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Preface
e R TR e R

The population of the United Stares, not
unilike that of Canada, Europe, Russia, Japan,
and Australia, is growing older. As che age
struciure of the population shifs, issues con-
cerning the “economics of aging” arise. In the
LUnited States during the late 1970s a combi-
naticn of high unemployment and high infla-
ticn contributed to sevenl Social Security
funding crises. When policymakers wene fomosd
tor confront these immediare erises, they
bevame aware of the long-resm implications af

an aging population,

The Social Security amendments of 1983
salved the shore-nun financing problems of e
system. Since then thers have been o number
of studies and reports on the economics of
aging. Barly repoms warned of the unmanape.
ahle crises that would result from o population
of too few workers supporting too many
revirees. More recently, the conclisions have
been mixed. There are still plenty of doom and
gloom assesmments, but some asesaents have

been dawnright cheerful.

Many of the carly reports based mose of thele
conclusions solely on demographic racios.
Larer reports broadened dhe scope of informa-
tion rthey studied o include expenditure par-
terms of warks ALE GrOWPS, “:nl,'rﬂ OIS
growth, early retirement programs, changing
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The Economics of Aging

societn] expectutions regarding retisement income, and other topics. Aldwagh
the studies arrive at 2 wide range of conclusions, most approach the conse-
quences of an sging populaton s a problem thar will et occur wntil the firs
quarter of pexe century, One of the distinguishing features of 5 Jay Levy's
stuly in this Pichlic Policy Brief is that he finds that the problem has already
emesged and thar it must be dealt with at the policy level now, however politi-
cally disrasteful thar confrentation will be.

What will be the cconomic impacts of the population stnscture resulring From
the demographic changes ooourring in industrialized countries? The answer o
this question has serious policy implications. In this preliminary study of the
Inired Staces, Levy examines the decline in standands of lving for many boee
income and middle-income wige exrmers during the 1980, He finds chat sud-
ies of the mx changes, the widening income disparity, and ether economic
conditions of the 1980 do not offer a satlsfaccory explanarion for this decline.
He explores the hypothesis thar there has been a Sleak” of goods and services
whereby they were becoming increasingly unavailable to workers, the people
whio are the producers of those goods and services.

Levy's focus s on consumpeion snd not income distribution. In comparing the
consimption parrerns of workers and retirees, he finds that retivees are alwork-
ing a proportionately higher share of the “economic pie.” Levy concludes thar
the tnlaTj;i.ng partion of the national produce consumed by serirees is che
equivalent of & tax on nonretirees, o tax that is especially burdensome for
lowersincome workers.

Levy advocanes mising the retinement age and encouraging retiress o engmge
in public service activities. He states thar oday’s pelicies are directed toward
the interests of retinees @ the preservarion of their wealth and income.
Palicymakers have the epportunity to alter this dirsction with polices more
concerned with the interests of workers and the reward of production and
EnLerprise,

Pecause sociery has aheady hepun to feel the effecs of the changing popula-
tion, & number of policy imitinrives currently underway could divecdy address
this issue. We recognize that many of the isuwes conceming the economics of
agimg are highly complex and politically charged, Nonetheless, there are issues
of faimess that nesd o0 be considered. We believe thuat Lewy's ﬁl‘l.d!nl‘lp;s will
comtribute to the debate and stimulare farcher discussion,

Dimitri B Papadimirtion
Executive Divecter

January 1995
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Grandma and
Grandpa!

Introduction

The 1980 left a legacy of ooubling eco-
nomie, social, and other questions, Among
therm are trends in the division of the
nation's product of consumer goods and ser-
vices, the “economic pie.” The pie grew
quite nicely in the decade, bur poverty
nonerheless became more prevalent. This
paper raises questions of equity, but does not
Attempt jUdgIments,

Retirees have been consuming a growing
portion of the pie. Their share, as we shall
see, increased 43.1 percent from 1980 to
1990, They took so much that while the
average working houschold's piece of the
pie rose 9.6 percent, many households sud-
fered a decline in standard of living.
Parricularly affecred were households in the
rwo lowest income quintiles. The standard
of living of some househelds was augmented
when two spouses went o work. The female

The author, 5 Jay Levy, is a grandfather.,
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labor force participation sare, 51.5 percent in 1980, was 57.5 percent 10
years later,

Increasing quantitics of goods and services appeared o be available o
the nation's consumers during the decade. This paper i concerned with
howw the national comsumer preduct was distributed and how the prowing
congumption by retirees affected what was left for workers, The conclu-
siom is that the increasing portion of the cconomic pic taken by retirees
s mntamount © a “me" on nonregiress thar falls especially heavily on
lower-lncome peaple. An important portion of retiress’ COMSUMPCion
was health care. Since most of their health care was paid for by the fed-
ecral and state governments, the tax on nonretirees is not juse a Ggure of
speech, but often an acoual our-of-pocker cost,

What this paper does not focus on is the discribution of income and
wealth. Accordingly, it is not concerned with such calcularlons as the
values of imputed interest income, fringe benefits, and perquisices o
with bequests and other transfers of assets. At one point | use income as
# proxy for consmmption in order to check on consumption data in a way
thar [ believe has some ressonable validiny.

The Puzzling Loss of Purchasing Power in the 1980s

A worker's real wage, of course, determines how much of the economic
pie he ar she is able oo obrain. The decline in real wages of most waorking
Americans, particularly those with low and middle incomes, has been a
puzzle for analysts. The real wage, both before and afrer federal income
and Sacial Security taxes, of a typical hourly-wage earner declined from
1980 o 1990, However, mean real income of workers' houscholds
tnereased 11 percent '.'||.|ring; thiz ]'u.'rin::n:| |:-Irg-|,:|'|' beecanse aof FRins made '|;-.1,|
the top quintile and the incresse in the proportion of two-income fami-
lics, Female labor force participation was encouraged by the growing
inadequacy of the volure of goods and services that could be purchased
with a single income

Rising producrivicy should have been lifting the standard of living during
the 1980:. The gain in manufacturing productivity was especially gracify-
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Can We Afford Crranadma and Granelpa?

ing and explains, in large depree, why conaumer goods production
{Federal Reserve Board index) rose 25.8 percent from 1980 o 1990,
Since output was depressed in 1980 by the recession, a falrer comparison
may be the production in 1978, a peak year, with that in 1990;" the Eain

wis 214 percent.

Even the balance of wade deficit, a seriously burdensome drain of jobs
and profits from the economy and a still unresolved problem, braught a
current benefit to consumers during the 1980s. Compared to previous
decades, Americans were the recipients of a substantial net inflow of
goods from abroad. Data from che Mational Income and Product
Accounts {MIPAY on merchandise exports and impores indicae thear feal
net imports of consumier goods increased somewhar more than 100 pier-
cent, about 110 percent, from 1980 o 1990, The volume of whart the
MIPA terms “consumer goods™ rose 163 percent over the decade,
However, this caregory does not include fosds, automobiles, and
petrodeum, moch of which 5 properly classified as consumer products,
but how much is not clear.,

Changes in the ax laws and their effect on the distribution of income
have been closely studied by cconomists who have widely concluded
that these do not explain the decline in the standard of living of wage
m[mﬁ.: The decline in a typical wape eamer’s after-tax income was
smaller than the decrense in hiz or her before-tax income. While tax
changes of the 1980s treared wealthy people generously, they benefired
almost SVETYONE.

The married person who had three dependents, was paid for worling 40
howurs a week and 32 weeks a vear, and ecarned the averape wape of
bourly-wage eamers suffered a decline in after-federal-tax income from
1980 to 1990, This worker, after withholding and Sccial Security mixes,
experienced a decline in annual after-federal-tax income from 318,995
w 318,190 {1990 dollars), a 4.25 percent decrease. The Social Security
tax rates for everyone rose during the: decade, bue this worker's withhold-
ing tax rate declined. Cherall, 12.85 percent af his or her income went
i the federal government in 1990, down from 13.63 percent in 1980,

The Terurme Levs Ecomomies Instinee of Hosd Collage 11



The Ecomamics of Aging

Studies of both the policies of the 1960s and the widening of the wage
and salary gap berween lower. and higher-paid personnel do not yield a
sarisfactory explanation for the los of real income of the majority of
W enmcrs.j Twa |'|'g.'|_:l|:|!J'|rd|=| ol e:u:p]u.in thie Flh-rnl;lm::nm. If_hn:,
the data studied by cconomists mighe be sa faulty that they lead to false
conclusions, Two, to a growing degree, goods and services were not
available to their producers, the workers who created them, but were
flemting away into unnioticed hands—rchere was a leak!

I am bardly a devout believer in the sccuracy of economie and social
stavistics, and, as 1 shall explain, | have problems with some of the data
used in this srady o locare the “leak.” Bur | do not find thar che dara are
misleading ws. Indeed, their implications are confirmed by widespread
day-ro-day experiences. For a decade, voung men and women have been
having difficulty in marching the standards of living of their parents.
Not infrequencly, howseholds with rwo working adults have been strug-
gling to achieve as much purchasing power as a middle- or upper-middle
class male wage earner alone armained a genemtion eardier.

We tum to the possible “leak”™ of goods and services away from wape and
salary earners. One facer of che personal income and consumption
research has been neglected. Little arrention has been given o the
rapldly growing cohoet of retirees and their dependents. Relatively few
people age 63 and alder are full-time workers, and most of them are not
part of the labor force. Persons in the 65 and older cohort made up 2.8
percent of the labor force in 1992 and 16.5 percent of the populadion age
16 and older.! Both the numbers and the real incomes and purchasing
power of the senior cohort rose during the past decade at rates consider-
ably faster than those of the rest of the adult population,

This paper concludes that the declining purchasing power of the wapes
and salaries of the lower-income half of the population was, at leass to g
large degree, the nesult of the rising consumption of the retired cobort of
the population. These older people were consuming a growing portion of
the ecomoemie pie, seriously cutting into the share of the working cohort.
Alrhough 1 have lirtle doubt about the validity of this conclsion, my
exploration of the issee is anly a beginning, Further studies will refine
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the conclusions ard deal with significant questions abeut thie validivy of
some of the data that are available.

The Cost of Supporting Retireas

When | considered the “leak” chat represented workers' seeming loss of
part of their production, | suspected the age 65 and older segment of the
population, which contributes proportionately licthe to the current ecn-
THHTIG i Hy surmnise was that the COTEITNREion af the alder cohost left
substantially less goods and services for many younger households in

19490 ehan it did in 1980,

I have found thar my susplclons were correct. Consumption by the 63
and older segment was indeed growing ar the expense of younger peaple.
Berween 1980 and 1990 the increasing share of the economic ple con-
surmed by the older group was reflected in a significant depletion in the
portion left for younger houscholds, By 1990 chis 10-year gain of the
older cohort amounted oo a substantial cost to the average younger
househaold—ar least $1,000 and probably well over 31,500 a yvear.

[ am designating the 65 and older houscholds as “retirees” and the 64
aned younper househalds as “workers.™ These catesorizations are rough—
over 3.5 million people who have celebrated their sixey-tifth birthday are
wu-u'l-ci:|1|-:, amld @ presit mary retiress barve not reached this ape '|'-c'|1|.1'||.|:|r'p. |
am probably underestimating the population of the retitees considerably
and rtherefore the size of the “leak.”

Once upon a dme, when grandpa and grandma were beyond the age
when they could support themselves, they typically moved into the
home of one of their children. The persons who were wholly or partially
supporting an aged parent ar both parents were well aware of the casr of
maintaining these old folk—whe nowadays, perhaps because they effec-
tively use their vores, are called “senior citizens." Feeding, clothing, and
sheltering aging parents put a visible dent in their children'’s household
Insdgets. Paving their doctor and hespital bills often caused a family bd-

et Crisis.
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Our society has advanced in some respects. It has Social Security and
widespread pension plans that enable older people to live in separate
dwellings, often In some invitng climare a long distamce from their off-
spring—perhaps in Arizona or Florida, Moreover, Medicare and
Medicaid pay most of their health care expenses. Bur the comfor of the
&5 and alder cohort is still costly for working men and women.

Many contemporary houscholds include two adults who work hard to
maintain what they regard as an adequare or satisfactory standard of Liv-
ing, who anxiowsly ssek day care for their small children, and who spend
lirzle e worrving about the economic well-heing of the grandparents.
The grandparents now live in retirement, often quite well, in Sarsota or
Palm Dieserr, The working adulis bave no notton thar they are contribue-
ing to paying for chelr parents' food, clothing, shelrer, and ameniies. Yet
the retirees, those who produce livtle or mothing and consume goods and
services of subsrantial value, are consuming whar acrlve workers are pro-
ducing—leaving less for the workers. The finarcial flows thar cause such
& phenomenon may or may not provide a moral basis for this discributon
of consumption, but they do not alter the fact.,

Sometimes retitees’ consumption i for their offspring. They may con-
tribute to their grondchildren's education and in ather ways subsidize
vounger genemtions. Monetheless, retirees are noe producers, and chey
consume the product of workers even when members of workers' howse-
holds are the beneficiaries of their consumpion. On the other hand, off-
spring, especially those who are financially successful, may assume some
of the expenses of their elderly parents.

Many intergenerarional transfers are not visible in dhe data thar measure
consumption. For example, grandparents may provide child care fior
working parents, un howsehold errands for them, or tend their gardens.
O the other hand, wdult offspring frequently core for ill or infirm par-
ents. The exchange of services between penerarions complicates the
question: 13 the economic pie digtribuged equitably between ratiress and

workers!

Prowiding health care for the elderly would seem a prima facie ethical
imperative unless doing o deprives young children of such services.

14 Public Policy Brief
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About owofifchs of the consumption of the ]'ll.'n._l.‘.-&l:'l.-:’!lll:lﬁ headed |’_‘-'|. pﬂ-::lpll‘:
ape 65 and older is cerensibly for health care,” Bur "health care” is not
clearly definable. Approximarely 20 percent of retirees” health expendi-
tures (s for nursing home care. Many elderly are sheltered and fed in such
institutions, In fact, everyone finds thar food and shelter are good for
healch, bur no one claims, for example, thar a hamburger at McDonald's
or an omeler at home is health care. Working in a grymnoasiom under the
supervision of & registered physical therapist is considersd health care.
But the purchase of a oeadmill for home exercise may be regarded by
sratistical authorities with a bent toward ghoulishness as o recreation and
encertainment expenditure. Another question is: What portion of the
invessments in such facilities as hospimals, nuring homes, and medical
schools and in research and development should be considered the costs
of people who may not live long enough o benefic from them?

The real cost of retirees oo workers, which 5 refleceed in declining stam-
dards of living of the workers during the period studied, would have been
less noticeable if the ourpur of consumer goods and services had
increased ar a fascer pace. Creater productivity, higher employment, o
both reflecred in higher outpat could have ameliorated this situation.
This paper concentrates on what cocurred, net on whiat mighe bave hagp-
pened.

Rapid Growth of Retiree Population

According vo the Bureau of the Census, the 19805 was a decade of rapid
growth for retiree households, thar is, those with “householders" ape 65
and older. (The Bureau of the Census uses the term householder for the
cwrer or renter of the dwelling or ene of them if, say, a hushand and
wife are joint owners or lessees. ) Retires households increased in number
cl.l-ruiﬂl:mb]l,' fastcr t|'|_.a|.'|. {]1!;: Test -;,1f||1:-. mation's '|1|.||.|:¢E|:|.-::||.|J;-|. thiose ﬁ‘:l- al'ld
yvounger. The older households increased 21.4 percent from 1980 wo
1990; the younger 12.7 percent over the same period. These flgures
closely parallel the increases i cthe segments of the population age 65
amel older and age 18 o 64, 21.5 percent and 11,7 percent, respectively
{Takde 1).

The Jerome Levs Ecomomics Inscinere of Bard Collepe 15
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Tabbe 1 Proliferation of Retirement-Age Households (in thowsands)

Percent Chamge,
198N 190 1930 to 1990

Mumber of houscholds

84 arl younper 5,455 13,785 127

65 ard alder L& 20527 1.4
Piogrulation

18 e 64 137,83+ 154,000 11.7

65 ansd odder 25707 §l.rE4 215
Mumiber :_:l'-{l.u'_u.|||'|.,-| [T E]

4 and younger 65,013 TrAq% 18.2

G5 and odder 17,009 007% 17,5
Socinl Security worker

beneficiaries 19 563 4 858 270

Source: Barewa of the Cenmes: Buseau of Labor Sraristics; LS. Depamment of Health and
Hiamian Services, Social Security Admindsrarion.

| have concentrated on households and whar che Bureau of Labor
Statistics (BLS) calls consumer units {CUs), which are slighely diffesent
from householde” The data on CUs provide an oppormunicy o observe
the income and expenditures of the working and retired segmenes of the
population. Unlike househaolds, the number of consumer units in the 6%
and older and 64 and younger categories increased at about the same
pace from 15980 o J'il"";'l:'-', |F.‘;' percent and 18.2 percent, rfsrm-:_"ri'.-'l_-h'
(Tabkle 1) In view of the fi.uu.'n:ri mentioned in the previous paragraph
and the rise In the number of workers receiving Social Security benefit
payments, the accuracy of this aspect of the consumer unit data is sus-

pec.

An indication of the number of recirees is the number of former workers
receiving okd-mre benefits under the Social Security program. This popu-
Laticon has been larger and growing faster than the number of 65 and
older households and consumer unircs; it increased 27,0 percent from
1980 to 1990 (Takle 1). A problem with the Social Security roster for
my purposes is that a howsehold or a consumer unit may inchede more
than one worker currently receiving Social Security henefit payments.
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An scrual count of retirees would considembly exceed the number af
il ﬁi_—urinr heneficinries. Miln'r‘ p:llp]l: in these rirmes of 1’.‘:'|.|'['|' Perire-
ment become resitess before they reach 62, the age ac which 1.|'|.l2'|| e
eligible for Social Security benefits. An insight into the number of early
retirees i5 indicaped by the drop in labor force participacion berween the
sEment |._:nf I_hn: ]1»:||1|||.:|li.-:||| age -'1-5 Lo 54 a:‘:rd l!|'|.r: SEgMENC age 3% o ﬁ#
In 1992 about 81 percent of the former and 56 percent of the later
were in the labor force. Abour one-fourth of dhe I.'l'L'L'Ir.'II.I..' who had been
in the labor force when they were 45 o 54 apparencly dropped ouc
between the ages of 55 and 64, Based on this decline in labor force par-
ticipation, 3.3 million persons age 55 o 64 were retirccs—consumers
bur mot plw]u-:-:[-.-.-"

Because of the absence of data on borh the incomes and expenditures of
Social Security beneficiaries, this appraisal concentrates on househalds
and consumer units. The figures derived from the use of these two cate-
gories, which umdercounts the actual population of retirees, understates
the cost to acrive workers of producing for retiTess.

Retirees” Purchasing Power Rises Faster Than Workers'

During the 1980 the expenditures for the poods and servics consumed
by the average consumer unit headed by a person 83 or alder rose 21.9
[PErcent (3% 11 i]H.?i] (%] EEE.H 54 {:il:'l condtane 190 du“al:'H]'. an IncrEase
of 54,108, Met Medicare benefic payments {payments less premiums) ane
added to the BLS data for this cohort™s e:-:pendi.rureh.g While the real
expenditures of retirees grew Z1.9 percemt from 1980 vo 1990, those of
workers increased 7.1 percent, 51,849 (Table 2).

The gain for the retirees reflected an increase in thelr comsumprion of
the goods and services produced by the workers. Comversely, workers
were losing a growing volume of the goods and services thar they were
producing—a leak of expanding volume. In 1950 17.4 percent of the
output of the average worker CL) was consumed by retiree Clls; in 19540
retiress were taking 20,4 percent of the workers' produce (Table 3).]

The Jereme Levy Econamics Insttige af Baed College 17
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Table 2 Expenditures of Average Consumer Unit
[in constant 1900 dedlars)

Percent Increase,

1980 154} 1980 px 1990
i smud vounger 15,018 27 86T T.1
65 ] wlder 18,731 22859 219

Motz Expenditures exclude personial insuranice and peroion cutlays. Experslitunes of the &8
and olider cohan imchide Medicare outlays.

Source: Brarema of Lobor Stanistics, Comsmmer Expendioune Sarveys.

The adverse effect on the real purchasing power of consumer units
headed by persons 64 and younger, the working consumers unies, was the
same as If government had taxed them an additional $836 or 3.0 percent
of their expenditures [Table 3).

Problems wich che costs and even the definition of health care thewarmed
the desirable refinement of the daca. Ohvvercoming these difficulties would
probably have slightly reduced che cost to workers of suppesting retirees’
consumption. I am assuming that accounting for Medicaid would not
significantly change the forepoing conclusions becaise this federl pro-
gram distribures funds to both woerker and retiree consumer units.
Although the population &4 and younger i more than seven rimes Lasger
than the population 63 and older, the lacter's per capita Medicaid bene-
fits are neatly five viomes larger than the former's. 7 Employer-paid health
insurance polictes cover both warkers and retiress and the distribution of
the premiums berween these rwo groups is obscune,

Whereas the missing health care daa supggest that retiress” share of toral
consumprion was not quite as large as indicated above, the saving statis-
tics for consumer units hint otherwizse, The latrer dara indicate savings
that should delight all those who have been shaking their heads in dis-
may over Americans’ lack of frugality. In 1980 CUs saved 5.8 percent of
their after-tax income, and by 1990 the saving rate had climbed w 109
percent. Meanwhile the suthoritative Bureau of Economic Analysis's
personal saving rave, an item in the National Income and Product
Accounts (MIPA), slumped from 7.9 percent to 4.3 percent { Table 4),

18 Public Palicy Bricf
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Table 3 Retirees" Consumption of the Product of Worker CUs and Cost of
Retirees to Workess (in constant 1990 dallars)

Percent Incriease, Percenr Differcnce,
1963 150 159641 s 1950 1990 Less 1980

T-q,ll,al |,'x|'«|.'|'||| |I|Ir-|:-,'EE
ared older (enillians

oof elinllars) 915 455,988 43.7

et af 65 aned older
o sverage 4 and
Friinger 4511 5,569 215

Percent of product of 64
amd younger for

85 and older 174 4 50

Mo E:-;p-i,'n-hu_rll_". al 65 and okler include Medicare and ':'il:'.'ll.l'il'.' TRFmMErie fioe |='I'i'\-lll-=
pensions and insurecs.

Souree Foreso of Laboe Ssmisrics

(If saving is defired o include the net flow af funds into the soate and
lescanl government employee pension funds, the fall in NIPA personal
saving over the decade was from 9.3 percent o 3.9 percent. )

Consumer units 65 and older sived =93 percent of their income, chat is,
they “dissaved” in 1980, Ten years later the saving rate of these older
CUs was 0.7 percent (Table 4). The rave fluctuated wildly during the
decade, climbing to o peak of 8.8 in 1982, descending to n trowgh of
—15.6 in 1984, and then slowly Increasing oo 2.0 in 1969, (These per-
centages were caleulated without counting Medicare payments as part of
either consmer unim' income or expendioure. )

The accuracy of these saving rares is suspect. The staggering difference
between the MIPA and the CLJ daca on saving trends and che rather
erratic fluctuations In the lacter raise questions about the expenditures of
{Us. 0F the MIPA data, which show an averall decline in saving during
the 1980s, apply to the 65 and older cohort and this group, oo, had a
bower saving race in 19940 than m 1980, these retirees would have taken
even more of the available poods and services in 1990 than the above
figures indicate.

The Jevome Lewy Econcnics Inatiuse of Band Caollge 19
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Table 4 BLS Consumer Linic Saving Rates {percent]

Saving Rate, Saving Rare, Baving Rave,
Persomal FAA All CLls 65 and Older

15980 T 38 9.1

1581 &4 11.3 30

1582 &b 156 HE

1583 A 13.0 36

| B34 & 09 15.6

155 G4 .2 1B

1984 il 6.5 0.5

1967 4.5 10,6 6

1983 14 i 1.4

149He 4.0 1.1 10

1540 4% 10.% 0,7

Fourca: Pasreau of Bconamibe Aralyals and Buresn of Lalsar Statistics, Comewmer Undi
Snrveys,

The increase from 1930 oo 1990 in dhe mean belfore-tax s wis 9947
percent for 85 and older households and 96.0 percent for 65 and older
CLls, This clese agreement ar lease superflcially suggests thar these data
are accurate. A wseful, working hypothesis may therefore emphasize
incomie as the determinant of changes in consumption and relegite sav-
irgg tor an insigmificant role. [f saving were zeno in 1980 and 1990, income
then would be a perfect proxy for expenditures,

The Burean of Census data show chat the ol income of the 85 and
older househaolds (ner Medicare benefirs ._:dn;li:-ﬂ:l in 1990 dollars
increased 34.2 percent, more than twice as fast as the total income of the
rest of households, which rose 25.1 percent (Table 5). Chver the same 10
years the average income n 1990 dollars of retiree howseholds rose 27.1
percent, while that of worker houselsolds increased 11.0 percent {Table
5). The zero saving hypothesis indicares chat the retiree cohort took 16.3
percent of the sverage worker houschold’s income in 1980, 20.0 percent
in 1990. The zeto saving rare supposition thus leads o the conclusion
that the incresse of retiree real income over the decade would have had
the same effect on the working howseholds 85 8 mx increase of 3.7 per-
cent on their income. Based on this analysis, the increasing income of
the retirees cost the average active wirker household $1,516 (1990 dol-
lars) more in purchasiog power i 1990 than in 1930,
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Table § Retirees” Income Versus Worker Househalds® Real Income
(in comstant 1990 dollars)

Percent lecrease, Porcent Difference,
1980 1930 180 gan 1 5HRH 19500 Lisas 1980

Total income {millions
of dallas)
i and younper 2416048 30224
6% and older EL | %, 54

-]
=] G

FAN|
o

Cloen of 6% .,ull_] -q,:ll,l-l.'r [ 1n]
avierage G and
YO P 5,504 B.I06 6.8

Percent ol Incomes aof
e and younger
far 65 and alder 6.3 0 5.7

Mean income, 64 and
VO 164911 A0 05G 1 1.0

Wlean income, with

Medicare, 85

anid alder 23207 20502 27.1
Jodmir Burean of the Census, Currene Fopuladon Ko, Series P60: Mosey Income of
Huuschokls, Families, ard Persons in the Uniced Saares: Bugean of Labar Sragiatics,
Cimumsser Expunciiare Swrveys; Bureu of Economic Analysts

Of course, saving was not zero. Still the zero saving race hypothesis gives
& reascnable elive to the degree to which the share of the economic ple
polng o retirees was eroding the workers' portion. Until further research
is able o produce berrer data, the 3.0 percent or 3.7 percent “max” on the
worker cohvore stands as a fair explanation for the poor growth in its stan-
dard of living during the past decade.

Ethics and the Intergenerational Tug-of-War

Grandpa and gramsdma may be on their own and noe lenger oceupying
what wsed 1o be a guests mom upstairs, Bur they continually have been
gobbling up a larger portion of the economic pie, leaving a relacively
smaller share for the segment of the population char is creating the pie.
While they were workers, grandpa and grandma paid Social Security
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taxes, bongghit life insurance, and received pare of their ineame in the form
of emplover contributions to their peraion hunds. Based o the conven-
tions of our society, they certainly have a right o the comforable retire-
ments that mvost of the elderly enjoy.

We conventionally tend o soess money even when a focus on physical
ourput and consumption would clarify the issue, People do tend to mea-
sure the value of their incomes and the amount of their consumprion in
verms of specific goods and services when inflation rapidly devalues
money. Then, because money is failing s a pauge, we complain about
how few pounds of steak, pairs of shoes, yards of carpeting, and so0 forth
we are ahle to buy. Ler us think for o moment about workers' saving and
retirees’ consumgition, naot in dedlars, but in terms I.IER«L‘H.‘I-:!! and services,

Take a person, for example, a man who goes w work at age 25, retires ac
63, and dies ar 75, During his forty years of work, his earnings presumably
measured his contrlbution o the production of goods and services, the
goods and services he produced. As a retiree, he consumes two-thirds of
the goods and services that represenived his averspe standard of living dur-

ing those working vears. (In 199 the sverape expenditures of retiree CLs
was O percent as high as those of worker Cls)

In terms of goods and services, our retiree woukd have had to save one-
wixth of hiz AvEerERe income, Mmainkaining a 167 [METCENE SaVing rale, duir-
ing 40 vears of work to allow him svo-thinds of his average working years’
standard of living in 10 years of rerirement. Righe now dhe NIPA saving
rate i well under 5.0 percent of income, Looking at the issue in this man-
ner, rerirees are unfally consuming too large a share of the economic pie.
However, with employer and employvee Social Security taxes, including
Medicare, nunning ar 12.4 percent of wages and salaries (a form of saving
omitted from the MIPA fipure), the sverape worker may be justifying his
fumure consumprion as & rerirse. Morsover, we must weigh the wishes of
the working cohort. Trs members may be glad vo sacrifice a shawly increas-
ing portion of their standard of living in order to increase the combort and

especially to maintain the health of their renes.

The working population in the 1980s was not uniformly affecred by the
growing share of the economic ple consumed by retirees. Economists,
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sociolojsts, and others penerally have recognized and have been ponder-
ing the implications of the growing disparity in compensation berwesn
thiose whose c\r{upal:'inru demamd considerable skill, c‘iuca:mn. or both
and the rest of the active labor force. Further stsdics should determine
whether or not the retirees’ growing shase of the economic pie is a SiEI'I'iFi*
cant cause of the decline in the standard of living of the less-skilled anmd
less-educated workers, the part of the population that clearly has had a
declining sandard of lving.

Explorations inta this asea may find thar a shift in the demand for labor
toward boveer-paid workers |s partly atribumble to the growing segment of
the population thar is 85 and older. These people demand more personal
services than the sest of che population, services thar in many Instanoes
can be provided by persons with little skill or education. Ar the same
rime older people buy relatively few automobiles and, perhaps, other
products that require well-paid, skilled personnel o manufacture.

Clermainby mlffl::rin[_l; from a diminishing portion of ecomomic e ATE aduls
under the age of 33, especially those below 15. The average real con-
sumption expenditurs of consumes units age 24 and younper declined 3.0
percent from 1930 to 1990, One might wonder whether grandga and
grandma are devearing their children. The 25- o 34- year-old Cls had a
slight 1.1 percent incresse in constant dollar consumption cutlays, The
rige inn twa-ineome households made this gain possible.

The Imperative: Vigorous Growth of Robust Enterprises

Analysts have been appalled for a long time over the prospect of a dis-
proportionately large retiree population and relacively few producers
arcund the vear 2025, when the wave of baby boomers reaching retire-
ment age is expected to erest. The problem that economists have antici-
pated, and which was recognized in the 1986 legislation that increased
Sowinl Security taxes, ls, w a sericus degree, already here. It demands
that the findings of this preliminary study be pursued and refined.

Enensgh s parently clear to warrant the adoption of policies thar have
been advocared for years, bur are never truly on the political agenda.
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Retirement ages should be raised. Moreover, retirees should be encour-
aped to engape in public service activities. Many already are volunreers
i such federally gumsored programs as VISTA (VMolunteers in Service
o America), Foster Grandparents, and Betinsd Senior Yoluntesrs. Many
more engkge in hospdeal- or church-relared and other service activities.
Retirees improve the standards of living of many workers amd their
dependents by rendering services that nacioeal product and consumption
dara Ignose,

Seill che key issue in enlarging the economic ple for everyone is funda-
mental; it is unemployment. Excessive labor supply has given emplovers
the hwxury of being needlessly choosy about whom they keep on their
payralls, They can avedid the bother snd expense of maining less qualified
personnel. And they push alder people into early retirement. The
decline in the labor force participatEn of PECSONS Ape 55 to 64 reflecss
the opportunity o dispense with employees whose seniority and age may
entitle theim 1o COMTPEnsations and benefits |:|:rj,;|:r than those received 1:-1,'
less experienced people. Enployers, moreover, are likely to prefer under-
taking the costs incurred when workers leam o use newly insealled
equipment and oo exploir new technbgues if the puplls are yvoung and will
use the new skills longer than those approaching retirement. Youth is an
actraction in this dynamic era of compurers and global business and
finance.

In the early postwar era policies were decermined by the needs of youth,
of the young veterans of World War 11. They needed education and jobs
and most of them had opportunities for bath. Policies emphesized robust
econamic growth and thriving enterprise. Government contributed sig-
nificantly to productivity by investing in both human capital and public
infrasrructure. The Gl Bill sulsidized college and voeational educations.
The interstare highway systemn contributed o indisery’s efficiency. Low
interest rates encouraged enterprise and enabled an unprecedented pro-
portion of young families to buy their own homes,

Im contrast, today's policies, both fiscal and monetary, are greatly influ-
enced by the interests of retitees in preserving their incomes and wealth.
The enemy of both fixed incomes and financial ssset values is inflation.
An enhancement of the former is high interest ranes.
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However the United States and, indeed, other industrialized naclons

deal with problems arising from the real costs 1o working people of sup-
porting retirees, they should recognize thar the problem is not something
that will burst upon us a quarter of the way into the next century. [t is
here already. And they must remember that a nation's future depends on
the vigorous growth of robust enterprises.
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Motes

1. 1990 was hardly & year of roaring prosperity; a brusimess |:'|'|:|.-= Comtraction was
ocgurring during the st five months of the year,

2. See Leonnrd A. Rapping, “The Rise in Income Incquality: Causes and
Passible Rmp.rnlu:-,." in Demiisri B I.".apﬂ.dlmlrrl.-.m, ed., Aspeces of Disprdhypbon
of Wealth ared Daceeme [(MWew Yock: Se. Bartin’s Press, 19945, [

1. Zee Rapping, “The Rise in Income [nequeality,” p. 1800 Rapping cites the
research af John Bound: McKinley Blackbuen: David Blocm and Richard
Freeman; Cieorge Johnson; Lawrence Karz; Kevin Murphy and Ana
Revenga; McKinley Blackbum, David Bloom, and Richand Freeman; and W,
Fergusan, who have noe been able to explain mesr of the incnessed inequal-
ity im the 1980s.

4 Howard W, Falleroom, Jr., *Another Look ar the Labor Force," Moenthly Labor
Heview, Movember 1993; and Bureau of the Census, Crurrent Pogadation
Hepores, Mowember 1992,

. Bureau of Labor Statistics, Consumer Expendiire Survey, 1987 Danlel K.
Wakde, Sally T. Sonnefeld, David B. McKusick, and Ross H- Armerr 111,
*Health Expenditures by Age Group, 1977 and 1987.° Health Clare Financing
Bevigi, Health Care Flremeing Acdminisration, Summer 1985,

&N

f, Consumeer unit: (11 all members of 5 pamicular housing unir whe are relared
by Blockd, mamriage, adopsion, or same acher legal amangemens, such as foser
children; {2} a person living alone or sharing & household with orhers, e liv-
iTZ 8 A [CKNmET in @ privine home, I::-dgi:l.g howse - . . burc wha is r]nnnn.-al]:,'
imdependent; or (3) twoe or more unrelated persons living ogerher who poal
theis income to make joint expendinre decisions. Sodents lving n undver-
siny-sponsored housing are separare Clx

7. Fullerton, “Anodher Loak ar the Labor Foree.”
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B. Medicare is for persons eligible for Socis] Security. Ir is esentially a “retire"
program. Medicare benefic pavments are not included in CU income o
expenditures, Punds thar berefit consumers from many government aid pro-
grams, for example, unemployment compensation, public ssssrance, and
foon] sramps, are included in income and are reflected in expenditures

9. The percentage indicated by the actual Bureau of Labor Statistics data for
1990 is 19.1. ldiosyneraric, ot of mend declines, both in the number and
expenditures of retired CLE, occurred in 19900 In boch 1989 and 19491, 20
percent of the average working CL's produce was consumed by retiree Cls

10, Waldo, Sonmefeld, McKuosick, and Amett, “Health Expendioures by Age
Cirowp, 1977 and 1987."
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