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The Generational Economy

Andrew Mason
East-West Center, Honolulu, Hawaii

An important and under-studied feature of any economy is the
reallocation of resources across age groups at a point time and
across generations over time. This seminar will explain the
concepts and empirical features of the generational economy
drawing heavily on National Transfer Accounts.
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Introduction

Introduction Source materialand Outline of talk
website

Work presented here is based on National Transfer Accounts
and related publications

Lee and Mason, 2011 Population Aging and the Generational
Economy: A Global Perspective

United Nations 2013 National Transfer Accounts Manual:
Measuring and Analyzing the Generational Economy

National Transfer Accounts website: www.ntaccounts.org
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Demographic Transition

Key Points Population size and growth: 1950-2070 Phases
of the D..

Demographic Transition

*The population of the world and the populations of virtually
every country increased to unprecedented levels during the
demographic transition.

*During the early phases of the transition population increase
was greatest for children and young adults.

*During the dividend phase, that followed, population increase
was concentrated in the working-ages.

* At the end of the transition, population increase is
concentratated among seniors.

*Many countries are beginning to experience population
decline.
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Demographic Transition

Key Points Population size and growth: 1950-2070 Phases of the Demographic
Transition
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Demographic Transition
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Population size and growth: Phases of the Demographic Transition Current phases: High growth in ’
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Demographic Transition
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Demographic Transition

Current phases: High growth = The Future Early Transition in Age
in working-age and senior p.. Structure: 1950 to 1975
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Demographic Transition

The Future Early Transition in Age Structure: 1950 to 1975
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Demographic Transition

Early Transition in Age

Structure: 1950 to 1975
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Demographic Transition

Middle Transition: 1975 to
2020
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The Future: 2020 to 2070

20

The future will be very
diverse depending on the
country
*Shift from working-age into
old-age for some
*Shift from child-ages to
working-ages for others

25 30 35 40 45 50 55 60 65 70

Percent under age 25

Iran’s Age Transition

P
69
500,000
1,000,000
1,651,843

Regn

B African count..
M Asian countri..

M European cou..

Latin Americ..
Northern Am..
Oceania coun..

Year
2020
DShow history

The Generational Economy

11

ez I35

2070 52020 001

g_;’l-bf’] sloysis

@bl gl 55

o)l gloysas

039> 5 oY el slojps

o syl sloypis
tem g3l (sla 98

OO OO0 O

Oy M‘s} é}..m )L».ma )5.“5 e VW) OJ.A.!]
Fr ol sl 4 5 Gl s

,qi5
Sads Slp ) w4 S0gS pw 3l s
,qi5



Demographic Transition

Middle Tr  The Future: 2020 to 2070
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Generational Economy

The Generational Generational Economy The Lifecycle Labor income (YI) and
Economy Defined consumption (C)

The Generational Economy

How do economic circumstances vary
with age and generation?

How are different generations linked
through families? Through government?

How will changes in age structure affect
economic performance including
generational equity?

Andrew Mason The Generational Economy
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Generational Economy

The Generational Generational Economy The Lifecycle Labor income (YI) and

Economy

Andrew Mason

Defined

Generational economy defined

consumption (C)

(1) the social institutions and economic mechanisms
used by each generation or age group to produce,
consume, share, and save resources;

(2) the economic flows across generations or age
groups that characterize the generational economy;

(3) explicit and implicit contracts that govern

intergenerational flows;

(4) the intergenerational distribution of income or
consumption that results from the foregoing.
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Generational Economy

The Gener Generational Economy The Lifecycle Labor income (Y1) and
ational E..  Defined consumption (C)

The Lifecycle is a fundamental feature of the
generational economy that consists of three distinct
phases in contemporary societies.

--- The young are growing and maturing and must
consume more resources than they produce.

--- Prime-age adults are net producers - the value of
their production from the labor exceeds their
consumption. They provide for others and accumulate
resources to meet future needs.

--- Seniors are in the final phase of life when the value
of their labor is no longer sufficient to fund their
consumption.

Notes on

labor incom..

Andrew Mason The Generational Economy
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Generational Economy

Generatio  The Lifecycle Labor income (Y1) and Notes on labor income Lifecycle at
nal Econ.. consumption (C) and consumption young ages..
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Generational Economy

The
Lifecycle

Andrew Mason

Labor income (Y1) and Notes on labor income
consumption (C) and consumption

Lifecycle at young ages

varies with level of income old ages va

Value for labor income and consumption are per capita in
adjusted ppp US$ circa 2010. Labor income includes earnings,
labor share of self-employment income, and estimate of value of

unpaid family labor. Averages include persons with no labor

income. Values incorporate age variation in labor force
participation, unemployment, hours worked, and wages.
Consumption includes all public and private consumption.

Lifecycle at

Methods are described in UN (2013) and data are available on
the NTA website (www.ntaccounts.org).
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Generational Economy
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Generational Economy

Notes on Lifecycle at young ages

Lifecycle at old ages

labor inco.. varies with level of income  varies with level of income
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Generational Economy

Lifecycle at young ages
varies with level of inco..
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Generational Economy

Lifecycle at young ages
varies with level of inco..
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Both children and seniors
are relatively "expensive",
in per capita terms, in

higher income countries.
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Aggregate deficits

. . . . . . _ J s S
Aggregate lifecycle Child and old age Combined child and old "Projected” child and Combine
deficits deficits in 2020 age deficits 2020 old age deficits d deficit..
o 452 (S sl 8
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Population age structure and aggregate deficits
Aggregate lifecycle deficits are equal to the product of per

O B 50 Sz g &l (558
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have Large child deficits.

-- Countries late in the demographic transition have large
old-age deficits

-- In between both child and old-age deficits are relatively
low.
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Aggregate deficits
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Aggregate deficits

Aggregate Child and old age
lifecycle deficits  deficits in 2020

Combined child and old
age deficits 2020

"Projected” child and Combined deficits
old age deficits from 1970 to 2000
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Combined deficit is high
in countries early or late
in the demographic
transition.
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Aggregate deficits
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Aggregate deficits

Combined child "Projected” child and
and old age def.. old age deficits
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Combined deficits from
1970 to 2000

Combined deficits after ~ What is next?
2000
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Combined deficits: 1970
to 2020

Throughout the world
the combined deficit was
declining between 1970
and 2000
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Aggregate deficits
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Aggregate deficits
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NTA Reallocations

Reallocation Reallocation Mid-transition  Older Summary of Impact of

system Classification  countries countries reallocations aging

The NTA Reallocation System:
Funding Lifecycle Deficits

The lifecycle deficit is funded relying on age
reallocations composed of two mechanisms

Transfers : Those with a lifecycle surplus can
support those with a deficit.

Asset-based reallocations : Those at surplus ages
can accumulate assets used to fund deficit periods
relying on asset income or dis-saving.

Andrew Mason The Generational Economy
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NTA Reallocations

Reallocation Reallocation Mid-transition ~ Older Summary of Impact of Strateqi
system Classification  countries countries reallocations aging es

A classification of national transfer accounts reallocations

Asset-based flows

Capital and natural

Type of flow resources Financial assets Transfers

Public debt Public education

Publicly owned land and | Sovereign wealth

Public - funds
subsoil minerals

Public health care

Unfunded pension
Currency stabilization
plans
funds
Land Consumer debt and
Subsoil minerals credit F-amiial support of
children and parents
Private Equipment Mutual funds
Bequests
Structures Private pension funds
Charitable
Owner-occupied Personal savings corribion
housing

Source: Lee and Mason 2011 Population Aging and the Generational Economy (Table 3.2)|
—
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NTA Reallocations

Reallocation Reallocation Mid-transition  Older Summary of Impact of Strategi NTAs e sl (arass
system Classification  countries countries reallocations aging es
)L:\f ‘sﬁl._a_ue 3 lh)}ﬁs
Brazil1996 Agg Reallocations Mexico2004 Agg Reallocations
Age Age 2004 550 suxe yamass
1.4 M Private Asset-based Reallocations 1.4 1996 iyt Sz N
[ ') ” A [t M"

B Private Transfers
B Public Asset-based Reallocations

1.2 W Public Transfers
(soya>
0.6 S
oy oYl g Jus @
0.4
[ [4}]
3 E:
< 02 =
S OBsS & LAl pogas oWy Ja-
0.0 e . N
S 5588 g3 2 50 Al cegee YL
) il I Lalls ogas oD 5 i
0.4
-0.6 oges DYl g & a4y a4 el
08 witwd Sl oy i jo a5 (6018
' ..xslgi';a
o o 5y s G Slacells
4 12 20 28 36 44 52 60 68 76 84 4 12 20 28 36 44 52 60 68 76 84 9zt ApasS &y by SaSe 0 -

-- Net private transfers to children exceed net public transfers in both countries A (Se pogat slaallo
-- Net private transfers from seniors (to children) are very large in Brazil
-- Seniors rell heavily on public transfers funded by those in the taxpaying ages.

-- Seniors in Mexico rely much more heavily on private asset-based reallocations
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NTA Reallocations

Reallocatio
n system

Reallocation
Classification

Mid-transition  Older

countries

Italy2008 Agg Reallocations

1.4

1.2

1.0

0.8

0.6

0.4

Value

0.2

0.0

-1.0
4

Age

M Private Asset-based Reallocations
M Private Transfers

B Public Asset-based Reallocations
M Public Transfers

12 20 28 36 44 52 60 68 76 84

countries

Summary of

Impact of

reallocations aging

USA 2011 Agg Reallocations

Value

1.4

1.2

1.0

0.8

0.6

0.4

0.2

0.0

-1.0

4

Age

12 20 28 36 44 52 60 68

-- Public and private transfers to children are relatively balanced n both countries.
-- Public transfers to seniors are relatively large in Italy.

-- Asset-based reallocations and public transfers are balanced in the US.

-- Private transfers to seniors are very small in Italy and downward in the US.
-- US is relying on deficit spending (public asset-based reallocations) to fund programs for seniors.
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NTA Reallocations

Realloca
tion sys..

Older
countries

Mid-transition
countries

Reallocation
Classification

Summary of
reallocations

Impact of
aging

Summary of reallocation systems

-- Lifecycle deficits for children, education in
particular, are met relying heavily on transfers

-- Considerable variation around the world in the
reliance on the public versus the private sectors to
support education and health

-- Lifecycle needs for seniors are funded relying
mostly on publicly funded transfers and private
asset-based reallocations

-- Many European and South American countries
rely heavily on public transfers

-- Private asset-based reallocations play a more
important role in the US, Mexico, and Asia
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NTA Reallocations

Realloca Reallocation Mid-transition  Older Summary of Impact of Strategies
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STATEGIES FOR RESPONDING

Working smarter: Labor income at all ages needs to

increase but especially among seniors. 2y J8 slapina S5t
aS 0gl aSU  Jasl slaasl

5 5 S oo L8 Bas | lae;ls

Improve transfer systems: Emphasize transfer s, ot ) Jo e
programs that target those most in need while S e

encouraging economic growth
a5 Gl ol 50 09 4 lal e
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Increase saving particularly among those with
higher incomes
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