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1 Introduction

Billions of dollars are spent every year on mortality reduction programs. Issues like the

allocation of funds to medical research, the design of safety rules or environmental codes

raise intense debate on the relevance of the choices made by governments and their agencies.

For economists, the baseline is that alternative projects should be evaluated with objective

criteria to avoid pure waste and, above all, dramatic underinvestment in less popular issues.

To back public decisions, some inquiry into individual valuation of life is indispensable.

In practice, if we leave apart contingent valuation, the analysis of the wage-risk tradeoff is

the major source of estimates of people behavior with respect to risk to life. This is infor-

mative basically about industry workers. Public programs touch wider population whose

characteristics may vary considerably and some extrapolation of the available data is neces-

sary. Whatever the extrapolation method retained, a structural lifecycle model is required

to introduce minimum bias at the estimation stage and then to reconstruct the missing data

with minimum error.

The standard life-cycle model assumes that individual preferences are separable additive.

Although this model has been severely criticized in other branches of literature (see for

example the literature on savings and references given in Subsection 2.1 below), it remains

an almost universal assumption for the applied economics literature on the value of life.

Nearly all mortality-related cost-benefit analysis rely, explicitly or not, on this assumption.

The aim of the paper is to extend the theory to a broader class of models, to confront it to

the data, and to draw practical conclusions on the methods being currently recommended.

The generalization we develop consists in introducing risk aversion with respect to the

length of life. Although this extension increases the complexity of intermediate calculations,

we can derive results that are almost as simple as those obtained with the standard additive

model. This extension keeps therefore practical difficulties at a reasonable level. Moreover

our theoretical results provide simple insights on the potential bias induced by the additive

separability assumption.

We calibrate our model using the wage-risk tradeoff recently reported in Aldy and Viscusi
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(2003, henceforth A&V). The data are hardly consistent with the additive model (unless one

assumes that the rate of time preference equals −8%) whereas the generalization proposed
provides a much improved fit and more likely estimates.

In order to illustrate the practical interest of our study, we compare the benefits of

different (fictitious) life saving policies under different specification choice. The magnitude

of the bias caused by the additive separability assumption appears to be uncomfortably big.

A practical conclusion is that the type of cost-benefit analysis that is currently recommended

for life-saving programs is likely to be strongly biased in favor of the elderly.

The structure of the paper is as follows. Section 2 recalls the additive model and intro-

duces more general preferences. Section 3 shows the consequence of alternative models for

the individual and social valuations of statistical lives. Using an available hedonic regression

of the value of statistical life, Section 4 searches the best fitting model and shows the per-

formance of the nonadditive version. Section 5 contrasts quantitatively several evaluation

procedures on typical life saving programs.

2 Lifetime preferences

2.1 The additive model

Most of the economics literature on the value of life is based on a particular model, whose

standard version (e.g. Shepard and Zeckhauser 1984 or Rosen 1988) relies on elements

developed in Yaari (1965). We refer to it thereafter as the “additive model”. According to

that model, preferences are additively separable, time consistent and independent of past

history. An individual of age a maximizes the expected utility

Uadd
a =

Z +∞

a

sa(t)u(c(t))e
−λ(t−a)dt, (1)

where sa(t) is the probability of being alive at age t conditional on being alive at age a, u is

the well-behaved instantaneous utility function and λ is the subjective discount factor.
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For discussing the tradeoff between present and future consumption under death risk, it

will prove convenient to express the survival function sa(t) in terms of mortality rates, i.e.

sa(t) = exp(−
Z t

a

µ(τ)dτ), (2)

where µ(τ) is the hazard rate of death at age τ . It will be assumed that µ(t) tends to infinity

as t tends to infinity. This is a purely technical assumption.

Additivity has been hardly discussed for the economic valuation of mortality changes,1

and the model keeps being used. A broader look at the literature shows intense criticism

on both theoretical and empirical grounds. Even with fixed or absent mortality, theoretical

arguments underlined unpleasant consequences of the additive separability assumption (e.g.

Richard 1975, Deaton 1974 and 1992, Epstein and Zin 1991). Empirical studies repeatedly

showed the additive model’s inability to fit intertemporal choice (Hayashi 1985, Muellbauer

1988, Browning 1991, and Carrasco, Labeaga and López-Salido 2002).

2.2 Generalization

The additive model is built upon three fundamental assumptions: time consistency, indepen-

dence to past history, additivity. There is no rush to be slack on individual rationality and

to introduce time inconsistencies, notwithstanding the fact that there is no solid foundation

to social choice theory in that case, a severe shortcoming for the analysis of public policy.

Rather than open the door for ad hoc assumptions (different tastes, direct age dependency),

we maintain independence to the past and assume that agents have the same preferences

and vary only with respect to the constraints they face (age-related mortality, wealth). So,

we suggest to relax the less compelling assumption only, additivity.

Bommier (2003) showed that if preferences are time consistent and independent of past

histories, there are two functions u and v such that individuals of age a maximize a utility

1See Bommier (2001) and Bommier (2003).
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function of the form

Ua =

Z +∞

a

sa(t)u(c(t)) exp

µ
−
Z t

a

v(c(τ))dτ

¶
dt. (3)

In the particular case where v = λ = Constant, we retrieve the additive model: u is the

instantaneous utility and v is the (constant) pure rate of time preference.

However, as soon as we depart from the additive case, the meanings of u and v are not so

clear. Uzawa (1968) considered preferences with a similar structure and he interpreted the

integral
R t
a
v(c(τ))dτ as an “accumulated rate of time of preference”. This extrapolation from

the additive model is misleading: it suggests that the rate of time discounting depends on past

consumption whereas preferences are characterized by independence with respect to it. A

preferable approach is to start from well defined marginal properties of individual preferences

(MRS, elasticities of substitution) and to derive proper concepts of time discounting and

intertemporal elasticity of substitution. This approach was initiated in Epstein (1987) in the

case of an infinitely long lived agent, and pursued by Bommier (2003) for the preferences

considered in this paper.2

The first concept we need is a rate of discount that tells how individuals trade between

present and future consumption:3

Definition 1 (RD) The mortality adjusted rate of time discounting at age t is

RD(c, t) = − d

dt
log

µ
1

sa(t)
· ∂Ua

∂c(t)

¶¯̄̄̄
dc
dt
=0

. (4)

If sa(t) were constant (no mortality), this rate of time discounting would be nothing else

than the logarithmic derivative of a marginal rate of substitution. The factor 1
sa(t)

corrects

the fact that mortality generates a risk on consumption.

2The paper offers a more extensive discussion of the methodology that we only summarize here.
3Because of our continuous time modelling, we use Volterra derivatives. They measure utility changes

when consumption (or mortality) varies by an infinitesimal value during an infinitesimally short lapse of
time. For example ∂Ua

∂µ(t)dµdt gives the change in Ua when mortality rates increase by dµ during dt around
t. A first application of Volterra derivatives to economics is Ryder and Heal (1973).
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Calculations lead to the cumbersome expression:

RD(c, t) =
−v0(c(t))u(c(t))+u0(c(t))v(c(t))+µ(t)v0(c(t)) R +∞t st(τ)u(c(τ)) exp(−

R τ
t v(c(τ1))dτ1)dτ

u0(c(t))−v0(c(t)) R +∞t st(τ)u(c(τ)) exp(−
R τ
t v(c(τ1))dτ1)dτ

. (5)

For the additive model (v = λ, a constant) the above formula simplifies to RD = λ.

We measure how people compromise between survival probabilities at different ages with

the rate of discount for life years:

Definition 2 (RDLY) The rate of time discounting for life years is defined by

RDLY (c, t) = − d

dt
log

µ
∂Ua

∂sa(t)

¶¯̄̄̄
dc
dt
=0

. (6)

It is fairly simple to see that:

RDLY (c, t) = v(c(t)). (7)

It is remarkable that for additive preferences, RDLY (c, t) = RD(c, t) = λ so that there is a

possible confusion between the different rates of discount above. It is clear, however, from

(5) and (7) that in general RDLY (c, t) and RD(c, t) are not equal. We shall show that the

difference captures an important economic effect: risk aversion with respect to the length of

life.

This third concept simply measures the utility loss (or gain) when a life of a given length

is replaced with a infinitesimal lottery over life duration. See Bommier (2003) for a formal

definition and the economic interpretation of this particular index of risk aversion. We only

recall here its expression when preferences have the form specified in (3).

Definition 3 (RAL) Risk aversion with respect to the length of life is defined by

RAL(c, t) =
u(v(c(t))v0(c(t))

u0(c(t))
. (8)
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In the additive case, v0 = 0 and RAL = 0 : the individual is risk neutral with respect to

the length of life.

Among the utility functions (3), a few forms are characterized by convenient properties.

We already mentioned the additive model (obtained when v constant). Another one is the

multiplicative model, where v = βu with β a constant. This model illustrates the role of risk

aversion with respect to the length of life as an alternative to the familiar notion pure time

preference: according to the multiplicative model, individuals have no pure time preferences

and time discounting is exclusively driven by the combination of mortality and risk aversion

with respect to the length of life (Bommier 2003). Since this model is a serious alternative

to the additive one, we shall mention its implications along the paper.

3 The impact of structural assumptions

The search for the best public programs requires the calculation of basic indices like the value

of a statistical life (VSL) or the welfare equivalent of a statistical like (WE). To evaluate

counterfactual effects on mortality, the choice of the structural model is critical. We show

in the following subsection the systematic bias that the additive model introduces.

3.1 The individual value of a statistical life

A natural concept to deal with choices involving mortality changes is the opposite of the

marginal rate of substitution between mortality and consumption:

Definition 4 (VSL) The value of a statistical life at age t > a is defined by

VSL(c, t) = −
∂Ua
∂µ(t)

∂Ua
∂c(t)

. (9)

By definition, VSL(c, t) · dµ · dt is the willingness to pay of an agent of age t to reduce
his mortality rate from µ(τ) to µ(τ) − dµ between age t and t + dt. In other words, an

agent of age is ready to give up VSL(c, t) ·dµ ·dt consumption to save dµ ·dt statistical lives.
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From there comes our use of the terminology “Value of Statistical Life”, although it may

differ from other definitions of the VSL that can be found in the economic literature.4 By

derivation of (3) one obtains

VSL(c, t) =
Ut

u0(c(t))− v0(c(t))Ut
, (10)

with Ut defined as in (3).

When the consumption profile is constant, a fairly simple expression relates VSL to

survival probabilities and discount rates.

Proposition 1 For any constant consumption profile

VSL(c, t) =
u(c)

u0(c)

Z +∞

t

st(τ)e
(−

R τ
t RD(c,τ1)dτ1)e

v0u
u0 (τ−t)dτ. (11)

Proof. See appendix.

In the additive case, this expression simplifies to

VSL(c, t) =
u(c)

u0(c)

Z +∞

t

st(τ)e
−λ(τ−t)dτ. (12)

The result for the additive case has been known for years. It is considered as very convenient

since, if we abstract from consumption variations, VSL is proportional to a discounted sum

of life years. The relation between age and VSL is simply computed from a standard life

table and a discount rate. This way to account for age heterogeneity in VSL was initially

introduced by Moore and Viscusi (1988) and is now used and recommended by agencies like

the Environmental Protection Agency (EPA) and the Office of Management and Budget

(OMB) for cost-benefits analyses.

4As discussed in Johansson (2002), various definitions of VSL have been suggested, depending on the
modelling (continuous, discrete, etc.). Our definition is consistent with Johansson’s (2002). The reader can
just remember that in this paper, VSL is only a MRS (a well defined economic concept) between mortality
risk and consumption.
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The simplicity of the formula is an attractive feature of the additive model. Proposition

1 shows that the extension we suggest is only associated with a minor increase in complexity.

Although the generalization makes intermediate calculations more fastidious, we eventually

find that the benefit of saving the life of an individual of a given age is also proportional to

the discounted sum of years saved.

There are however two differences between equations (11) and (12). First, in the general

model the mortality adjusted rate of discount is not constant. Instead of using a discount

function given by e−λ(τ−t), as in the additive case, we have to use e(−
R τ
t RD(c,τ1)dτ1). Actually,

when we calibrate the model, we find that the variations in the rate of discount remain

limited until advanced ages, so this first difference can be considered as minor. The second

difference is much more important. Equation (11) requires a discount factor e
v0u
u0 (τ−t) which

does not appear in the additive case since v0 = 0. Remember that v0u
u0 is nothing else that the

risk aversion with respect to the length of life. Therefore, years of life have to be discounted

with the mortality adjusted rate of discount (the first discount function) minus risk aversion

with respect to the length of life (second discount function). In particular, the greater risk

aversion with respect to the length of life, the faster VSL declines as a function of age. The

additive model, which assumes away risk aversion with respect to the length of life, may

underestimate the speed at which VSL declines with age.

Our results are fairly intuitive. A risk averse agent is willing to pay more to avoid the

chance of a major loss. In terms of mortality, a loss would be an early death and the concept

of risk aversion with respect to the length of life is pertinent. The additive model neglects this

effects and the magnitude of the bias clearly depends on the value of RAL. The calibration

in Section 4 estimates the bias.

3.2 The welfare equivalent of a statistical life

To compare the “weights” given to mortality reduction at different ages in social welfare,

it is useful to give a simple expression of the derivative of individual utility with respect to

instantaneous mortality rate. We follow Arthur’s (1981) terminology.
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Definition 5 (WE) The welfare equivalent of a statistical life is defined by

WE(c, t) = − ∂U0
∂µ(t)

. (13)

WE has a fairly simple expression.

Proposition 2 In the general case,

WE(c, t) =
Z +∞

t

s0(τ)u(c(τ))e
− R τ0 RDLY (c,τ1)dτ. (14)

Proof. See appendix.

The welfare equivalent is a discounted sum of life years. The rate of discount to be

used is the rate of discount with respect to life years (RDLY ). In the additive model,

RDLY = RD, thus it is correct to use the discount rate inferred from empirical studies on

consumption smoothing to estimate the welfare equivalent of a statistical life. In the more

general case, RDLY 6= RD and when consumption is constant and mortality increases with

age, the difference between RDLY and RD has the same sign as v0. In other words, when

risk aversion with respect to the length of life is considered, the rate of discount to be used is

greater than the discount rate estimated in studies on consumption smoothing (RD). Thus,

omission of the risk aversion with respect to the length of life generates a pro-old bias in

the welfare evaluation of mortality risk reduction. The illustrative examples developed in

Section 5 provides insights on the size of the bias.

4 Data fitting

In order to evaluate the power of the extension we propose, we calibrate the model to fit

the empirical estimates of VSL reported in A&V. To do so, a first step shows the relation-

ship between empirical VSL and the model above (Subsection 4.1), then, through distance

minimization, we find the structural parameters that fit empirical VSL (Subsection 4.2).
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4.1 Wage-risk tradeoff

Assume that, at all ages, an individual has to choose between jobs that differ with respect

to wages and instantaneous fatality risk. Let µ0(t) be the exogenous baseline mortality rate

at age t. For an extra instantaneous mortality µ(t) (total mortality µ0(t) + µ(t)), the wage

is denoted by w(t, µ(t)). Labor income can be used for consumption or savings. We denote

by c(t) the consumption at age t and by

k(t) = w(t, µ(t))− c(t), (15)

the saving flow at age t. For our purpose, we do not need to fully specify the lifetime

budget constraints that are related to the intertemporal markets and their possible imper-

fections. We shall simply assume that these constraints (possibly infinitely many) only bear

on function k(·). We denote this set of constraints by K(k).
We may think of different kinds of constraints. With non storable commodities and no

intertemporal markets, k(t) = 0 for all t. Another possibility would be a single constraint of

the form
R∞
0

h(t)e−rtk(t)dt = 0 with r the rate of interest and h(t) an exogenous function.

This includes the case of perfect intertemporal markets (including life annuities). We could

also imagine that the constraints K(k) have the form R t
0
e−rτk(τ)dτ ≥ 0 for all t. That

would be the case in a world where there is no annuity market, no borrowing and a rate

of return on savings equal to r. More complex market imperfections can be thought of.

Undoubtedly, allowing any kind of constraints on k leaves us with a fairly high degree of

generality, although certain cases are not covered, like a nonlinear consumption tax.

Using (2), we rewrite the lifetime utility function of an agent of age a as

Ua =

Z +∞

a

e−
R t
a(µ(τ1)+µ0(τ1))dτ1e−

R t
a v(c(τ))dτu(c(t))dt. (16)
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A rational agent solves the maximization program

max
µ,c

Ua s.t.

 k(t) = w(t, µ(t))− c(t) for all t,

K(k).
(17)

Let c∗ and µ∗ denote the optimal consumption and mortality paths. We relate the

derivative wµ =
∂w
∂µ
at the optimum to the parameter of the utility function and to c∗ and

µ∗. Following the terminology of A&V, we call wµ the “wage-risk tradeoff.”

Determination of VSL at the optimal choice can be done without having an explicit

formulation of the constraints K(k). Indeed, differentiating (15), for all t, τ , we have:
µ

∂

∂µ(t)
+ wµ

∂

∂c(t)

¶
k(τ) = 0. (18)

As we assumed that all constraints can be written as functions of k, the first order conditions

also ensure that µ
∂

∂µ(t)
+ wµ

∂

∂c(t)

¶
Ua(µ, c) = 0, (19)

and therefore

wµ = −
∂Uadd

a

∂µ(t)

∂Uadd
a

∂c(t)

= VSL(c∗, t). (20)

The observation of the wage-risk tradeoff reveals the preferences and makes the calibration

of the utility function possible. The strength of the result is that this possibility does not

depend on the existence of complete markets. The following explains how we proceed in

practice.

4.2 Fitting the data

As explained in Viscusi and Aldy (2003), the hedonic regression fits the envelope of the

choices made by the workers in the sample. Since the tangents of the individual indifference

curve and of the envelope are the same, estimates provided by hedonic regressions can be

interpreted as the VSL for the corresponding worker.
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that are considered as reasonable), we would at best explain 58% of the age-related variance.

The general model, which introduces risk aversion with respect to the length of life, is

more flexible. Nevertheless, we have to check that it fits (21) without assuming implausible

values of RD. We explored the case where u(c) = c1−γ−c1−γ0

1−γ and v = λ + βu. This specifi-

cation covers both the additive model (β = 0) and the multiplicative one (λ = 0) evoked in

Subsection 2.2. In Figure 2, we report the minimum distance between the theoretical pre-

dictions and the empirical estimates, the survival weighted average RD being constrained to

take particular values given on the horizontal axis. The results obtained with the additive

and the multiplicative models are also reported. The distance on the vertical axis has been

normalized so that the distance between the empirical VSL and its mean equals 1.

Unsurprisingly, the general model always provides a better fit. Even if we constrain

the mortality adjusted rate of discount to take reasonable positive values we still obtain an

excellent fit. If we constrain the survival weighted average RD to lie between 3 and 7 %, we

are able to explain more than 95% of age-related variability of the wage-risk tradeoff. That is

much better than the additive model which only explains from 42 to 58 % of the age-related

variability. Table 1 reports the model’s performance (variance explained and parameters)

for a range of discount factors. Figure 3 illustrates the fits obtained in the case where the

average mortality adjusted rate of discount is constrained to equal 3%.

Model: Additive Non additive Multiplicative

RD Average RD Average RD

3% 5% 7% 3% 5% 7% 3% 5% 7%

Variance explained 58% 49% 46% 96% 96% 95% 95% 96% 89%bγ 0.22 0.0∗ 0.0∗ 4.15 3.25 2.65 3.70 3.77 3.56bβ 3% 5% 7% 0 0.01% 0.1% 0 0 0

Average RAL 0 0 0 8.9% 9.6% 10.7% 8.3% 10.4% 12.0%

Average RDLY 3% 5% 7% 8.3% 9.3% 10.5% 7.9% 9.7% 11.1%

*The elasticity of substitution is constrained to be non-negative.

Table 1: Calibration and performance.
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utility of consumption, and therefore very low values of statistical lives. This is hard to buy.

To circumvent this difficulty, we maintain the assumption that preferences are independent

of age and artificially assume that for children, consumption is the same as at 20. Of course

this option is arbitrary, one of its merit is that most of the difference between A and B is

based on effects on the adults, for which estimates are more reliable.

Intuitively, it is not very clear whether A or B should be preferred. On the one hand A

saves more lives. On the other hand B saves younger people, who still have many years of

life. We compare the conclusion that we would draw from five types of benefit evaluation.

Method 1: The number of lives saved. Though there is no economic support for this

method, it has been frequently used in the past. EPA and OMB still recommends to report

the number of lives saved.

Method 2: Utilitarianism with the additive utility function. It assumes that all

agents have the same additive utility function, with a rate of time preference of 3, 5 and 7%,

the other parameters being drawn from estimates of Subsection 4.2. It also assumes that

the government has a utilitarian social welfare function and that social and individual rates

of discount are equal.

Method 2’: Aggregate WTP with additive utility function. The benefits of a pro-

gram is evaluated by the sum of the individual willingness to pay for such a program. In-

dividual willingness to pay are estimated under the assumption that individual preferences

are separable additive with the parameters estimated in Subsection 4.2.

Method 2’ amounts to method 2 if one assumes that the marginal social value of con-

sumption is identical across people of different ages, in other words, redistribution is either

perfect or neglected.

Redistribution being in general far from perfect, many papers argue that aggregate will-

ingness to pay cannot be considered as a relevant policy indicator. The issue is not specific

to saving live programs but general to any cost benefit analysis (see for example the dis-
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Actually, the combination of parameters that optimally fit the data is difficult to say.

Though the model is statistically identifiable, the regression is not reliable numerically. This

is not surprising since we know from equation (11) that, at least when consumption is

constant, what matters for determining the variations of wµ along the life cycle is the combi-

nation of two elements: the mortality adjusted rate of discount minus the risk aversion with

respect to the length of life. The difference between the two is correctly estimated, which

suffices for a better performance than that of the additive model, but the estimate of each

component is unstable. Ultimately, to discriminate more sharply between the several likely

possibilities, we should integrate data on behaviors that go beyond the wage-risk tradeoff.

A possibility would be to look at consumption smoothing behavior, but we leave that aside

for lack of adequate data. Results thereafter are systematically reported for the values of 3,

5 and 7%.

Interestingly enough, one can see, from Table 1 or Figure 2, that when RD is constrained

to plausible positive values, the multiplicative model does a better job than the additive one,

although it has the same number of degrees of freedom. Therefore even if one is reluctant

to increase the complexity of the model, an efficiency gain can be obtained by passing from

the additive model to the multiplicative model.

From the last two rows of Table 1, it is possible to have a first idea on the potential

bias generated by the additive assumption. While the additive model constrains the risk

aversion with respect to the length of life to be null, our estimates with the general model

gives estimates that range from 8.9% to 10.7%. In other words, when people discount

consumption with rates of 3, 5 and 7%, life years in VSL should be discounted with rates

of −5.9%, −4.6% or −3.7% respectively. Needless to say that the additive model, which

imposes the same rate of discount for consumption and life years, is likely to cause a huge

bias.

Should that lead to a major shift in policy recommendations? A first answer comes from

the estimates of RDLY that, we know from Proposition 2, is the rate of discount to be used

for estimating the welfare equivalent of a statistical life. While the additive model constrains
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RDLY to equal the rate of discount, the estimates we obtain with the more general model

show values of RDLY that exceed those of RD by several percentage points. This means,

that the additive model puts to much relative weight on the old. The following section

illustrates the magnitude of the shift.

5 Application to program comparison

To show the magnitude of the distortion in the evaluation of safety programs, we consider two

alternative scenarios. One decreases mortality rates proportionally. Control of air quality

can be seen as an intervention of this kind (Pope et al. 1995 make this assumption). For

the same cost, the other decreases mortality rates uniformly. That might be the case of a

regulation that limits human fatalities in case of an earthquake.

We denote these hypothetical interventions as A and B. Policy A is characterized by a

reduction of mortality rates

µ(t)→ (1− εA)µ(t), (22)

and policy B by a reduction of mortality rates

µ(t)→ µ(t)− εB. (23)

where εA and εB are positive constant. We take the age structure of the population and the

baseline mortality rates observed in the USA in 1999. We shall also assume that A saves

twice as many (statistical) lives than B. Policy A is mostly effective for the older people (and

babies) while policy B saves lives with a uniform rate. Figure 4 shows the age distribution

of lives saved (it has been scaled so that A saves 2000 statistical lives while B saves only

1000). We assume that the consumption profile is c∗ (see Subsection 4.2), for ages above

20. For ages below 20, and especially for babies and young children, the assumption that

preferences are independent of age becomes problematic. The low levels of consumption

that are typically observed in the very first years of life would then imply very high marginal
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cussion in Blackorby and Donaldson 1990). In the case of mortality reduction, Pratt and

Zeckhauser (1996) stressed that because of the strong heterogeneity in mortality rates, ag-

gregating individual willingness to pay may actually be a particularly misleading indicator.

Nevertheless, perhaps for lack of convincing alternatives, method 2’ indisputably remains

the most commonly used in the applied literature.

Method 3: Utilitarianism with the general utility function. Similar to method 2,

with the difference that we take a general utility function as estimated in Subsection 4.2.

Again we constrain the average survival weighted RD and the social rate of discount to equal,

in turn, 3, 5 and 7%.

Method 3’: Aggregate WTP with the general utility function. Similar to method

2’, with the general utility function as estimated in Subsection 4.2. Method 3’ suffers the

same theoretical drawback as method 2’.

The results are synthesized in Table 2. By assumption, A is twice as efficient as B

from the viewpoint of method 1. The additive model provides an age-adjusted value of a

statistical life, thus methods 2 and 2’ lead to different conclusions. Actually, when we use the

parameters estimated in section 4, methods 2 and 2’ predict that the benefits of A and B are

of about the same size. The fact that B saves less lives than A is approximately compensated

by the fact that it saves younger people. The question is whether this age adjustment and

this conclusion are indeed correct. The results of methods 3 and 3’ suggest that it is not the

case. When using the more general model the benefits of B appear to be much greater than

those of A. The correction related to the introduction of risk aversion with respect to the

length of life is anything but negligible. Actually, passing from the additive model to the

nonadditive one is a bigger step than passing from the traditional method (number of lives

saved) to those based on the additive model.6

6We could also define two additional methods that parallel methods 2 and 2’ but make use of the mul-
tiplicative model. However, as it happens that the general model estimated in Subsection 4.2 is practically
multiplicative, the results would be very close to those obtained with methods 3 and 3’.
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Discount rate

Method for benefit evaluation 3% 5% 7%

1 (Number of lives saved) 0.5 0.5 0.5

2 (Utilitarianism with additive utility function) 1.11 0.97 0.88

3 (Utilitarianism with general utility function) 3.23 2.64 2.18

2’ (Aggregate WTP with additive utility function) 0.94 0.82 0.75

3’ (Aggregate WTP with general utility function) 1.95 1.75 1.72

Table 2: Benefits of B/Benefits of A.

EPA guidelines advise to perform sensitivity analysis by calculating the results of both

methods 1 and 2. As the results of method 2 are known to depend on the rate of discount,

about which there is no general agreement, they advise to report the results for different

rates lying in the 3-7 % interval, in order to provide a reasonable confidence interval. Un-

fortunately, the additive model is so restrictive that the truth may be way out this interval.

The methods currently used by EPA and OMB (and indirectly by policymakers) are likely

to be significantly distorted in favor of the old.

6 Conclusion

Most economists would agree that predicting saving behavior under the assumption of risk

neutrality would make little sense. They would also vehemently criticize a fund manager

that decides to “optimize” investment under the assumption that members are risk neutral.

The economic literature on the value of a statistical life has however endorsed a similar

embarrassing choice. Mortality makes our life akin to an extraordinary lottery. Bad luck

and we die young, good luck and we spend hours playing with our grand children. Is it

reasonable to assume that individuals are risk neutral with respect to the length of life? And

to evaluate life saving programs under this assumption?

These questions have been addressed in this paper. On the theoretical side, the story

is rather clear. Risk aversion with respect to the length of life makes individual willingness
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to pay for mortality risk reduction decline more rapidly with age. Actually, although in-

termediate calculations are sometimes fastidious, we eventually found that accounting for

risk aversion with respect to the length of life is fairly simple. Just like with the standard

additive model, one simply has to use appropriate rates of discount accounting both for time

preferences and for risk aversion with respect to the length of life.

The key issue is therefore to estimate the coefficient of risk aversion with respect to length

of life. The difficulty of the task should not be underestimated. Since Arrow’s and Pratt’s

seminal articles, about 40 years have passed and a number of empirical studies tried to

measure the standard Arrow-Pratt index of absolute risk aversion. Surveys and experiments

have even been designed for that purpose. Still, our knowledge of the magnitude of individual

risk aversion is limited. Individual preferences with respect to lotteries on wealth remain

the object of intense investigations. There is no reason to believe that individual preferences

with respect to lotteries on the length of life will be easier to assess. It would be excessively

optimistic to expect that a single study provides a robust estimate of risk aversion with

respect to the length of life. Rather this should be seen as a long term objective that will

probably require the collection of specific data.

However, in order to fix ideas, we used results from a recent empirical study on the

relation between VSL and age to estimates plausible values of risk aversion with respect to

the length of life. The theoretical extension neatly improved the quality of fit. Actually we

found that the index of risk aversion with respect to the length of life is likely to be positive

and greater than the rate of time discounting. In other words, accounting for risk aversion

with respect to the length of life may even be more important than accounting for time

preferences.

The contrast between our findings and the dominant economic approach is striking. While

the notion of time preferences has been pointed out as being a major element to estimate the

value of a statistical life, the standard method simply rules out the existence of risk aversion

with respect to the length of life although it plays a more important role. It seems that

“the paradigm of optimizing a simple functional form” (to take Rubinstein’s 2003 words)
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Using a hedonic regression, A&V report several estimates of the VSL and of it variations

with age. We use the parameters they give in their Table 4

wAV
µ (t) = −1.92× 107 + 1.88× 106t− 4.54× 104t2 + 335.24 t3 (21)

for t ∈ [20, 60].
The calibration strategy we pursue consists in estimating preference parameters that fit

best equation (21). We only discuss what would be the most likely parameters, if the equation

was actually exact. This is consistent with the objective of the paper: showing that the

additive model biases substantially the econometric valuation of longevity gains. Actually,

A&V stress that hedonic regressions exhibit uncertainty on the estimated parameters. One

should therefore be cautious that equation (21) gives the most likely relation between age

and VSL that emerges from the data that A&V had in hands, but it should not be considered

as reporting an indisputable truth. By the same token, we cannot argue that we provide

robust estimates of the true preferences parameters.

In order to calibrate the model, we also need the age-specific consumption profile c∗,

which is not available in the dataset used by A&V. The optimal consumption profile cannot

be deduced from the theoretical model without specification of the constraints K(k) on
which we have limited knowledge. Rather than posing specific constraints, we assumed that

c∗ corresponds with a smoothed version of the age specific individual consumption profile

reported in Lee and Tuljapurkar (1997) (see Figure 1 for the original estimates and the

smoothed profile that we use).5

The first question that we may address is whether we can reproduce the relation (21) with

the standard additive model (namely, v = λ =Constant and u(c) = c1−γ−c1−γ0

1−γ for some γ ≥ 0).
The answer is yes, but with very implausible parameters. Indeed the distance minimizing

discount rate is −8.1%, which explains 94% of the age-related variance in equation (21). Had
we constrained the rate of discount to be greater than or equal to 3% (to approach values

5Lee and Tuljapurkar (1997) is one the few recent studies that provide individual (and not household)
age-specific consumption profiles.
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lead economists to ignore a key ingredient of individual preferences. The consequence is

that cost-benefit analysis produced for the allocation of public money across saving lives

programs is likely to be strongly distorted.
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A Appendix

A.1 Proof of Proposition 1

Since we only consider constant consumption profiles, dependency on consumption is not

detailed (e.g. u0(c(t)) will be simply written u0).We will also note κ = v0u
u0 the coefficient of

risk aversion with respect to the length of life. Equation (5) rewrites

RD(c, t) =
−κ+ v + µ(t)κ

R +∞
t

st(τ)e
−v(τ−t)dτ

1− κ
R +∞
t

st(τ)e−v(τ−t)dτ
, (24)

and equation (10) becomes

VSL(c, t) =
u

u0

R +∞
t

st(τ)e
−v(τ−t)dτ

1− κ
R +∞
t

st(τ)e−v(τ−t)dτ
. (25)
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Let us denote

G(c, t) =
u

u0

Z +∞

t

st(τ) exp

µ
−
Z τ

t

RD(c, τ 1)dτ 1

¶
eκ(τ−t)dτ. (26)

The result that we aim at proving is that VSL(c, t) = G(c, t).

First, let us show that VSL→ 0 and G→ 0 as t→∞. By assumption, the mortality rate
is going to infinity. Thus the discounted expected length of life

R +∞
t

st(τ)e
−v(τ−t)dτ tends to

zero as t tends to infinity. This implies that VSL→ 0 as t→∞. This also implies that, for
t large enough, κ

R +∞
t

st(τ)e
−v(τ−t)dτ < 1/2. Combined with (24), it provides a lower bound

on RD. Namely RD > −2 |v − κ| . Consequently, µ(t)+RD(c, t)−κ→∞ as t→∞. Given

that G can be rewritten as

G(c, t) =
u

u0

Z +∞

t

exp

µ
−
Z τ

t

(µ(τ 1) +RD(c, τ 1)− κ)dτ 1

¶
dτ, (27)

we also conclude that G→ 0 as t→∞. The functions VSL and G have therefore the same

limit when t→∞.

Second, we show that they are solutions of the same differential equation. Using the fact

that d
dt
st(τ) = µ(t)st(τ), derivation of (26) gives

∂G(c, t)

∂t
= [µ(t) +RD(c, t)− κ]G(c, t)− u

u0
. (28)

Now denote I =
R +∞
t

st(τ)e
−v(τ−t)dτ and remark that

dI

dt
= µ(t)I + vI − 1. (29)

Since VSL(c, t) = u
u0

I
1−κI , it follows that

∂

∂t
VSL(c, t) =

u

u0
[(µ(t) + v)I − 1] [1− κI] + Iκ [(µ(t) + v)I − 1]

[1− κI]2
, (30)
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which simplifies to
∂

∂t
VSL(c, t) =

u

u0
[(µ(t) + v)I − 1]

[1− κI]2
. (31)

But, as RD(c, t) = −κ+v+µ(t)κI
1−κI , we have v(t) = (1−κI)RD(c, t)+κ−µ(t)κI, which plugged

into (31) leads to

∂

∂t
VSL(c, t) =

u

u0
[(µ(t) + (1− κI)RD(c, t) + κ− µ(t)κI)I − 1]

[1− κI]2
(32)

=
u

u0

µ
µ(t)

I

1− κI
+

I

1− κI
RD(c, t)− 1

1− κI

¶
= (µ(t) +RD(c, t)− κ)

u

u0
I

1− κI
− u

u0
,

and eventually
∂

∂t
VSL(c, t) = (µ(t) +RD(c, t)− κ)V SL(c, t)− u

u0
. (33)

This linear first order differential equation being the same as (28) we obtain that G−VSL
is solution to the differential equation

y0 = (µ(t) +RD(c, t)− κ)y. (34)

Now remember that µ(t)+RD(c, t)−κ goes to infinity as t→∞. Thus any non null solution

of (34) diverges at ∞. Since we know that (G−VSL) → 0 as t → ∞, it is necessarily the

case that G =VSL.

A.2 Proof of Proposition 2

From (2), it follows that

∂sa(τ)

∂µ(t)
= 0 if τ < t, (35)

∂sa(τ)

∂µ(t)
= −s(τ) if τ ≥ t. (36)
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Derivating (3) then gives (14).

26



 

CESifo Working Paper Series 
(for full list see www.cesifo.de) 
 

___________________________________________________________________________ 
 
1204 Elmer Sterken, The Role of the IFO Business Climate Indicator and Asset Prices in 

German Monetary Policy, May 2004 
 
1205 Jan Jacobs and Jan-Egbert Sturm, Do Ifo Indicators Help Explain Revisions in German 

Industrial Production?, May 2004 
 
1206 Ulrich Woitek, Real Wages and Business Cycle Asymmetries, May 2004 
 
1207 Burkhard Heer and Alfred Maußner, Computation of Business Cycle Models: A 

Comparison of Numerical Methods, June 2004 
 
1208 Costas Hadjiyiannis, Panos Hatzipanayotou, and Michael S. Michael, Pollution and 

Capital Tax Competition within a Regional Block, June 2004 
 
1209 Stephan Klasen and Thorsten Nestmann, Population, Population Density, and 

Technological Change, June 2004 
 
1210 Wolfgang Ochel, Welfare Time Limits in the United States – Experiences with a New 

Welfare-to-Work Approach, June 2004 
 
1211 Luis H. R. Alvarez and Erkki Koskela, Taxation and Rotation Age under Stochastic 

Forest Stand Value, June 2004 
 
1212 Bernard M. S. van Praag, The Connexion Between Old and New Approaches to 

Financial Satisfaction, June 2004 
 
1213 Hendrik Hakenes and Martin Peitz, Selling Reputation When Going out of Business, 

June 2004 
 
1214 Heikki Oksanen, Public Pensions in the National Accounts and Public Finance Targets, 

June 2004 
 
1215 Ernst Fehr, Alexander Klein, and Klaus M. Schmidt, Contracts, Fairness, and 

Incentives, June 2004 
 
1216 Amihai Glazer, Vesa Kanniainen, and Panu Poutvaara, Initial Luck, Status-Seeking and 

Snowballs Lead to Corporate Success and Failure, June 2004 
 
1217 Bum J. Kim and Harris Schlesinger, Adverse Selection in an Insurance Market with 

Government-Guaranteed Subsistence Levels, June 2004 
 
1218 Armin Falk, Charitable Giving as a Gift Exchange – Evidence from a Field Experiment, 

June 2004 
 



1219 Rainer Niemann, Asymmetric Taxation and Cross-Border Investment Decisions, June 
2004 

 
1220 Christian Holzner, Volker Meier, and Martin Werding, Time Limits on Welfare Use 

under Involuntary Unemployment, June 2004 
 
1221 Michiel Evers, Ruud A. de Mooij, and Herman R. J. Vollebergh, Tax Competition 

under Minimum Rates: The Case of European Diesel Excises, June 2004 
 
1222 S. Brock Blomberg and Gregory D. Hess, How Much Does Violence Tax Trade?, June 

2004 
 
1223 Josse Delfgaauw and Robert Dur, Incentives and Workers’ Motivation in the Public 

Sector, June 2004 
 
1224 Paul De Grauwe and Cláudia Costa Storti, The Effects of Monetary Policy: A Meta-

Analysis, June 2004 
 
1225 Volker Grossmann, How to Promote R&D-based Growth? Public Education 

Expenditure on Scientists and Engineers versus R&D Subsidies, June 2004 
 
1226 Bart Cockx and Jean Ries, The Exhaustion of Unemployment Benefits in Belgium. 

Does it Enhance the Probability of Employment?, June 2004 
 
1227 Bertil Holmlund, Sickness Absence and Search Unemployment, June 2004 
 
1228 Klaas J. Beniers and Robert Dur, Politicians’ Motivation, Political Culture, and 

Electoral Competition, June 2004 
 
1229 M. Hashem Pesaran, General Diagnostic Tests for Cross Section Dependence in Panels, 

July 2004 
 
1230 Wladimir Raymond, Pierre Mohnen, Franz Palm, and Sybrand Schim van der Loeff, An 

Empirically-Based Taxonomy of Dutch Manufacturing: Innovation Policy Implications, 
July 2004 

 
1231 Stefan Homburg, A New Approach to Optimal Commodity Taxation, July 2004 
 
1232 Lorenzo Cappellari and Stephen P. Jenkins, Modelling Low Pay Transition 

Probabilities, Accounting for Panel Attrition, Non-Response, and Initial Conditions, 
July 2004 

 
1233 Cheng Hsiao and M. Hashem Pesaran, Random Coefficient Panel Data Models, July 

2004 
 
1234 Frederick van der Ploeg, The Welfare State, Redistribution and the Economy, 

Reciprocal Altruism, Consumer Rivalry and Second Best, July 2004 
 
1235 Thomas Fuchs and Ludger Woessmann, What Accounts for International Differences in 

Student Performance? A Re-Examination Using PISA Data, July 2004 
 



1236  Pascalis Raimondos-Møller and Alan D. Woodland, Measuring Tax Efficiency: A Tax 
Optimality Index, July 2004 

 
1237 M. Hashem Pesaran, Davide Pettenuzzo, and Allan Timmermann, Forecasting Time 

Series Subject to Multiple Structural Breaks, July 2004 
 
1238 Panu Poutvaara and Andreas Wagener, The Invisible Hand Plays Dice: Eventualities in 

Religious Markets, July 2004 
 
1239 Eckhard Janeba, Moral Federalism, July 2004 
 
1240 Robert S. Chirinko, Steven M. Fazzari, and Andrew P. Meyer, That Elusive Elasticity: 

A Long-Panel Approach to Estimating the Capital-Labor Substitution Elasticity, July 
2004 

 
1241 Hans Jarle Kind, Karen Helene Midelfart, Guttorm Schjelderup, Corporate Tax 

Systems, Multinational Enterprises, and Economic Integration, July 2004 
 
1242 Vankatesh Bala and Ngo Van Long, International Trade and Cultural Diversity: A 

Model of  Preference Selection, July 2004 
 
1243 Wolfgang Eggert and Alfons J. Weichenrieder, On the Economics of Bottle Deposits, 

July 2004 
 
1244 Sören Blomquist and Vidar Christiansen, Taxation and Heterogeneous Preferences, July 

2004 
 
1245 Rafael Lalive and Alois Stutzer, Approval of Equal Rights and Gender Differences in 

Well-Being, July 2004 
 
1246 Paolo M. Panteghini, Wide vs. Narrow Tax Bases under Optimal Investment Timing, 

July 2004 
 
1247 Marika Karanassou, Hector Sala, and Dennis J. Snower, Unemployment in the 

European Union: Institutions, Prices, and Growth, July 2004 
 
1248 Engin Dalgic and Ngo Van Long, Corrupt Local Government as Resource Farmers: The 

Helping Hand and the Grabbing Hand, July 2004 
 
1249 Francesco Giavazzi and Guido Tabellini, Economic and Political Liberalizations, July 

2004 
 
1250 Yin-Wong Cheung and Jude Yuen, An Output Perspective on a Northeast Asia 

Currency Union, August 2004 
 
1251 Ralf Elsas, Frank Heinemann, and Marcel Tyrell, Multiple but Asymmetric Bank 

Financing: The Case of Relationship Lending, August 2004 
 
1252 Steinar Holden, Wage Formation under Low Inflation, August 2004 
 



1253 Ngo Van Long and Gerhard Sorger, Insecure Property Rights and Growth: The Roles of 
Appropriation Costs, Wealth Effects, and Heterogeneity, August 2004 

 
1254 Klaus Wälde and Pia Weiß, International Competition, Slim Firms and Wage 

Inequality, August 2004 
 
1255 Jeremy S. S. Edwards and Alfons J. Weichenrieder, How Weak is the Weakest-Link 

Principle? On the Measurement of  Firm Owners’  Control Rights, August 2004 
 
1256 Guido Tabellini, The Role of the State in Economic Development, August 2004 
 
1257 François Larmande and Jean-Pierre Ponssard, EVA and the Controllability-congruence 

Trade-off: An Empirical Investigation, August 2004 
 
1258 Vesa Kanniainen and Jenni Pääkkönen, Anonymous Money, Moral Sentiments and 

Welfare, August 2004 
 
1259 Panu Poutvaara and Andreas Wagener, Why is the Public Sector More Labor-Intensive? 

A Distortionary Tax Argument, August 2004 
 
1260 Lars P. Feld and Stefan Voigt, Making Judges Independent – Some Proposals 

Regarding the Judiciary, August 2004 
 
1261 Joop Hartog, Hans van Ophem, and Simona Maria Bajdechi, How Risky is Investment 

in Human Capital?, August 2004 
 
1262 Thomas Eichner and Rüdiger Pethig, Efficient Nonanthropocentric Nature Protection, 

August 2004 
 
1263 David-Jan Jansen and Jakob de Haan, Look Who’s Talking: ECB Communication 

during the First Years of EMU, August 2004 
 
1264 David F. Bradford, The X Tax in the World Economy, August 2004 
 
1265 Hans-Werner Sinn, Migration, Social Standards and Replacement Incomes. How to 

Protect Low-income Workers in the Industrialized Countries against the Forces of 
Globalization and Market Integration, August 2004 

 
1266 Wolfgang Leininger, Fending off one Means Fending off all: Evolutionary Stability in 

Submodular Games, August 2004 
 
1267 Antoine Bommier and Bertrand Villeneuve, Risk Aversion and the Value of Risk to 

Life, September 2004 
 
 




