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		Abstract

		Shiller (2003) and others have argued for the creation of financial instruments that allow households to insure risks associated with their lifetime labor income. In this paper, we argue that while the purpose of such assets is to smooth consumption across states of nature, one must also consider the assets' effects on households' ability to smooth consumption over time. We show that consumers in a realistically calibrated life-cycle model would generally prefer income-linked loans (with a rate positively correlated with income shocks) to an income-hedging instrument (a limited liability asset whose returns correlate negatively with income shocks) even though the assets offer identical opportunities to smooth consumption across states. While for some parameterizations of our model the welfare gains from the presence of income-linked assets can be substantial (above 1 percent of certainty-equivalent consumption), the assets we consider can only mitigate a relatively small part of the welfare costs of labor income risk over the life cycle. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Income Risk, Risk Sharing, Portfolio Choice, Financial Innovation

	
	

	
    

    
	

	
	
		JEL Classification: D91, E21, G11

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Fuster,  Andreas and Willen,  Paul S., Insuring Consumption Using Income-Linked Assets (February 24, 2010). FRB of Boston Working Paper No. 10-1,  Available at SSRN: https://ssrn.com/abstract=1566976 or http://dx.doi.org/10.2139/ssrn.1566976 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Andreas Fuster

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Ã‰cole Polytechnique FÃ©dÃ©rale de Lausanne  ( email )

			

			
			
				
				
				
					Quartier UNIL-Chamberonne
BÃ¢timent Extranef
CH-1015 Lausanne
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Swiss Finance Institute  ( email )

			

			
			
				
				
				
					c/o University of Geneva
40, Bd du Pont-d'Arve
CH-1211 Geneva 4
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Paul S. Willen (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of Boston - Research Department  ( email )

			

			
			
				
				
				
					600 Atlantic Avenue
Boston, MA  02210
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       64

			

		
		
		
			Abstract Views

			    1,096

		

		
		 
		
			Rank

			  504,107

		

		
	


	

	
		
			
				       39 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,518

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                
	
                    Macroeconomics: Consumption, Saving, & Wealth eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Consumption, Saving, & Wealth eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,507

                                    

                                    
                                        PAPERS

                                            6,961

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Federal Reserve Bank of Boston Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of Boston Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,187

                                    

                                    
                                        PAPERS

                                              607

                                    

                                

                                
                            

                        

                    

                
	
                    Political Economy: Fiscal Policies & Behavior of Economic Agents eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Political Economy: Fiscal Policies & Behavior of Economic Agents eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,157

                                    

                                    
                                        PAPERS

                                            4,247

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Decision-Making under Risk & Uncertainty eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Decision-Making under Risk & Uncertainty eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              834

                                    

                                    
                                        PAPERS

                                            8,012

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Household Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Household Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              767

                                    

                                    
                                        PAPERS

                                           12,225

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Peter Tufano at Harvard Business School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Relative Wage Movements and the Distribution of Consumption

                        
                            By
                                
                                
                                    
                                    Orazio Attanasio
                                     and 
                                
                                    
                                    Stephen J. Davis
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Consumption and Risk Sharing Over the Life Cycle

                        
                            By
                                
                                
                                    
                                    Kjetil Storesletten, 
                                    
                                
                                    
                                    Chris Telmer, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Intertemporal Choice and Inequality

                        
                            By
                                
                                
                                    
                                    Angus Deaton
                                     and 
                                
                                    
                                    Christina Paxon
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Partial Insurance, Information, and Consumption Dynamics

                            
                                By
                                    
                                    
                                        
                                        Richard W. Blundell, 
                                        
                                    
                                        
                                        Luigi Pistaferri, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Income Inequality Lead to Consumption Inequality? Evidence and Theory

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Fabrizio Perri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Income Inequality Lead to Consumption Inequality? Evidence and Theory

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Fabrizio Perri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Income Inequality Lead to Consumption Inequality? Evidence and Theory

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Fabrizio Perri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Income Variance Dynamics and Heterogeneity

                            
                                By
                                    
                                    
                                        
                                        Costas Meghir
                                         and 
                                    
                                        
                                        Luigi Pistaferri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rising Inequality? Changes in the Distribution of Income and Consumption in the 1980s

                            
                                By
                                    
                                    
                                        
                                        David M. Cutler
                                         and 
                                    
                                        
                                        Lawrence F. Katz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Macroeconomic Implications of Rising Wage Inequality in the United States

                            
                                By
                                    
                                    
                                        
                                        Jonathan Heathcote, 
                                        
                                    
                                        
                                        Kjetil Storesletten, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.126 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
