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Normal People:

# Amazed At How Much Rich People Spend
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Economists’ “Standard Model”

- .

Spending Is Fun

o Ultility Determined By u(c)

More Spending Is More Fun

# Marginal Utility Always Positive u.(c) > 0
You Can’t Take It With You

# Finite Horizons

Conclusion:

# Try To Spend It All Before You Die!
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Typical U.S. Household’s Bequest
® $0 ~ $75,000
#® < 5 percent of lifetime spending



Not Sensible For The Very Rich
- o



Not Sensible For The Very Rich

- .

# To Avoid Getting Richer, Bill Gates Must Spend ...



Not Sensible For The Very Rich

- .

# To Avoid Getting Richer, Bill Gates Must Spend ...
s About $25 million a day



Not Sensible For The Very Rich

- .

# To Avoid Getting Richer, Bill Gates Must Spend ...
s About $25 million a day

# “Spend’” Means “Gone For Good”



Not Sensible For The Very Rich

- .

# To Avoid Getting Richer, Bill Gates Must Spend ...
s About $25 million a day

# “Spend” Means “Gone For Good”
» Dinner At A Nice Restaurant



Not Sensible For The Very Rich

- .

# To Avoid Getting Richer, Bill Gates Must Spend ...
s About $25 million a day

# “Spend” Means “Gone For Good”
» Dinner At A Nice Restaurant

#® “Spending” That Isn’t:

Why Do the Rich Save So Much? — p.5/2



Not Sensible For The Very Rich

- .

# To Avoid Getting Richer, Bill Gates Must Spend ...
s About $25 million a day

# “Spend” Means “Gone For Good”
» Dinner At A Nice Restaurant

#® “Spending” That Isn’t:
s Buying A $60 million house

o -

Why Do the Rich Save So Much? — p.5/2



Not Sensible For The Very Rich
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# To Avoid Getting Richer, Bill Gates Must Spend ...
s About $25 million a day

# “Spend” Means “Gone For Good”
» Dinner At A Nice Restaurant
#® “Spending” That Isn’t:
s Buying A $60 million house
s Buying A $10 billion rival (Yahoo?)
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ldeas: Accumulation Is Motivated By

- .

#® One Or Several Of
s Greed!
s Altruism
s Power
s Artistry
s Children

o Alternative:
s Too Busy To Spend It All!
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Greed
=

® “Greed Is Good”
s |van Boesky, Wall Street Financier, 1987
o Later, Prisoner # 9473271

#® “You Can’'t Be Too Greedy”
s Donald Trump (1988)
s TV Idol (2004)
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» Johns Hopkins University
s Ford, Carnegie, Rockefeller, Mellon Foundations
s Aqua Claudia
s Amphitheatrum Flavianum (aka the Colosseum)
#® “Tis a sort of duty to be rich, that it may be in one’s
power to do good.”
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» Howard Hughes

“The ultimate gift of colossal wealth, at least for the
founders of the richest families, was power.”

» Historian Fredric Cople Jaher (1980)

“Twasn’t the money we were after, 'twas the power. We
were all playing for power. It was a great game.”

s James Stillman, Gilded Age Financier
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“The rich man’s ‘duty, such as it is, is not to society but
to his art, and his art is making money.”

» Michael Lewis, The New York Times Sunday
Magazine, July 1995

“Money’s just a way of keeping score. It's the game that

matters.”

s H.L. Hunt, cited in Jaher (1980)
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#® People With Kids Save Less
s In many micro studies, e.g. SCF

# Rich People Without Kids Save

# Focus Group: Why Do You Save?
s Make My Business Grow
s Virtue of Thrift
» Uncertainty
» Not Bequests

# Thought experiment

s Imagine tycoon whose kids all perish in tragic
yachting incident

L » Response: Spending goes way up? Probably not J
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s If u. < u,, extra $ goesto z

® Whatis z?
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Model: u. Falls More Slowly than w.

- .

# |Interpretations
s “Run Out” Of Things To Spend On
s “Too busy” to Spend It
s “Better Things To Do With My Time”
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Specific Utility Function
- o

=P (24 N)e

u(c,z) = (1—p+ . ) (1)

# Max Weber (1905) said that pursuit of wealth for its own
sake was the “sprit of capitalism”
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Specific Utility Function
B o
u(e,z) = (Cl_p + (z”)m) ©)

1 —0p I —«

# Max Weber (1905) said that pursuit of wealth for its own
sake was the “sprit of capitalism”

# Call this the “capitalist spirit” model if A > 0and a < p

o -
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Figure 1. Saving vs Wealth in Capitalist Spirit Model

“Lifetime Saving Rate”: Ratio of z to lifetime resources w
#® Below w, c = w and z = 0 (Can’t “afford” a bequest)
L ® As w — oo, z/w approaches one: Save Everything J
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#® F. Scott Fitzgerald, to Ernest Hemingway:
s “The rich are different from you and me.”

# Hemingway, to Fitzgerald:
s “Yes. They have more money.”

# Model captures this:
s Rich live in region where z > 0
s Hand Fwhere z =0
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“Utility maximization is a metaphysical concept of
Impregnable circularity.”

# “Theory” can explain any behavior by assuming it yields
higher utility than alternatives

® Serious Economics Needs Serious Foundations
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Scientific Foundations of Preferences

- .

# Empirics: Anthropology
o Universal features of human societies

# Theory: Evolutionary Psychology:
s Whatever Leads To More Surviving Offspring
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Evolutionary Psychology
fPinker: T

® Status Hierarchies
o A Universal Feature of Human Societies

® Definition of Status:

s “Public knowledge that you have assets that can be
used to influence others.”
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To Be Clear
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Many Other Things May Confer Status

The juvenile sea squirt wanders through the sea

searching for a suitable rock to cling to and make its
home for life.

When it finds its spot and takes root, it doesn’t need
Its brain any more so it eats It.

It's rather like getting tenure.

Daniel C. Dennett
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s Low Status Monkeys Can’t Get a Date

® Men
s Most Known Societies Polygamous
» Poverty Not Generally Attractive to Opposite Sex!

» \Women
s Polyandry Rare, but Similar
s Tibetan Queens Could Have Multiple Husbands
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Status and Survival

-

Also Seems Clear

# Epidemics
o \Wars
® Natural Disasters
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Wealth and Status

® u(z) where z =status

#® For some people, w permits greater z
s Whatever z may be!



Some Implications ...



Some Implications ...

- .

#® Forbes magazine publishes ‘400 Richest Americans’



Some Implications ...

- .
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Some Implications ...
Forbes magazine publishes ‘400 Richest Americans’ T
Some of them obsess about their positions

Ted Turner:
s Instead, publish “Most Generous Philanthropists”
s Slate 50

» Arguably, has had an impact:
s Annual giving has gone up after Slate 50 started
s Proliferation of advisors for “wise giving”

Perhaps Gov’s need to provide more incentives
“The Rothschild Autobahn”
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# Standard u(c) Model Has Trouble Explaining
s High Saving by Johns Hopkins

# Any Sensible Theory Says
s Some z # ¢ matters
» u, declines slower than u,. with wealth

® Bonus
s Same Theory Explains Why Portfolios Are Riskier
s But That's Another Story ...
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