the parental in
ome. The fun
tion u indi
ates how

2The utility fun
tion vi (i = 1, 2) is supposed to be 
ontinuous, twi
e di�erentiable, and 
on
ave.
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the parent evaluates the 
hildren's a
tions through his own preferen
es3. The problem for

the parent is:

max
mi,bi

W = Y p −
2

∑

i=1

(

miei∗ + bi
)

+ β
2

∑

i=1

(

V (mi) + u(wiei∗ + bi)
)

(5)

where β is the degree of parental altruism (with 0 < β < 1). From the two �rst-order


onditions ∂W/∂mi = 0 and ∂W/∂bi = 0, we obtain (∀i = 1, 2):

−(ei + miei′) + β(V i′ + wiei′u′) = 0 (6)

−1 + βu′ = 0 (7)

Sin
e u′ = 1/β and using (6), we get −(ei +miei′)+βV ′ +wiei′ = 0. Then, re
alling that

V ′ = ei∗v1(.), we �nally dedu
e:

βei∗v1(m
iei∗, ei∗) + ei′(wi − mi∗) − ei∗ = 0 (8)

3 The optimal pattern of transfers

We now 
hara
terize the distribution of parental transfers, gifts and bequests. Given

the separability assumption for v, we rely on the following form v(miei) − ψei. Thus,

ψ is simply the 
ost per unit of e�ort. Condition (4) is now miv′(miei∗) = ψ (with

v′ = v1), so that we obtain 1 + mie′(mi)/e(mi) = 1/σ after some manipulations. Using

βeiψ/mi + e′(wi − mi) − ei = 0 and mie′/e = (1 − σ)/σ, it follows that :

−mi∗ + (wi − mi∗)
1 − σ

σ
+ βψ = 0 ∀i = 1, 2 (9)

from whi
h we dedu
e the optimal inter vivos gifts mi. The bequest values bi are then

obtained using u′(wiei∗ + bi∗) = 1/β.

Proposition 1 The optimal pattern of family transfers is given by (∀i = 1, 2):

i) mi∗ = (1 − σ)wi + σβψ

ii) bi∗ = u′−1(1/β) − wiei∗(mi∗)

In our framework, the in
entive rate mi is a 
onvex 
ombination of wi and βψ, with

weights given by σ and 1−σ. Results from 
omparative stati
s imply that ∂mi∗

∂β
= σψ > 0,

∂mi∗

∂ψ
= σβ > 0, ∂mi∗

∂σ
= −(w − βψ) < 0 (sin
e β < 1 and ψ < wi), and ∂mi∗

∂wi = (1 − σ).

Let us brie�y interpret these results. The inter vivos transfer is larger when the parent

3This 
orresponds to the de�nition of imperfe
t empathy des
ribed in Bisin and Verdier (2001).
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is more altruisti
 and when the 
ost per unit of e�ort is high, while it is a de
reasing

fun
tion of the 
hild's risk aversion. Finally, the gift value may be either in
reasing or

de
reasing with the 
hild's wage rate, depending on the 
hild's measure of relative risk

aversion. With σ < 1, the parent provides more in
entives to the 
hild and a ri
her


hild is expe
ted to re
eive more money. Conversely, when the 
hild is risk averse, less

money is given by the parent, whi
h is usually expe
ted in an altruisti
 model. Hen
e,

our in
entives 
ontra
ting model shows that it is important to a

ount for risk attitudes.

Proposition 2 The distribution of gifts and bequests between 
hildren is su
h that:

i) b2∗ > b1∗ ∀0 < σ

ii) m1∗ >
<= m2∗ ⇔ σ <

>= 1

So, we �nd that 
hild 2 is expe
ted to re
eive a higher amount of bequests that 
hild

14. Given heterogeneity in wages, our model leads to a 
ompensatory motivation for

bequests. However, results are di�erent for inter vivos transfers sin
e the intrafamily

distribution of gifts depend on the 
hildren's risk aversion. Despite of parental altruism,

inter vivos transfers are not ne
essarily dire
ted to the less well-o� 
hild. Gifts may be

either 
ompensatory or un
ompensatory, depending on the 
hildren's degree of relative

risk aversion. With a low risk aversion, the model predi
ts that the most able 
hild (i.e.


hild 1) will re
eive a larger gift, while 
hild 2 re
eives a larger bequest. Conversely, when

σ > 1, the less able 
hild re
eives larger amounts of gift and bequest from the parent.

4 Con
lusion

In this paper, we have 
onsidered an in
entives 
ontra
ting model of family transfers.

An altruisti
 parent provides inter vivos transfers to 
ompensate the 
hildren for disu-

tility involved by observable e�ort and post mortem bequests to equalize the 
hildren's

marginal utilities of 
onsumption. When 
hara
terizing the optimal pattern of transfers,

we �nd that bequests are 
ompensatory, while the relationship between inter vivos gifts

and 
hildren's in
omes 
an be either positive or negative. Thus, a

ounting for family

in
entives may explain why inter vivos transfers are most ofen dire
ted towards more

edu
ated 
hildren. Also, our theoreti
al framework suggests that it would be useful to

introdu
e the 
hildren's risk attitude in empiri
al analyses of family transfers.

4Using Proposition 1, we dedu
e that b2∗ > b1∗ if w2e2(m2) < w1e1(m1), whi
h always holds. The
proof is similar when 
omparing m1∗ and m2∗.
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