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Motivation: why study lifecycle models?

I Demographic change: rising longevity, population ageing.

I Key economic behaviours: consumption–saving, labour supply, and retirement timing.

I Policy relevance: pensions, retirement age, social insurance, taxation, health policy.

I Today: stylised facts about lifecycle behaviour; build basic lifecycle model step-by-step

I Tomorrow: switch to continuous time, integrate uncertainty (heterogenous agents),
analyse “value of prevention”
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Taking a step back: why models?

I Models are tools used to produce evidence

I Ultimate goal: causality - how does y change when x changes holding all else equal

I Empirical work: Correlations don’t cut it (alternatives: RCTs, natural experiments)

I Models: clearly elucidate “mechanisms”

I Best evidence: combines model with empirics
I Empirics: one unit change in x → z units change in y
I Model: why changes in x lead to changes in y
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It’s always good to start with some data

“It is a capital mistake to theorize before
one has data. Insensibly one begins to twist
facts to suit theories, instead of theories to
suit facts.”

— Sir Arthur Conan Doyle
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Empirical patterns over the lifecycle: what do we expect?
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Stylised Fact 1: The consumption-income Hump

I Both income and consumption
exhibit a “hump-shape” over the
working life.

I Consumption is smoother than
income, but it is not flat.

I Dissaving early in life (you guys!)

I Followed by period of consumption
“tracking” income.

Source: Gourinchas & Parker (2002, Econometrica)
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Stylised fact 1: consumption-income hump (by education)

Source: Gourinchas & Parker (2002, Econometrica)
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Stylised Fact 2: Labour supply drops of sharply starting at age 60

Source: Schindler & Scott (2025, Journal of the Economics of Ageing)
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Stylised Fact 3: The role of health

I Health status is a first-order
determinant of labour supply

I Model Link: Motivates adding
health uncertainty (shocks) [we do
this tomorrow].

Source: French (2005, Review of Economic Studies)
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