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A New Perspective on Prudence in Japanese Households

Naotaka Eguchi (7LI1147%)

This paper examines intensity of the precautionary saving motives of Japanese households using coefficient of
prudence estimated from National Survey of Family Income and Expenditure. Pseudo panel method is employed
to repeated cross-sectional data sets in 1989 to 2004, with the cohorts constructed by age, family type, industry
and occupation.

Methodology for estimating the coefficient of prudence was first established in Dynan (1993). The results of
empirical estimation in this study showed much smaller estimates for coefficient of relative prudence, compared
to the expected value, meaning that there are hardly any precautionary saving. However, Merrigan and
Normandine (1996) obtained the larger estimates of coefficient of relative prudence than Dynan (1993) indicating
the existence of precautionary saving. Studies on prudence within Japanese households are limited. There are
estimation for coefficient of relative prudence in annual reports by Economic Planning Agency in 1999, Muto
(1999) and Hori and Shimizutani (2006).

The main contribution of this paper is to find out who is motivated to precautionary saving, that is, what kind
of household is sensitive to uncertainty that is prevalent in Japan. Also, in order to calculate the consumption
growth of the households, pseudo panel data approach is employed due to the limitation on availability of the
panel data in Japan.

The study focuses on differences in prudence among family types and job situation. The family type of the
households are divided into 5 categories and the job situation is defined by industry, occupation, public or private
employment, dual income or not.

The result shows that the prudence has increased over time which is consistent with preceding study, and the
households with child being more prudent. Estimation also shows the job security to be an important factor from
the evidence that the dual income families tend to have lower prudence due to the risk diversification and also
public employment leads to lower prudence which corresponds to their income stability.

The main findings of this paper represent a new perspective on precautionary saving motive in Japanese
households. First, there is possibility of child itself regarded as risky asset corresponding to the reduction in
expected earning rate of investment in education. Secondly the households under the employment risk are
more intense in prudence than those with higher security. Finally, the importance of income insurance should be
emphasized since the households without risk diversifications are more prudent. Within single and dual income
families, single income families tend to have higher coefficient of prudence due to the magnitude of the income
risk and the lack of risk diversification.
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