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Test of Permanent Income Hypothesis in Relation
to the Theory of Household Labor Supply Behavior

' by Keiz'ch'i?'o Obt

The aim of this article is to test ° permanent income hypothesls” in
relation to household’s supply behavior of labor ' foH
Notation S =
U:  household’s utility indicator
y: income in constant price
A . leisure
)7 partlclpatmn rate of household’s members other than prlnclpal_
earner (head of household) in each household ‘
~where  A=1—4 holds. |
anticipated amount of prmclpal earners’ 1ncome

€ ~

anticipated wage rate of non pr1nc1pa1 earners (household mem-
bers other than prmcxpal earners), ' Lo
discount rate of household’s future income
. discount rate of non principal earners earning.
discount - rate of principal earners’ income - ‘
number of household members excluding principal earner
Subseript 1: “refers to current time period
Subscrlpt 2 refers to future period
Along with- Modlgllanl Brumberg model let utlhty indicator functlon be
1) Uocy Tyt A4, AP
‘where, a,, a., £, : are parameters. Identity,
2) - yitdy =1+ 5T +w Ny, +ew,Np, :
holds. Maximizing (1) under the constraint (2) equations of demand for
current and future income and those of supply of current and future labor. -
are obtained:
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where ) - |
Ea,‘+a2+,@,"+ﬁz, I=1,+71..

¥ in (3:3) stands for the adjusted supply of labor for the level of
permancnt income I, and I.. While; observed value of current principal
carners’ income will, as far as “permanent income” hypothesis is plansible,
should be consist of permanent component 1, and transitory component I,%.
Replacing left hand side of (3+3) by current obsrved participation rate, g,
and replacing I, in the right hand side by I, +L’, we get,

4) ?Ulj.h:(l ’?: )wl"’rN (I - Il +fI ) —*‘mz

where, observed principal earners’ income be

. 5) I L +L" ", ' .
The assumptlons of Modlgllam Brumberg—Frledman could be wrltten as,
6) L=kotki,  (t:=0)
and
7 Irr _-ZO+ZII. () él)

ko, k,, Ao, and 4, belng parameters
Applying 7) to 5), we get
8) 1,=(1— 1,)11—-10 : .
From 6), 7), 8) and 4), relatlon expected to hold under permanent
income hypothesis.”

9) NA,—N<1+w‘°'e)ﬁ‘+ [1+flc(1 ,z)]%_i(ﬁioTkg)ﬁ_\__l_

is obtained. Making use of famlly income and expendlture survey”
 stratified by pr1nc1pa1 earners’ income, parameters ¢, s and ¢s of regreselon
equation, c
L | 1

10) NA] :01N+Czall‘+03 w
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can be estimated.  Household’s are grouped by principal earners’ income size.
It would be admittedly assumed w,/w, be approximately constant among

groups of households. Hence,.
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11) CIQ(I_FW)MFH
12) cZ=[1+fk1(1——11)]%

13) C3—= '_f(kxxo“ko)’%‘-
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From 12), 13), 6), and 7), it is observed . -
14) —"—2(1+“"2)21
c w

1

must be held. Estimates of ¢, and ¢ are 0953 and 00781 respectlvely for '
1954, 0.907 and 0.0713 for: 1956, Incertmg these values to (14), we get
w2/w,211 approximately. Hence even if we assume, such a long planning
periods of household behavior as ten years, the ant1c1pated annual growth
rate of nonprineipal earners’ wage rate is not less than 60/ Th1s calculated
rate of growth is not consistent, with those, reported in, the questlonalre
survey by economic planning agency. in_which 40% of Clerlcal -workers
antlclpate annual growth rate of wages less than 5 % . A

It Would be concluded, as far as Modlg'ham—Brumberg a,nd Frledman 8
speclﬁcatlon 1s concerned adequacy of permanent. hypothe31s in household
labor supply behavxor is_dubious.

A Fundamental Approach’ to the Problems
~of the Developmg Countrles -

'-—Through the Examination of the Recent' Development
‘ . of ECOIlOmICS of Forelgn A1d~—~: R

by Hir oalcz Fukamz

The 1960’s are the years when the whole process of economic development
has come to be seen as a world-wide pattern in which the already developed
countries formed a wealthy, fully modernized ‘North’ and the developing _
continents formed the underdeveloped, uncertain ‘South’. And this contrast
(the North-South problem) gives rise to a tremendous crowd of studies about
the ‘South’. But they cannot dispel any ambiguity out of the North-South
problems and also establish any common or uniform theory. Rather, there
are so many divergent views about even the fundamental problems, that is,
what are or how to define the developing countries, why we should approach
them and which way the basic course of their development is heading.

In this paper, the writer tries to study these fundamental problems

_ through the examination of the recent development of economics of foreign

aid.
Economics of foreign aid is to analyze systematically the problems of



4

economio aid ln line with economic theories. It is thought to be constructed
with three basic analyses, namely: (i) factor analysis of aid—uvhy the
advanced countries should give aid or why aid is necessary for the developing
countries, (ii) analysis of the determination of the size of aid=how much
aid should be provided or is ‘possible by the advanced countries and (iii)
effect analysis of aid=what effects aid has on both aid-providing and aid-
receiving countries. o T ‘ ' ‘

Keeping abreast with the recent development of economics of aid, the
wnter first, on the basis of factor analys1s, discusses the basic ideas on or
approaches to the ‘problems of the developing countries, and then, through
s1ze-determ1natlon analysls of aid, explores the basic attitude or proposntlons
that may be Warranted for the triie understanding of the problems and
clarifies their theoretical and political 1mphcatlons ‘

Some of the conclusions of such a reflective survey are that the present
state of analyses of the problems of economic development is, to say the

 least, in confuswn, that the basxc 1deas and approaches are, stlll at a stage

of g‘rowmg in the dark and yet to be clarlﬁed and that there are conflicts
and contradictions in the ‘basic attitude ‘toward understandmg the problems
of the developing ,cou_ntrles, Hence there is a need for, a.basic reappraisal
of the whole problems. The writer concludes that such ‘a reappraisal would
be the essential precondltmn for any further development of the study of
the developing countries. «:




